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HOUSING  ACT  OF  1954 
Air  Pollution  Prevention  Amendment 


TUESDAY,  APRIL  13,   1954 

United  States  Senate, 
Committee  on  Banking  and  Currency, 

Washington^  Z>.  C. 

The  committee  met,  pursuant  to  recess,  in  room  301,  Senate  Office 
Building,  at  10 :  15  a.  m.,  Senator  Homer  E.  Capehart  (chairman) 
presiding. 

Present :  Senators  Capehart,  Bennett,  and  Frear. 

Also  present:  Kepresentative  Hiestand. 

The  Chairman.  The  committee  will  please  come  to  order. 

I  might  say  that  these  hearings  are  being  held  pursuant  to  an  amend- 
ment Senator  Kuchel  and  I  introduced  with  respect  to  the  elimination 
of  smoke  and  prevention  of  air  pollution,  as  part  of  the  housing  bill 
which  we  are  considering  at  the  moment.  We  introduced  the  amend- 
ment and  we  are  holding  3  days  of  hearings  on  it  for  the  purpose 
of  focusing  the  attention  of  the  American  people  on  the  billions  and 
billions  of  dollars  of  waste  and  loss  each  year  that  we  suffer  as  a  result 
of  smoke. 

Also,  we  feel  this  ought  to  be  part  of  the  housing  bill,  particularly 
the  slum-clearance  section  of  the  housing  bill  and  the  public-housing 
section  of  the  housing  bill,  because  it  is  rather  hard  to  eliminate  slums 
and  blighted  areas  without  eliminating  the  smoke  and  other  contam- 
inants which  contribute  to  the  creation  of  slums.  It  doesn't  do  much 
good  to  build  a  new  home,  or  a  series  of  homes  in  a  suburb,  and  then 
have  some  factory  or  a  section  of  the  town  throwing  smoke  down  upon 
them,  so  that  in  a  matter  of  6  months  you  can't  tell  whether  the  houses 
were  originally  red,  white,  or  blue. 

What  we  want  to  do,  if  we  can,  is  to  find  some  way  to  eliminate 
smoke  and  other  contaminants  that  pollute  air.  We  recognize,  of 
course,  that  many  aspects  of  the  problem  are  local.  We  can't  do  much 
with  it  here  in  Washington,  unless  the  cities  are  enthusiastic  about  it 
and  pass  the  necessary  ordinances  and  make  the  requisite  effort  them- 
selves. But  we  feel  that  there  are  some  areas  in  which  the  Federal 
Government  properly  can  assist.  Smoke  is  an  interstate  problem. 
Smoke  doesn't  pay  much  attention  to  State  lines.  Where  cities  are 
close  together,  the  smoke  will  carry  from  one  city  to  the  other. 

So  it  is  a  matter  that  the  Federal  Government  has  an  interest  in. 
just,  as  it  has  in  flood  control  for  example.  But  it  is  primarily  a  local 
problem.  We  recognize  that.  We  are  hj  this  amendinent  attempting 
to  encourage  the  mayors  and  city  councils  of  all  cities  in  the  United 
States  to  do  something  about  this  acute  problem.    We  hope  some  good 
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will  come  of  our  hearing.  We  would  like  to  do  something  to  en- 
courage people  and  citj^  officials  to  take  whatever  steps  are  necessary  to 
eliminate  smoke  and  air  pollution. 

I  will  insert  at  this  point  in  the  record  the  statement  I  made  on  the 
introduction  of  the  amendment  on  the  floor,  the  amendment  itself,  and 
a  summary  of  provisions  of  the  amendment. 

(The  documents  referred  to  follow :) 

Mr.  President,  for  myself,  and  Mr.  Kuchel,  I  introduce  an  amendment  which 
I  intend  to  offer  to  S.  2938,  the  Housing  Act  of  1954,  now  pending  before  the 
Senate  Banking  and  Currency  Committee. 

The  purpose  of  this  amendment  is  twofold: 

To  encourage  and  assist  individuals,  industries,  and  communities  to  solve  their 
air  pollution  problem  in  order  to  conserve  home  values,  improve  health,  and 
preserve  the  essentials  for  good  environments  needed  for  community  living. 

Essentially,  by  the  very  nature  of  the  problem,  the  air  pollution  nuisance  is  in- 
terstate In  character.  Its  control,  however,  is  a  local  problem.  By  that  I  mean 
any  program  to  be  effective  must  originate  at  the  local  level  and  have  the  full 
and  united  support  of  all  segments  of  the  local  community.  Certain  adjects, 
however,  transcend  city  and  State  lines.  In  fact,  polluted  air  knows  no  respect 
for  corporate  limits  or  State  lines.  Consequently,  it  appears  that  there  is  a  very 
proper  role  for  the  Federal  Government  to  play  in  any  anti-air-pollution  cam- 
paign. 

The  provisions  in  the  amendment  are  threefold : 

1.  Rapid  tax  amortization  of  air  poUution  control  facilities  constructed  by  in- 
dustry to  provide  tax  relief  to  build  control  facilities  when  they  are  buUt  in 
conformance  with  State  and/or  local  law.  As  written,  the  tax  writeoff  is  au- 
thorized over  a  period  of  5  years. 

This  provision,  it  is  believed,  will  encourage  industry  to  install  air  pollution 
abatement  equipment  and  assist  those  communities  with  active  programs.  Such 
equipment  is  frequently  very  costly  and  for  the  most  part  industry  recovers 
nothing  in  the  way  of  lower  costs  of  operation. 

2.  A  loan  program  by  HHFA  in  cooperation  with  private  lending  institutions 
is  provided  for  business  enterprises  which  install  air-pollution  equipment  when 
financial  assistance  is  not  otherwise  available  on  reasonable  terms.  For  the 
homeowner,  FBLA  loan  insurance  MTay  be  used  for  purposes  of  home  conversion 
and  improvements  which  will  aid  smoke  abatement  and  air-pollution  prevention. 

3.  A  program  of  technical  research  and  study  concerned  with  (a)  the  cause  of 
air  pollution,  (&>  devices  and  methods  for  the  prevention  or  elimination  of  air 
I)ollution,  and  (e)  guidance  and  assistance  to  local  communities  in  smoke  abate- 
ment and  air-pollution  prevention  and  control. 

With  the  incentive  provi(le<l  by  the  proposed  bill,  it  is  hoped  that  cities  and 
States  will  thereby  be  encouraged  to  enact  legislation  contemplated  to  reduce 
air  pollution  immediately  and  ultimately  to  eliminate  air  pollution. 

Insofar  as  I  am  aware,  this  bill  provides  the  first  opportunity  for  congressional 
consideration  of  air  pollution  on  a  comprehensive  basis,  including  all  of  its  com- 
ponent parts.  It  provides  a  forum  whereby  the  entire  problem  may  t>e  explored. 
Certain  phases  of  the  solution  may  involve  an  overlapping  of  committee  juris- 
diction. Even  so,  it  is  thought  wise  to  include  in  the  amendment  aU  aspects 
of  the  problem  in  order  that  testimony  may  be  directed  to  every  facet  at  one 
and  the  same  time.  It  would  be  unwise  for  2  or  8  committees  of  the  Senate 
to  consider  separately  1  or  more  aspects  of  the  problem,  because  any  soluticA 
of  this  highly  complex  problem  can  be  achieved  only  by  viewing  all  factors  as 
a  part  of  the  whole.  Jurisdictional  matters  lend  themselves  to  solution  and 
can  be  ironed  out  readily  in  the  event  favorable  consideration  is  extended  l^y 
the  Senate  Hankin;;  and  Currency  Committee  to  the  suggested  role  of  the 
Federal  Government. 

The  Housing  Act  of  1054,  S.  2938,  contains  provisions  to  encourage  and  assist 
local  communities  in  slum  clearance.  It  is  well  and  good  to  eliminate  slums. 
It  is  shortsighted,  however,  to  iiermit  air  pollution  to  continue  because,  unless 
abated,  we  can  expect  the  newly  constructed  homes  of  to<lay  to  become  the 
slums  of  tomorrow — as  surely  as  blight  follows  decay. 

An  educated  guess  places  the  iK>lluted-alr  costs  to  the  people  of  the  United 
States  at  about  $5  billion  a  year.  The  extent  of  the  damage  to  merchandise, 
buildings,  homes,  and  home  f<illage  alone  is  said  to  be  nearly  $1  billion  a  year. 
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Of  even  greater  significance  is  the  impact  upon  the  health  of  the  country 
from  breathing  polluted  air.  Each  day,  each  person  draws  in  his  or  her  body 
about  3,800  gallons  of  air,  unaware  of  the  damage  polluted  air  can  cause 
breath  and  life. 

The  air  one  breathes  may  subject  a  person  or  his  family  to  serious  allergies, 
and  eye,  skin,  lung,  and  throat  ailments.  Polluted  air  is  feared  by  some  experts 
to  be  one  of  the  causes  of  the  recent  sharp  increase  in  lung  cancer. 

Since  first  declaring  my  intention  a  few  weeks  ago  to  sponsor  an  air  pollution 
amendment,  I  have  received  many  telephone  calls,  telegrams,  and  letters  from 
citizens  and  city  officials  in  every  part  of  the  country.  Each  and  every  one 
contacting  me  enthusiastically  favors  an  amendment  of  the  type  which  I  now 
introduce. 

I  hoi)e  that  everyone  will  study  this  amendment  and  will  read  these  brief 
remarks.  If  such  be  done,  I  believe  everyone  will  enthusiastically  support 
the  objectives  of  the  amendment. 

Hearings  on  the  amendment  have  been  scheduled  for  April  13, 14,  and  15, 1954» 
in  room  301,  Senate  Office  Building,  Washington,  D.  O. 


[S.  29<38,  83d  Cong.,  2d  sess.] 

AMENDMENT 

Intended  to  be  proposed  by  Mr.  Capehart  (for  himself  and  Mr.  Kuchel)  to  the 
bill  (S.  2938)  to  aid  in  the  provision  and  improvement  of  housing,  the  elimina- 
tion and  prevention  of  slums,  and  the  conservation  and  development  of  urban 
communities,  viz : 

On  page  104,  line  14,  strike  "Title  VIII",  insert  in  lieu  thereof  "Title  IX," 
renumber  sections  801  through  805  so  that  they  become  sections  901  through  905, 
inclusive,  and  insert  the  following  new  title  VIII  following  title  VII : 

'•TITLE  VIII— SMOKE  ELIMINATION  AND  AIK  POLLUTION  PREVENTION 

"Sec.  801.  The  Congress  hereby  declares  that  smoke  elimination  and  air  i)ol- 
lution  prevention  are  important  factors  in  the  prevention  and  rehabilitation  of 
slums  and  blighted  areas  and  in  the  conservation  of  the  health  and  property  of 
the  people  of  the  United  States.  It  is  the  objective  of  this  title  to  assist  in 
smoke  elimination  and  air  pollution  prevention  by  providing  for  research,  loans, 
and  special  tax  beneflts. 

"Sbc.  802.  (a)  The  Secretary  of  Health,  Educatitm,  and  Welfare  (hereinafter 
sometimes  referred  to  in  this  title  as  the  Secretary)  shall  undertake  and  con- 
duct a  program  of  technical  research  and  studies  concerned  with  (a)  causes 
of  air  pollution  and  excessive  smoke,  (b)  devices,  structures,  machinery,  equip- 
ment, and  methods  (including  methods  of  selecting  and  using  fuels)  for  the  pre- 
vention or  elimination  of  excessive  smoke  and  air  pollution  or  the  collection  of 
atmospheric  contaminants,  and  (c)  guidance  and  assistance  to  local  communities 
in  smoke  abatement  and  air  pollution  prevention  and  control. 

"(b)  CJontracts  may  be  made  by  the  Secretary  for  technical  research  and 
studies  authorized  by  this  section  for  work  to  continue  not  more  than  4  years  from 
the  date  of  any  such  contract.  Any  unexpended  balances  of  appropriations 
properly  obligated  by  such  contracting  may  remain  upon  the  books  of  the  Treas- 
ury for  not  more  than  5  fiscal  years  before  being  carried  to  the  surplus  fund  and 
covered  into  the  Treasury.  All  contracts  made  by  the  Secretary  for  technical 
research  and  studies  authorized  by  this  or  any  other  act  shall  contain  require- 
ments making  the  results  of  such  research  or  studies  available  to  the  public 
through  dedication,  assignment  to  the  Government,  or  such  other  means  as  the 
Secretary  shall  determine.  The  Secretary  shall  disseminate,  and  without  re- 
gard to  the  provisions  of  39  U.  S.  C.  321n,  the  results  of  such  research  and  studies 
in  such  form  as  may  be  most  useful  to  industry  and  to  the  general  public. 

"(c)  In  carrying  out  research  and  studies  under  this  title,  the  Secretary  shall 
utilize,  to  the  fullest  extent  feasible,  the  available  facilities  of  existing  bureaus 
and  offices  within  the  Department  of  Health,  Education,  and  Welfare,  other 
departments,  independent  establishments,  and  agencies  of  the  Federal  (3^overn- 
ment,  and  shall  consult  with,  and  make  recemmendations  to,  such  other  depart- 
ments, independent  establishments,  and  agenciess  with  respect  to  such  action 
as  may  be  necessary  and  desirable  to  overcome  existing  gaij«  and  definciencies 
in  available  data  with  respect  to  excessive  smoke  and  air  pollution  cause,  preven- 
tion, and  control  or  in  the  facilities  available  for  the  collection  of  such  d^ 
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For  the  purposes  of  this  title,  the  Secretary  is  further  authorized  to  undertake 
research  and  studies  cooperatively  with  agencies  of  State  or  local  governments, 
and  educational  institutions,  and  other  nonprofit  organizations,  and  may,  in  ad- 
dition to  and  not  in  derogation  of  any  powers  and  authorities  conferred  under 
any  other  act — 

"(1)  with  the  consent  of  the  agency  or  organization  concerned,  accept 
and  utilize  equipment,  facilities,  or  the  services  of  employees  of  any  State 
or  local  public  agency  or  instrumentality,  educational  institution,  or  non- 
profit agency  or  organization  and,  in  connection  with  the  utilization  of  such 
services,  may  make  payments  for  transportation  while  away  from  their 
homes  or  regular  places  of  business  and  per  diem  in  lieu  of  subsistence  en 
route  and  at  place  of  such  service,  in  accordance  with  the  provisions  of  title 
5,  United  States  Code,  section  73b-2 ; 

'*(2)  utilize,  contract  with,  and  act  through,  without  regard  to  section 
3709,  of  the  Revised  Statutes,  any  Federal,  State,  or  local  public  agency 
or  instrumentality,  educational  institution,  or  nonprofit  agency  or  organ- 
ization with  its  consent,  and  any  funds  available  to  the  Secretary  for  carry- 
ing out  his  functions,  powers,  and  duties  under  this  section  shall  be  availble 
to  reimburse  or  pay  any  such  agency,  instrumentality,  institution,  or  organ- 
ization ;  and,  whenever  necessary  in  the  Judgment  of  the  Secretary,  he  may 
make  advance,  progress,  or  other  payments  with  respect  to  such  contracts 
without  regard  to  the  provisions  of  section  3648  of  the  Revised  Statutes ;  and 
"(3)  make  expenditures  for  all  necessary  expenses,  including  preparation, 
mounting,  shipping,  and  installation  of  exhibits ;  purchase  and  exchange  of 
technical  apparatus;  and  such  other  expenses  as  may,  from  time  to  time, 
be  found  necessary  in  carrying  out  the  Secretary's  functions,  powers,  and 
dutiee  under  this  title. 
*'(d)  There  is  hereby  authorized  to  be  appropriated  to  carry  out  the  purposes 
of  this  section,  such  sums,  not  in  excess  of  $5,000,000,  as  may  be  necessary  there- 
for. 

"Sec.  803.  (a)  The  Housing  and  Home  Finance  Administrator  (hereinafter 
sometimes  referred  to  in  this  title  as  the  Administrator)  within  the  limits  here- 
inafter provided,  is  authorized  to  purchase  the  obligations  of,  and  to  make  loans 
to,  any  business  enterprise  to  aid  in  financing  the  purchase,  installation,  construc- 
tion, reconstruction  or  remodeling  of  any  device,  structure,  machinery,  or  equip- 
ment used  or  to  be  used  in  connection  with  the  enterprise's  business  activities 
where  the  purchase,  installation,  construction,  reconstruction,  or  remodeling 
would  (1)  substantially  reduce  the  amount  of  smoke  or  air  pollution  or  con- 
tamination in  the  community  in  which  the  device,  structure,  machinery,  or  equip- 
ment is  located  or  to  be  located,  or  (2)  in  conjunction  with  other  proposed  action 
in  the  community,  substantially  reduce  the  amount  of  such  smoke,  pollution,  or 
contamination. 

**(b)  No  financial  assistance  shall  be  extended  pursuant  to  this  section  unless 
the  financial  assistance  applied  for  is  not  otherwise  available  on  reasonable 
terms.  All  securities  and  obligations  purchased  and  all  loans  made  shall  be  of 
such  sound  value  or  so  secured  as  reasonably  to  assure  retirement  or  repayment 
and  such  loans  shall  be  made  in  cooperation  with  banks  or  other  lendins  institu- 
tions through  agreements  to  participate  or  by  the  purchase  of  participation,  or 
otherwise. 

"(c)  Loans  made  pursuant  to  this  section  may  be  made  subject  to  the  condition 
that,  if  at  any  time  or  times  or  for  any  period  or  periods  during  the  life 
of  the  loan  contract  the  business  enterprise  can  obtain  loan  funds  from 
sources  other  than  the  Federal  Government  at  interest  rates  as  low  as  or 
lower  than  provided  in  the  loan  contract,  it  may  do  so  with  the  consent  of  the 
Administrator  at  such  times  and  for  such  periods  without  waiving  or  surrender- 
ing any  rights  to  loan  funds  under  the  contract  for  the  remainder  of  the  life  of 
such  contract,  and,  in  any  such  case,  the  Administrator  is  authorized  to  consent 
to  a  pledge  by  the  business  enterprise  of  the  loan  contract,  and  any  or  all  of  its 
rights  thereunder,  as  security  for  the  repayment  of  the  loan  funds  so  obtained 
from  other  sources. 

"(d)  The  loans  shall  be  repaid  within  such  period,  not  exceeding  twenty  years, 
as  may  be  determined  by  the  Administrator,  and  shall  bear  interest  at  a  rate  de- 
termined by  the  Administrator  which  shall  be  not  less  than  1  per  centum  plus  the 
base  annual  rate  which  the  Secretary  of  the  Treasury  shall  specify  as  applicable 
to  the  six-month  period  (beginning  with  the  six-month  period  ending  July  31. 
1954)  during  which  the  contract  for  the  loans  is  made :  Provided,  That  such  base 
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annnal  rate  for  each  six-month  period  shall  be  determined  by  the  Secretary  of  the 
Treasury  by  estimating  the  average  yield  to  maturity,  on  the  basis  of  daily  clos- 
ing market  bid  quotations  or  prices  during  the  month  of  May  or  the  month  of 
November,  as  the  case  may  be,  next  preceding  such  six-month  period,  on  all  out- 
standing marketable  obligations  of  the  United  States  having  a  maturity  date  of 
fifteen  or  more  years  from  the  first  day  of  such  month  of  May  or  November,  and 
by  adjusting  such  estimated  average  annual  yield  to  the  nearest  one-eighth  of 
one  per  centum. 

"(e)  The  total  amount  of  investments,  loans,  purchases,  and  commitments 
made  pursuant  to  this  section  shall  not  exceed  $50,000,000  outstanding  at  any 
one  time. 

"(f)  There  are  hereby  authorized  to  be  appropriated  such  sums  as  may  be 
necessary  to  carry  out  the  puri>oses  of  this  section.  Funds  made  available  to  the 
Administrator  pursuant  to  the  provisions  of  this  section  shall  be  deposited  in 
a  checking  account  or  accounts  with  the  Treasurer  of  the  United  States.  Re- 
ceipts and  assets  obtained  or  held  by  the  Administrator  in  connection  with  the 
performance  of  his  functions  under  this  section,  and  all  funds  available  for  carry- 
ing out  the  functions  of  the  Administrator  under  this  section,  shall  be  available 
for  any  of  the  puri)oses  of  this  section,  including  administrative  expenses  of  the 
Administrator  in  connection  with  the  performance  of  such  functions. 

"(g)  Not  more  than  10  per  centum  of  the  funds  provided  for  in  this  section  in 
the  form  of  loans  shall  be  made  available  within  any  one  State. 

"(h)  In  the  performance  of,  and  with  respect  to,  the  functions,  powers,  and  du- 
ties vested  in  him  by  this  section  the  Administrator  shall  (in  addition  to  any 
authority  otherwise  vested  in  him)  have  the  functions,  powers,  and  duties  set 
forth  in  section  402  (c),  except  subsection  (2),  of  the  Housing  Act  of  1950. 

"Sec.  804.  (a)  The  Internal  Revenue  Code  is  amended  by  inserting  after  sec- 
tion 124B  thereof  a  new  section  as  follows : 

-•SEC.  124C.  AMORTIZATION  DEDUCTION  FOR  CERTAIN  TREATMENT 
WORKS 

"  *(a)  General  Rule. — Every  person,  at  his  election,  shall  be  entitled  to  a  de- 
duction with  respect  to  the  amortization,  based  on  a  period  of  sixty  months,  of 
the  adjusted  basis  (for  determining  gain)  of  any  device,  structure,  machinery,  or 
equipment  for  the  collection  at  the  source  or  the  prevention  or  elimination  of  at- 
mospheric pollutants  and  contaminants  with  respect  to  which  device,  structure^ 
machinery,  or  equipment  a  certificate  is  made  by  the  Secretary  of  Health,  Edu- 
cation, and  Welfare  under  subsection  (d).  Such  amortization  deduction  shall 
be  an  amount,  with  resi)ect  to  each  month  of  such  period  within  the  taxable  year, 
equal  to  the  adjusted  basis  of  the  device,  structure,  machinery,  or  equipment  at 
the  end  of  such  month  divided  by  the  number  of  months  (including  the  month 
for  which  the  deduction  is  computed)  remaining  in  the  period.  Such  adjusted 
basis  at  the  end  of  the  month  shall  be  computed  without  regard  to  the  amortiza- 
tion deduction  for  such  month.  The  amortization  deduction  provided  by  this 
section  with  respect  to  any  month  shall,  except  to  the  extent  provided  in  subsec- 
lon  (e)  of  this  section,  be  in  lieu  of  the  deduction  with  respect  to  such  device, 
structure,  machinery,  or  equipment  provided  in  section  23  (1),  relating  to  ex- 
haustion, wear  and  tear,  and  obsolescence.  The  sixty-month  period  shall  begin, 
at  the  election  of  the  taxpayer,  with  the  month  following  the  month  in  which  the 
device,  structure,  machinery,  or  equipment  is  completed  or  acquired  (or,  in  the 
case  of  reconstruction  or  remodeling,  its  reconstruction  or  remodeling  is  com- 
pleted),  or  with  the  succeeding  taxable  year. 

"*(b)  Election  of  Amortization. — The  election  of  the  taxpayer  to  take  the 
amortization  d^uction  and  to  begin  the  sixty-month  period  at  one  of  the 
times  specified  in  subsection  (a)  shall  be  made  In  an  appropriate  statement  in  the 
taxpayer's  return  for  the  taxable  year  in  which  the  device,  structure,  machinery, 
or  equipment  (or  its  reconstruction  or  remodeling)  was  completed,  or  in  which 
the  certification  required  by  subsection   (d)  was  made,  whichever  is  later. 

"*(c)  Termination  of  Amortization  Deduction. — A  taxpayer  which  has 
elected  under  subsection  (b)  to  take  the  amortization  deduction  provided  in 
5:nbsection  (a)  may,  at  any  time  after  making  such  election,  discontinue  the 
amortization  deductions  with  respect  to  the  remainder  of  the  amortization 
period,  such  discontinuance  to  begin  as  of  the  beginning  of  any  month  specified 
by  the  taxpayer  in  a  notice  in  writing  filed  with  the  Secretary  of  the  Treasury 
before  the  beginning  of  such  month.     The  deduction  provided  under  section 
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23  <  1 »  f<timll  be  allowed.  bei^Dnins  with  the  first  month  as  to  which  the  amortiia- 
tion  deduction  is  not  applicable,  and  the  Uxpayer  shall  not  be  entitled  to  any 
farther  amortization  deductions  with  resspect  to  such  device,  structure, 
machiDery.  or  equipment. 

***(d)  Determixatiok  of  Adjusted  Basis  or  Devices,  EJtc. — In  determining 
for  the  purposes  of  this  section  the  adjusted  basis  of  a  device,  structure,  ma- 
chinery, or  equipment — 

"  *(1 )  lliere  shall  be  included  only  so  much  of  the  amount  of  the  adjusted 
basis  of  such  device,  structure,  machinery,  or  equipment  (computed  without 
regard  to  this  section)  as  is  prt>perly  attributable  to  construction,  recon- 
struction. rem<xieling.  or  installation  work  with  respect  to.  or  the  acquisition 
of  such  device,  structure,  machinery,  or  equipment  on  or  after  the  date 
of  enactment  of  this  section  and  as  is  certitied  by  the  Secretary  of  Health. 
Education,  and  Welfare  as  being  in  aid  of  the  collection  at  the  source  or 
the  prevention  or  elimination  of  atmospheric  pollutants  and  contaminants 
"  *(2)  After  completion  or  acquisition  of  any  device,  structure,  machinery, 
or  equipment,  or  the  completion  of  its  reconstruction  or  remodelinf^,  with 
respect  to  which  a  certificate  under  para^rraph   (1)   has  been  made,  any 
expenditure   (attributable  to  such  device,  structure,  machinery,  or  equip- 
ment and  to  the  period  after  such  completion  or  acquisition)   which  does 
not  represent  construction,  reconstruction,  remodeling,  installation,  or  ac- 
quisition included  in  such  certificate,  but  with  respect  to  which  a  separate 
certificate  is  made  under  paragraph   (1).  shall  not  be  applied  in  adjust- 
ment of  the  basis  of  such  device,  structure,  machinery,  or  equipment  but  a 
separate  basis  shall  be  computed  therefor  pursuant  to  paragraph  (1)  as  if  it 
were  a  new  and  separate  device,  structure,  machinery,  or  equipment. 
•**(e)  Depreciation  Deduction. — ^If  the  adjusted  basis  of  the  device,  struc- 
ture, machinery,  or  equipment  (ct^inputed  without  regard  to  this  section)  is  in 
excess  of  the  adjuste<i  basis  computed  imder  subsection    (d).  tlie  deduction 
provided  by  section  2:^  (1)  shall,  despite  the  provisions  of  subsection  (a)  of  this 
section,  be  allowed  with  respect  to  such  device,  structure,  machinery,  or  equip- 
ment as  if  its  adjusted  basis  for  the  purix>se  of  such  deduction  were  an  amount 
equal  to  the  amount  of  such  excess. 

"'(f)  Life  Tf.nant  and  Remainderman. — In  the  case  of  property  held  by. 
one  person  for  life  with  remainder  to  another  person,  the  deduction  shall  be 
computed  as  if  the  life  tenant  were  the  absolute  owner  of  the  property  and  shall 
be  allowable  to  the  life  tenant. 

**'(g)  C^Ross  Reference. — For  sjiecial  nile  with  resi>ect  to  gain  derived  from 
the  sale  or  exchange  of  property  the  adjusted  basis  of  which  is  determined  with 
regard  to  this  section,  see  section  117  (g)   (8).' 

*'(l>)  n)  Section  28  (t)  of  the  Internal  Revenue  Code  (relating  to  deductions 
from  jrross  income)  is  amended  by  striking  out  *and  124B*  and  inserting  in  lieu 
thereof  *124B,  and  1240.' 

**(2)  Section  117  (g)  (8)  of  the  Internal  Revenue  Code  (relating  to  gains 
and  losses  fn»ni  short  .sah*s.  etc.)  is  amended  by  striking  out  'section  124A 
(relating  to  amortization  deduction)'  and  inserting  in  lieu  thereof  'section  124A 
(relatin?  to  deduction  for  amortization  of  em^Tgency  facilities),  section  124B 
(relating  to  deduction  for  amortization  of  grain  storage  facilities),  and  section 
124C  (relating  to  deduction  for  amortization  of  certain  air  pollution  prevention 
facilities)/ 

"(8)  Section  190  of  the  Internal  Revenue  Code  (relating  to  allowance  of 
amortization  deduction  in  case  of  partnc  ships)  is  amended  by  striking  out  'or 
grain  storasre  facilities'  and  in«?erting  in  lieu  thereof  *,  grain  storage  facilities,  or 
air  pollution  prevention  facilities/ 

"(c)  The  amendments  to  the  Internal  Revenue  Code  made  by  ths  section 
shall  be  applicable  with  respect  to  taxable  years  ending  on  and  after  the  date 
of  enactment  of  this  section. 

"Sec.  805.  The  authority  of  the  P^ederal  Housing  Commissioner  under  the 
National  Housinir  Act.  as  amended,  shall  be  used  to  the  fullest  extent  possible 
to  encourage  and  assist  home  conversion  and  improvement  loans  which  will  aid 
smoke  abatement  and  air  iX)llution  prevention. 

"Sec.  806.  For  purposes  of  this  title  the  word  'State'  shall  include  all  Terri- 
tories of  the  United  States,  the  Commonwealth  of  Puerto  Rico,  and  the  District 
of  Columbia." 
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BuMMAST  OF  Proposed  Amendments  to  S.  2938,  Smoke  Elimination  and  Abb 

Pollution  Pbevbntion 

This  proposed  amendment  would  insert  a  new  title  VIII  in  S.  2^8,  the  Housing 
Act  of  1954,  which  would  authorize  Federal  aid  to  smoke  elimination  and  air 
pollution  prevention  and  elimination  through  research,  Federal  loans,  and  special 
tax  benefits. 

The  Secretary  of  Health,  Education,  and  Welfare  would  administer  the  research 
program  and  certify  eligibility  for  tax  benefits  provided  by  this  title.  The  Hous- 
ing and  Home  Finance  Administrator  would  administer  the  loan  program  under 
the  title. 

Section  801  would  declare  that  smoke  elimination  and  air  poUutlcm  prevention 
are  important  factors  in  the  prevention  and  rehabilitation  of  slums  and  blighted 
areas  and  in  the  conservation  of  the  liealth  and  property  of  the  people  of  the 
United  Statea 

RESEARCH 

Section  802  would  direct  the  Secretary  of  Health,  Education,  and  Welfare  to 
imdertake  and  conduct  a  program  of  technical  research  and  studies  concerned 
with  (a )  the  causes  of  air  pollution  and  excessive  smoke,  (b)  devices,  structures, 
machinery,  equipment,  and  methods  (including  methods  of  selecting  and  using 
fuels)  for  the  prevention  or  elimination  of  excessive  smoke  and  air  pollution, 
and  (c>  guidance  and  assistance  to  local  communities  in  smoke  abatement  and 
air  pollution  prevention  and  control.  Up  to  $5  million  would  be  authorized  to  be 
appropriated  to  carry  out  the  research  program. 

The  Secretary  of  Health,  Education,  and  Welfare  would  be  autl)orlze<l  to  make 
contracts  with  any  Federal,  State,  or  local  public  agency  or  Instrumentality, 
educational  Institution,  or  nonprofit  agency  or  organization  for  the  research  and 
studies  authorized  by  this  section.  Other  general  provisions  necessary  for  the 
conduct  of  the  research  program  would  also  be  enacted  by  this  section  and  the 
Secretary  would  be  directed  to  disseminate  the  results  of  the  research  and  studies 
in  such  form  as  may  be  most  useful  to  industry  and  to  the  general  public. 


Section  803  of  the  bill  would  provide  for  a  program  of  Federal  loans  by  the 
Housing  and  Home  Finance  Administrator  in  cooperation  with  private  lending 
institutions  to  business  enterprises  to  aid  them  In  financing  the  purchase.  Installa- 
tion, construction,  reconstruction  or  remodeling  of  any  smoke  abatement  or  air 
pollution  prevention  device,  structure,  machinery  ,or  equipment  used  or  to  be  used 
in  connection  with  the  business  activities  of  the  borrower. 

A  loan  would  not  be  made  by  the  Housing  and  Home  Finance  Administrator 
unless  he  determines  that  the  purpose  for  which  the  loan  Is  to  be  used  would 
(1)  substantially  reduce  the  amount  of  smoke  or  air  pollution  or  contamination 
in  the  community  in  which  the  device,  structure,  machinery,  or  equipment  Is 
located  or  to  be  located  or  (2)  in  conjunction  with  other  proposed  action  in  the 
community,  subwtantlally  reduce  the  amount  of  such  smoke  pollution  or  con- 
tamination. 

Also,  the  loan  would  not  be  made  unle^ss  the  borrower  is  unable  to  obtain  such 
a  loan  from  private  sources  on  reasonable  terms.  Further,  the  section  would 
provide  that  loans  made  may  be  made  subject  to  the  condition  that,  if  at  any  time 
the  business  enterprise  can  obtain  roads  from  other  .sources  at  interest  rates  as 
low  as  or  lower  than  provided  in  the  loan  contract,  It  can  do  so  with  the  consent 
of  the  Housing  and  Home  1-lnance  Administrator  without  waiving  any  rights  to 
loan  fimds  under  the  contract  for  the  remainder  of  the  life  of  the  contract,  and 
the  lK>rrower  may  pledge  the  loan  contract  as  security  for  the  repayment  of  the 
loan  obtained  from  other  sources.  When  used,  this  Is  In  the  nature  of  an  Insur- 
ance operation.  It  makes  unnecessary  the  actual  use  of  Federal  funds.  It  has 
been  used  successfully  In  slum-clearance  programs. 

The  loans  shall  l)e  made  in  cooperation  with  banks  or  other  lending  Institutions 
through  agreements  to  participate  or  by  the  purchase  of  participations,  or  other- 
wise. The  loans  made  would  he  reasonably  secured,  and  would  be  repaid  within 
tnch  period,  not  exceeding  20  years,  as  the  Housing  and  Home  Finance  Adminis- 
trator may  determine.  They  would  bear  interest  at  a  rate  of  not  less  than  1 
percent  plus  the  base  annual  rate  specified  by  the  Secretary  of  the  Treasury  as 
applicable  to  the  6-month  period  during  which  the  contract  for  the  loans  is  made. 
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The  base  animal  rate  woold  be  determiiied  bjr  the  Secretary  af  tlK  Treasury  bf 
estimatinc  the  areraze  market  yields  dariiis  the  mooth  of  May  or  Norember 
next  preceding  the  6-moDth  period  od  Federal  marketable  bonds  harins  a  remain- 
inir  maturity  of  15  or  more  years.  The  present  base  annual  rate  is  2%  percent, 
which  woold.  therefore,  proride  for  an  interest  rate  at  this  tinK  <m  tlie  loans 
anthorized  by  this  section  of  S^4  percent  or  soch  higher  rate  as  the  Ho>o8ins  and 
Home  Finance  Administrator  could  establish  in  his  discretion. 

The  total  amoont  of  loans  made  by  the  Housing  and  Hose  Ftnanee  Adminis- 
trator parsfiant  to  this  section  would  not  be  permitted  to  exceed  $50  million 
ontstandinr  st  any  one  time.  Ftmds  woold  be  aothoriaed  to  be  appropriated 
to  carry  out  the  loan  proeram  and  the  loan  funds  would  rcTolTeL 

To  assure  national  distribution  of  the  loans  the  sectkni  woold  proride  that 
not  more  than  10  percent  of  the  funds  provided  shall  be  expended  in  any  one 
State. 

8PBCIAI.  TAX  BJmirs 

Section  8CM  would  amend  the  Internal  Revenue  Code  to  permit  for  tax  pur- 
poses the  rapid  amortization  «oTer  a  period  of  5  years  >  of  devices,  structures, 
machinery,  or  equipment  for  the  prevention  or  elimination  of  air  pollution.  This 
special  tax  benefit  would  be  availsble.  however,  only  to  the  extent  that  the 
property  which  would  be  smortiaed  at  this  accelerated  rate  was  constructed, 
remodeled,  installed,  or  acquired  on  or  after  the  date  of  enactment  of  this  sec- 
tion and  to  the  extent  that  the  Secretary  of  Health.  Education,  and  Welfare 
certifies  that  it  is  in  aid  of  the  prevention  or  elimination  of  air  pollution. 

Section  805  would  provide  that  the  authorfty  of  the  Federal  Hou^n^  Commis- 
sioner shall  he  used  to  the  fullest  extent  passible  to  encourage  and  assist  home 
conversion  and  improvement  loans  which  would  aid  smoke  abatem»it  and  air 
pollution  prerention. 

voTsmoy  or  **statk^ 

In  order  to  make  the  provisions  of  the  title  apfilicable  to  all  the  States,  Terri- 
tories of  the  United  States,  the  Commonweal tb  of  Puerto  Rico,  and  the  District 
of  Columbia,  the  word  "State"*  as  used  in  the  title  would  be  defined  to  include 
all  of  the  jurisdictions  named. 

AOMi:CI8TSATIVS  FBOVISIOXS 

Provisions  necessary  to  the  administration  of  the  title  would  be  also  enacted 
by  this  tiUe. 

The  Chairmax.  I  have  a  copy  of  an  ordinance  to  control  and  regu- 
late air  pollution:  adopted  by  the  Council  of  the  City  of  Philadelphia. 

That  city  is  operating  under  this  ordinance.  It  seems  very  com- 
plete and  mi*rht  well  serve  as  a  nimlel  for  ordinances  for  other 
cities. 

Without  objection,  it  will  be  inserted  in  the  record  at  this  point. 

(The  ordinance  referred  to  follows:) 

(Bin  No.  see— 1958.) 

An  Ordinaxck 

To  control  and  rt»jnUato  air  ii*^Uutlon  in  the  City  of  Philadelphia,  defining  the 
powers  and  duties  of  the  Dtn^J^rtiutMit  of  Publlo  Health,  the  Department  of 
Licenses  auil  Insi>ectloiis  and  of  tbo  Air  rolhuion  Control  Board;  prescribing 
fees  for  i^rmits:  proviiUuir  for  aiUninistratlou  and  enforcement  and  fixing 
penalties :  and  reiiealinc  the  ordinan^v  apprt>ved  June  25,  1W8,  and  cited  as 
**The  Air  Pollution  Contn>l  t^nllnance  of  liM8" 
The  Council  of  the  City  of  PhUaifelphia  hereby  ordaif^s: 
SEcnoN  1.  LetJistative  Pindintjs, 

The  Council  of  the  City  of  Philadelphia  finds  that  the  pollution  of  the  air 
is  detrimental  and  harmful  to  the  hoalth.  wmfort,  liTing  conditions,  welfare 
and  safety  of  the  inhabitants  of  the  City  of  Philadelphia  and  injurious  to  th^r 
property,  and  it  is  necessary  to  provide  for  the  jcrreater  control  and  more  effec- 
tlTe  regulation  of  air  pi^llntion  and  air  iH^llutlon  nuisances  caused  by  the  emis- 
sion or  e6cai)e  of  dust,  fume,  gas.  mist,  inior,  siuoke,  vapor,  or  any  combination 
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SEcnoif  2.  Definitions. 

(a)  ''Person.*' — An  individual,  partnersliip,  corporation,  or  association  includ- 
ing those  acting  in  a  fiduciary  or  representative  capacity  whether  appointed  by 
a  court  or  otherwise  and  including  any  governmental  unit,  agency,  officer  or 
employee  as  to  whom  the  City  of  Philadelphia  has  the  power  to  legislate.  When- 
ever used  in  any  clause  prescribing  or  imposing  a  penalty  the  term  'Terson** 
as  applied  to  partnerships  or  associations  shall  include  the  partners  or  members 
thereof  and  if  applied  to  corporations,  the  officers  thereof.  The  singular  shall 
include  the  plural  and  the  masculine  shall  include  feminine  and  neuter. 

(b)  (1)  ''Dust:' — Solid  particles  projected  into  the  air  and  capable  of  tem- 
porary suspension  in  air  or  gas. 

(2)  "Fttme." — Solid  particles  commonly  formed  by  the  condensation  of  vapors 
from  normally  solid  materials. 

(3)  ''Qas:' — ^Normally  formless  fluids  which  tend  to  occupy  space  or  enclosure 
completely  and  uniformly  at  ordinary  temperatures  and  pressures. 

(4)  *'Mi8t:' — Very  small  airborne  droplets  of  materials  that  are  ordinarily 
liquid  at  normal  atmospheric  temperatures  and  pressures.  Mist  shall  include 
fog. 

(5)  "Odar:* — Smells  or  aromas  or  stinks,  which  are  commonly  recognized  as 
offensive  or  objectionable,  or  which  are  very  unpleasant  to  persons  possessing 
normal  olfactory  senses,  or  which  tend  to  lessen  human  food  and  water  intake, 
interefere  with  sleep,  upset  normal  appetite,  produce  irritation  of  the  upper 
respiratory  tract,  or  create  symptoms  of  nausea,  or  which  by  their  inherent 
chemical  or  physical  nature,  or  method  of  processing  are  detrimental  or  danger- 
ous to  health,  or  which  are  of  a  quantity  or  character  that  violates  any  of  the 
provisions  of  this  ordinance  or  any  of  the  regulations  promulgated  pursuant 
thereto.    Odors  and  smells  are  used  herein  interchangeably. 

(6)  **Smoke/' — The  extremely  small  solid  particles  produced  by  incomplete 
combustion  of  organic  substances  and  includes  but  is  not  limited  to  particles, 
fly  ash,  cinders,  tarry  matter,  unbumed  gases,  soot  or  carbon,  and  gaseous  com- 
bustion products. 

<7)  "Vapor.*' — The  gaseous  phase  of  substances  that  are  either  liquid  or  solid 
in  their  commonly  known  state,  and  may  be  changed  to  the  solid  or  liquid  form 
by  increasing  the  pressure,  decreasing  the  temperature,  or  applying  both  simul- 
taneously. 

(c)  (1)  ''Air  Pollution:* — The  emission  or  escape  of  dust,  fume,  gas,  mist, 
odor,  smoke,  vapor,  or  any  combination  thereof,  in  a  quantity  and  of  a  character 
which  constitutes  a  direct  health  hazard  or  detriment,  or  the  contamination  of 
the  air  in  any  manner  detrimental  or  harmful  to  the  health,  comfort,  living 
conditions,  welfare  and  safety  of  the  inhabitants  of  the  City  of  Philadelphia. 

(2)  "Air-Pollution  Nuisance:* — The  emission  or  discharge  into  the  open  air 
of  dust,  fume,  gas,  mist,  odor,  smoke  or  vapor,  or  any  combination  thereof,  of  a 
character  and  in  a  quantity  which  as  to  any  group  of  persons  interferes  with 
their  health,  repose  or  safety  or  causes  severe  annoyance  or  discomfort,  or 
tends  to  lessen  normal  food  and  water  intake,  or  produces  irritation  of  the 
upiier  respiratory  tract,  or  produces  symptoms  of  nausea,  or  is  offensive  or 
objectionable,  or  both,  to  normal  persons  because  of  inherent  chemical  and 
pliysical  properties,  or  causes  or  is  likely  to  cause  injury  or  damage  to  real  or 
perj^mal  property  of  any  kind,  or  which  interferes  with  normal  conduct  of  busi- 
ness, or  is  detrimental  or  harmful  to  the  health,  comfort,  living  conditions,  wel- 
fare and  safety  of  the  Inhabitants  of  the  City  of  Philadeli)hia. 

(d)  "Minor  Repairs:* — Repair  or  alteration  of  any  part  of  any  existing  instal- 
lation, equipment  or  device  which  does  not  materially  alter  the  quantity  or 
character  of  discharge  into  the  open  air  of  dust,  fume,  gas,  mist,  odor,  smoke, 
vapor,  or  any  combination  thereof. 

(e)  ''Installation,  Equipm<.'nt,  or  Devices:' — Any  assembly  of  elements  or  com- 
ponents the  operation  of  which  does  or  may  directly  or  indirectly  cause  air 
pollution  or  an  air-pollution  nuisance 

(f)  "Household  Appliances:* — Any  electric  or  gas  operated  unit  commonly 
used  in  a  home  or  other  dwelling  other  than  incinerators,  heating  systems,  or 
hot  water  beating  systems. 

(g)  "Fuel  Burning  Equipmefit:* — Any  device,  machine,  mechanism,  or  struc- 
ture used  in  the  process  of  burning  fuel  or  combustible  material. 

(h)  *'Chart€r:*—The  Philadelphia  Home  Rule  Charter. 
SEcmoN  8.  ''Unlawful  Conduct" — It  shall  be  unlawful  for  any  person : 
(a)  To  cause,  emit  or  allow  the  emission  or  escape  into  the  open  air  from  any 
structure,  machine,  facility,  plant,  premises  or  ground,  Including  parking  lots,  of 
dust,  fii]D0»  gas,  mist,  odor,  smoke,  vapor,  or  any  combination  thereof,  of  a 
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quantity  or  character  which  constitutes  or  which  in  conjunction  with  other  per- 
sons creates  air  pollution  or  an  air  pollution  nnisance,  or  violates  any  of  the 
regulations  which  may  be  pre8cril>e<l  by  the  Air  Pollution  Control  Board. 

(b)  To  construct,  reconstruct,  convert,  operate,  add  to  or  alter  any  installa- 
tion, equipment  or  device,  or  the  appurtenances  thereto,  which  by  its  operation 
or  maintenance  will  emit  or  cause  or  allow  the  emission  or  escape  into  the  open 
air  of  dust,  fume,  gas,  mist,  odor,  smoke,  vapor,  or  any  combination  thereof,  with- 
out a  permit  as  required  by  Section  4  hereof  secured  from  the  Department  of 
Licenses  and  Inspection,  and  without  eliminating  air  pollution  or  an  air  pollu- 
tion nuisance. 

(c)  To  burn  garbage,  refuse,  waste  material,  cars,  vehicles,  or  parts  thereof, 
or  any  other  material  in  an  open  Are  except  at  such  places  and  under  such  safe- 
guards as  to  the  creation  or  emission  of  air  pollution  or  an  air  pollution  nnisaiiee 
as  may  be  prescribed  by  the  Air  I'ollution  Control  Board. 

Section  4.  ^^Installation  Permits." 

(a)  Any  person  desiring  to  construct,  reconstruct,  convert,  add  to  or  alter  or 
replace,  except  for  minor  repairs,  any  installation,  equiimient  or  device,  or  appur- 
tenances thereto,  that  produces,  controls  or  causes  or  may  cause  air  pollution 
or  an  air  pollution  nuisance,  shall  secure  a  permit  therefor  from  the  Depart- 
ment of  Licenses  and  Inspections  and  shall  pay  a  fee  therefor  in  accordance  witb 
the  established  schedule  of  fees  set  forth  in  Section  8  of  this  ordinance. 

fb)  Any  person  applying  for  such  pennit  shall  submit  to  the  Department  of 
Licenses  and  Inspections  plans  and  specifications  of  the  work  to  be  done  insofar 
as  air  pollution  or  an  air  pollution  nuisance  may  be  concerned  and  such  other 
information  as  may  be  required  by  the  I>epartment  of  Licenses  and  Inspections. 

it')  A  separate  permit  shall  be  obtaineil  for  each  complete  unit  of  boiler  or 
fuel  buminsr  equipment.  In  the  case  of  a  heating  boiler,  warm  air  furnace  or 
water  heater  with  inte<;ral  burner,  oil  burner  or  stoker,  only  one  |)ermit  shall  be 
obtained  from  the  combined  unit. 

M »  If  any  installation  i.*«  not  started  within  one  year  of  the  date  of  issuance 
of  a  pemiit  therefor,  the  permit  shall  be  null  and  void,  and  any  fee  paid  shall  be 
forfeited- 

(e)  Issuance  of  a  permit  shall  not  exempt  any  person  from  prosecution  for 
violation  of  this  ordinance  or  the  rejrulation«^  issue<i  under  it.  if  the  actual  oper- 
ation of  the  installation,  eqnipment  or  devi(»e  for  which  the  permit  was  issued 
creates  or  results  in  air  pollution  or  an  air  pollution  nuisance. 

if)  The  provision  of  this  permit  section  shall  not  apply  to  the  construction, 
re^'onstniction.  rN»nversion,  alteration.  repla<*enient  or  installation  of  any  house- 
hold appliance. 

fg»  The  prc»vlsiofis  of  this  permit  section  shall  not  apply  to  the  construction. 
r€?c<instniction.  ^-onversion.  alteration,  replacement  or  installation  of  motor  vehi- 
cles or  other  equipment  used  on  hisrhways. 

(h)  The  provisions  of  this  permit  section  shall  not  apply  to  any  building  or 
structure  used  exclusively  for  dwelliuff  punx^s'es  and  containing  less  than  three 
dwelling  units. 

Section  .^.  "Pmrrrs  and  Duties  of  the  Department  of  Publie  Health.'* 

The  Department  of  Publir*  Health  shall  have  the  following  i>ower  and  duties: 

(a)  To  investigate  complaints,  make  observations  of  smoke  and  other  air 
I)olluting  conditions  and  air  pollution  nuisances  and  re<|uire  the  necessary  and 
proper  steps  to  minimize  the  fftect.  hazard  or  nuisance  therefrom. 

(b)  To  examin**  apptif*ations.  plan.s  and  specifications  for  the  construction, 
reconstruction.  conversi«»n.  addition  or  alteration  of  any  installation,  equipment 
or  device  and  any  equipment  jiertaininsr  thereto,  that  might  or  c*ould  produce  air 
pollution  or  an  air  fKillution  riuisan^^-e.  and  to  inspe<'t  in.stallations  and  equipment 
for  which  a  i)ennit  has  l»f^n  i<*iied  n*  sep  that  installation  is  made  in  accordance 
with  the  i)ermit.  unless  sn^-h  functions  are  assign^^d  by  the  Administrative  Bi^ard 
of  the  City  of  Philadelphia  to  the  Deriartni»*nt  of  Licensees  and  Inspections  of  the 
City  of  Philadelphia  in  whi^h  f.-ase.  th^  function  shall  l>e  exercised  by  that  De- 
partment. 

(c)  To  insiKM't  from  time  to  time  any  in.stallation.  eipiipment,  devices  and  ap- 
piirtcnanc(»s  thereto  tliat  may.  t-nn  or  d"es  cause  air  pollution  or  an  air  polio- 
tion  nui.«ance.  unless  su«-h  fum-tions  ar**  assismed  by  the  Administrative  Board 
of  the  City  of  Philadelphia  Xn  the  D^-jiarrment  nf  Licenses  and  Inspections  of 
the  City  of  Philadelphia  in  which  ca«fe  the  function  shall  \ie  exercised  by  that 
Department. 

(d)  To  recommend  promptly  to  the  liefjartment  of  Licenses  and  laspectioos 
the  approval,  modification  or  diaapfiroval  of  an  application  for  a  ] 

(e)  To  prescribe  the  requiremeuta  for  any  permit  that  may  be  i 
this  ordinance  and  its  regulations. 
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(f )  To  enforce  the  provisions  of  this  ordinance  and  the  regulations  issued 
thereunder  and  to  commence  and  prosecute  any  action,  legal  or  equitable,  to 
enforce  the  penalties  provided  in  this  ordinance  or  to  enjoin  violations  of  this 
ordinance.  Such  powers,  actions  and  remedies  shall  be  concurrent  and  cumula- 
tive. 

(g)  To  disseminate  information  to  the  public  on  air  pollution  reduction  and 
control. 

(h )  To  enlist  the  cooperation  of  civic,  trade,  technical,  scientific,  educational, 
governmental  and  other  organizations  in  the  control  and  reduction  of  air  pollu- 
tion. 
Section  6.  "Powers  and  Duties  of  the  Department  of  Licenses  and  Inspections." 
The  Department  of  Licenses  and  Inspections  shall  have  the  following  powers 
and  duties: 

(a)  To  transmit  to  the  Department  of  Public  Health  for  its  recommendation 
all  applications,  plans,  and  specifications  for  the  construction,  reconstruction, 
conversion,  or  alteration  of  any  installation,  equipment,  or  device  and  any  equip- 
ment pertaining  thereto  that  may  produce  air  pollution  or  an  air  pollution 
nuisance  and  shall  request  the  Department  of  Public  Health  to  make  recom- 
mendations for  the  approval,  disapproval,  or  modifications  of  each  application. 

(b)  To  issue  permits  for  such  applications  as  the  Department  of  Public  Health 
may  approve. 

Section  7.  "Powers  and  Duties  of  the  Air  Pollution  Control  Board." 

(a)  The  Air  Pollution  Control  Board  shall  have  the  powers  and  duties  pro- 
vided in  the  Philadelphia  Home  Rule  Charter  and  shall  make  regulations  de- 
signed to  promote  the  health  and  welfare  of  the  citizens  of  Philadelphia,  to 
better  effectuate  the  purposes  of  this  ordinance,  and  to  prevent  and  control  air 
pollution  and  air  pollution  nuisances. 

(b)  The  Air  Pollution  Control  Board  shall,  upon  the  written  request  of  any 
interested  party,  hear  and  review  any  objection  to  any  action  or  de<*ision  of  the 
Department  of  Public  Health  with  respect  to  the  creation  or  emission  of  odors 
and  may  in  its  discretion  hear  and  review  any  objection  to  any  action  or  decision 
of  the  Department  of  Public  Health  with  respect  to  the  creation  or  emission  of 
air  pollution  or  an  air  pollution  nuisance.  The  Board  may  designate  one  or  more 
of  its  members  or  any  other  person  as  an  examiner  to  hear  such  objections  and 
to  make  recommendations  in  writing  to  the  Board.  The  Board  shall  consider 
the  recommendations  and  submit  Its  recommendations  to  the  Department  of 
Public  Health. 

(c)  On  presentation  of  evidence  that  a  major  Installation  is  required  to 
correct  a  violation  of  this  ordinance,  the  Air  Pollution  Control  Board  is  author- 
ized to  recommend  a  program  for  installation  so  as  to  allow  a  reasonable  time 
for  the  completion  of  such  installation. 

Section  8.  "Installation  Permits — Fees." 

In  issuance  of  permits  pursuant  to  Sei»tion  4  of  this  ordinance,  the  following 
fees  shall  be  charged : 
(a)   Rate  Calculations. 

(1)  0  to  100,000  BTTJ  per  hour $5. 00 

(2)  100,000  to  500,000  BTU  per  hour 

Fee=  0.000  050  OOX  (BTU  per  hour) 

/r.  ,.      ^      50XBTU  per  hour 
(Dollars)  = ^^^^^ 

(3)  500,000  to  2,000,000  BTU  per  hour 

Fee=  0.000  016  66X  (BTU  per  hour) -f  $16.66 

^^  „       ,      16.666 X BTU  per  hour  .  ^^^^^ 
(Dollars)  = j-^^^^^ +$16.66 

(4)  2,000,000  to  6,000,000  BTU  per  hour 

Fee=  0.000  006  25 X  (BTU  per  hour) -f  $37.50 

/^  ..       ^      6.250XBTU  per  hour  ,  ^^^  ^^ 
(Dollars)= j-^^ +$37.50 

(5)  6,000,000  to  20,000,000  BTU  per  hour 

Fee=  0.000  001  786 X  (BTU  per  hour)-}- $64.29 

(6)  Over  20,000,000  BTU  per  hour 

Fee=$100.00 
(Dollars) 

44750— «^-pt.  2 2 
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(b)  Fees  are  based  on  net  load  bating  in  British  Thermal  Units  of  heat  per 
hour. 

(c)  For  the  purpose  of  fee  calculation  the  following  definitions  are  adopted: 

(1)  One  square  foot  of  steam  radiation  has  a  capacity  of  two  hundred  and 
forty  (240)  British  Thermal  Units  per  hour. 

(2)  One  square  foot  -of  hot  water  radiation  has  a  capacity  of  one  hundred 
and  fifty  (150)  British  Thermal  Units  per  hour. 

(3)  One  boiler  horsepower  is  equivalent  to  thirty-three  thousand  four  hundred 
and  seventy-two  British  Thermal  Units  per  hour. 

(d)  For  units  with  integral  gas  burner,  oil  burner  or  stoker,  the  fee  will  be 
one  and  a  half  (IMi)  times  the  boiler  fee. 

(e)  For  furnaces  only,  calculate  one  of  the  following: 

(1)  Pounds  of  coal  per  hour  x  13600  x  0.65=BTU  per  hour. 

(2)  Gallons  of  oil  per  hour  x  150000  x  0.65=BTU  per  hour. 

(3)  Cubic  feet  of  gas  x  BTU  per  cubic  foot  x  0.(>5=BTU  per  hour. 
Fee  is  then  based  on  BTU  per  hour. 

(f )  ^^Incinerator  and  Crematory  Fees.** 

BTU  per  hour  =  Square  feet  grate  x  30  lbs.  x  8000  BTU.  Fee  is  based  on  BTU 
per  hour. 

(g)  '*Oas  Burners,  Mechanical  Stokers,  Oil  Burners  or  Coal  Burners.*' 

Fee  is  based  on  type  and  size  of  the  oven,  boiler,  furnace  or  incinerator  in 
which  installed  and  is  one-half  (Ms)  the  fee  for  such  equipment.  For  charges, 
see  appropriate  schedule. 

(h)   "Oeneral." 

For  smoke  ovens,  tar  and  asphalt  kettles,  road  material  treating  plants  and 
varnish  and  paint  heating  kettles,  fee  will  be  according  to  factor  shown  under 
furnaces  in  (e). 

(i)   A  fee  of  $5.00  per  unit  will  be  charged  for  each  of  the  following  items : 

(1)  Paint-spraying  equipment  vented  to  the  atmosphere. 

(2)  Dryer  vented  to  the  atmosphere. 

(3)  Dust  collector  vented  to  the  autmosphere. 

(4)  Chemical  processing  equipment  vented  to  the  atmosphere  through  sinsle 
vent. 

(5)  Crushing,  grinding,  or  milling  equipment  vented  to  the  atmosphere  through 
single  vent. 

(6)  Rendering  kettle  vented  to  the  atmosphere. 

(7)  Lint  collector  in  dry-cleaning  plants. 
Section  9.  '* Interference  with  Personnel.*' 

(a)  Any  person  who  shall  refuse  to  comply  with  or  who  shall  assist  in  the 
violation  of  any  of  the  provisions  of  this  ordinance  and  regulations  adopted 
hereunder  or  who  in  any  manner  hinders,  obstructs,  delays,  resists,  prevents, 
or  in  any  way  interferes  or  attempts  to  interfere  with  the  personnel  of  the 
Department  of  Public  Health,  the  Department  of  Licenses  and  Inspections,  or 
the  Air  Pollution  Control  Board  in  the  performance  of  any  duty  hereunder  or 
who  shall  refuse  to  permit  such  personnel  to  perform  their  duty  by  refusing 
them  or  any  of  them,  after  proper  identification  or  presentation  of  a  written 
order  of  the  Commissioner  of  the  Department  of  Public  Health,  the  Commissioner 
of  the  Department  of  Licenses  and  Inspections,  or  the  members  of  the  Air  Pollu- 
tion Control  Board,  entrance  at  reasonable  hours  to  any  premises  or  part  thereof 
in  which  the  provisions  of  the  ordinance  and  its  regulations  are  being  violated 
or  have  been  violated,  or  refuse  to  permit  the  inspection  or  examination  of  such 
premises  by  such  authorized  persons  for  the  purpose  of  investigating  compliance 
with  this  ordinance  and  the  regulations  promulgated  thereunder,  shall  be  subject 
to  all  the  penalties  as  set  forth  in  this  ordinance. 

(b)  The  Department  of  Public  Health  shall  require  that  any  investigator 
entering  a  plant  or  part  thereof  in  the  course  of  his  investigation  or  inspection 
shall  comply  with  all  safety  regulations  in  effect  on  such  premises. 

Section  10.  ** Penalties.** 

(a)  Any  person  who  shall  violate  any  of  the  provisions  of  this  ordinance  or 
any  of  the  regulations  adopted  hereunder,  shall  be  subject  for  each  such  viola- 
tion to  a  fine  of  not  less  than  ten  (10)  dollars  nor  more  than  three  hundred  (300) 
dollars,  together  with  judgment  or  imprisonment  not  exceeding  thirty  (30)  days 
if  the  amount  of  said  fine  and  cost  shall  not  be  paid  within  ten  (10)  days  from 
the  date  of  the  imiwsition  thereof.  Violations  on  separate  days  shall  be  consid- 
ered separate  violations,  and  shall  be  subject  to  such  orders  or  Judgment  as  may 
be  issued  by  the  Magistrates'  Courts. 
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(b)  **AppUcation  for  Injunctions."  In  addition  to  any  other  remedy  at  law 
or  in  equity  or  under  the  ordinance,  the  City  of  Philadelphia  may  apply  to  any 
CJourt  of  Common  Pleas  of  Philadelphia  for  relief  by  injunction  to  enforce  com- 
pliance with  or  restrain  violations  of  any  provisions  of  the  ordinance  or  any 
regulations  of  the  Air  Pollution  Control  Board  made  pursuant  thereto. 

(c)  The  penalties  and  remedies  prescribed  in  this  ordinance  shall  be  deemed 
concurrent  and  cumulative  and  the  existence  or  exercise  of  any  one  remedy 
herein  shall  not  prevent  the  Departments,  Boards,  or  Commissions  of  the  City 
or  any  affected  person  from  exercising  any  remedy  hereunder. 

Section  11.  "Severability.'* 

(a)  The  provisions  of  this  ordinance  are  severable  and  if  any  provision,  sen- 
tence, clause,  section,  or  part  thereof  shall  be  held  illegal,  invalid  or  unconsti- 
tutional or  inapplicable  to  any  person  or  circumstances,  such  illegality,  invalid- 
ity, unconstitutionality,  or  inapplicability  shall  not  affect  or  impair  any  of  the 
remaining  provisions,  sentences,  clauses,  sections,  or  parts  of  the  ordinance  or 
their  application  to  him  or  to  other  persons  and  circumstances.  It  is  hereby 
declared  to  be  the  legislative  intent  that  this  ordinance  would  have  been  adopted 
if  such  illegal,  invalid  or  unconstitutional  provision,  sentence,  clause,  section, 
or  i)art  had  not  been  included  therein  and  if  the  person  or  circumstances  to  which 
the  ordinance  or  any  part  thereof  is  inapplicable  had  been  specifically  exempted 
therefrom. 

Secjtiow  12.  "Repeals." 

The  "Air  Pollution  Control  Ordinance*'  adopted  June  25,  1948,  and  amended 
by  the  ordinance  of  June  22, 1049,  is  hereby  repealed. 

Section  13.  "Short  Title." 

The  short  title  of  this  ordinance  shall  be  "The  Air  Pollution  Control  Ordi- 
nance." 

Certification. — ^This  is  a  true  and  correct  copy  of  the  original  Ordinance  ap- 
proved by  the  Mayor  on  the  ninth  day  of  March  1954. 

William  W.  Fbxton, 
Chief  Clerk  of  Council. 

The  Chairman.  Our  first  witness  is  Dr.  McCabe. 
Now,  Dr.  McCabe,  you  proceed  in  your  own  way,  and  then  we  will 
ask  you  questions. 

STATEMENT  OP  DR.  LOUIS  C.  McCABE,  CHIEF,  FUELS  AND  EXPLO- 
SIVES DIVISION,  BUREAU  OP  MINES,  DEPARTMENT  OP  THE 
INTERIOR 

Dr.  McCabe.  My  name  is  Louis  C.  McCabe.  I  am  Chief  of  the 
Fuels  and  Explosives  Division  of  the  Bureau  of  Mines,  Department  of 
the  Interior.  JPrior  to  that,  I  was  Chief  of  the  Office  of  Air  and  Stream 
Pollution  Eesearch,  in  the  Bureau  of  Mines. 

In  addition  to  my  duties  in  this  capacity,  I  am  a  member  of  the 
American  Chemical  Society,  committee  on  air  pollution;  chairman 
of  the  American  Society  for  Testing  Materials,  committee  on  atmos- 
pheric sampling  and  analysis.  I  am  a  member  of  the  Industrial  Hy- 
giene Foundation,  committee  on  air  pollution ;  also,  a  member  of  the 
American  Medical  Association,  committee  on  industrial  health. 

I  was  the  first  director  of  the  Los  Angeles  County  Air  Pollution 
Control  District.  I  went  out  there  in  1947  from  the  Bureau  of  Mines, 
and  stayed  2  years,  until  1949,  returning  to  the  Bureau  of  Mines  at 
that  time. 

At  present  I  am  a  consultant  for  the  Los  Angeles  County  Air  Pollu- 
tion District. 

The  Chairman.  Will  you  yield  just  a  moment,  please? 

I  just  want  to  say  that  we  have  with  us  Congressman  Edward 
Hiestand  of  the  21st  District  of  California,  who  is  vitally  interested  in 
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this  subject  also.  And  I  expect  there  will  be  other  Congressmen  along 
shortly,  because  California  is  very  much  interested  in  this  project. 

Suppose  you  proceed,  Doctor. 

Dr.  McCabe.  I  am  chairman  of  the  Federal  Interdepartmental  Com- 
mittee on  Atmospheric  Pollution ;  and  contributing  editor  on  air  pol- 
lution, Industrial  and  Engineering  Chemistry,  a  monthly  journal  of 
the  American  Chemical  Society.  In  that  capacity,  I  write  a  monthly 
column  on  atmospheric  pollution. 

I  have  a  prepared  statement,  Mr.  Chairman,  with  regard  to  the  bill, 
and  some  comments  of  my  own  with  regard  to  it. 

Besearch  on  problems  of  air  pollution  generally  fall  into  three  cate- 
gories: (1)  Research  on  health  nazards;  (2)  the  development  of  engi- 
neering measures  for  reducing  the  discharge  of  contaminants  to  the 
atmosphere;  and  the  identification,  control  and  prevention  of  injury 
and  disease  to  farm  crops  and  livestock  induced  oy  atmospheric  con- 
tamination. 

Historically,  the  first  category  has  been  the  province  of  the  Public 
Health  Service  of  the  Department  of  Health,  Education,  and  Wel- 
fare; the  second  is  in  the  province  of  the  Bureau  of  Mines,  Depart- 
ment of  the  Interior ;  and  tne  third  is  properly  in  the  field  of  the  De- 
partment of  Agriculture.  It  is  my  belief  that  research  in  air  pollution 
could  be  and  should  be  by  the  joint  efforts  of  these  three  agencies, 
where  such  joint  effort  is  applicable. 

The  problem  of  atmospheric  pollution  has  become  increasingly  ser- 
ious in  recent  years.  Industrial  production  during  tlie  last  decade 
has  grown  tremendously.  The  expansion  of  plants  and  the  develop- 
ment of  new  industrial  communities  have  been  accompanied  by  in- 
creasing discharge  of  smoke,  fumes,  and  industrial  wastes  in  the  vi- 
cinity of  populous  communities. 

Surveys  in  recent  years  indicate  that  smoke  damage  alone  costs 
more  than  $13^  billion  a  year. 

Because  of  this  mounting  concern  over  the  problem  of  atmospheric 
pollution,  the  President  addressed  a  letter  on  December  10,  1949,  to 
the  Secretary  of  the  Interior,  requesting  him  to  organize  an  inter- 
departmental committee  to  call  the  first  United  States  Technical  Con- 
ference on  Air  Pollution.    In  his  letter,  the  President  stated : 

The  contamination  of  the  atmosphere  and  its  potential  adverse  effects  on 
health,  industry,  agriculture,  and  natural  resources  are  causing  wide  concern. 
The  agencies  of  the  Federal  Government  are  being  called  upon  to  assist  private, 
State,  and  municipal  interests  in  finding  a  solution  of  air-pollution  problems. 

The  United  States  Technical  Conference  on  Air  Pollution  was  held 
in  Washington  on  May  3,  4,  and  5, 1950,  and  was  attended  by  over  750 
outstanding  scientists  and  representatives  of  universities,  private  in- 
dustries, cities,  and  Federal,  State,  and  local  governments  from  the 
United  States,  Great  Britain,  Canada,  and  other  countries.  Some  95 
papers  were  presented  before  the  several  panel  meetings  covering  the 
health,  meteorological,  equipment,  legislative,  agricultural,  and  instru- 
mentation and  chemical  aspects  of  the  problem.  The  conference 
adopted  a  proposal  that  the  Federal  Government  help  in  the  solution 
of  air-pollution  problems.  The  volume  Air  Pollution,  which  I  have 
here,  Senator,  is  the  proceedings  of  the  conference. 

The  Chairman.  That  conference  was  held  when  ? 

Dr.  McCabb.  In  May  of  1950. 
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The  Chairman.  And  who  attended  ? 

Dr.  McCabe.  It  was  by  invitation  to  industries,  representatives  of 
State  and  municipal  governments,  universities,  and  Federal  agencies. 

The  Ciiairman.  Was  this  book  published  by  the  Federal  Govern- 
ment? 

Dr.  McCabe.  No,  sir;  we  didn't  have  the  fimds  to  publish  it.  We 
invited  three  publishers  to  bid  on  it,  and  McGraw-Hill- 

The  Chairman.  How  many  books  were  published? 

Dr.  McCabe.  Three  thousand  five  hundred,  sir. 

The  Chairman.  And  how  many  people  attended  this  conference? 

Dr.  McCabe.  Seven  hundred  and  nf ty,  sir. 

The  Chairman.  Does  this  book  cover  pretty  much  their  discussion? 

Dr.  McCabe.  Yes,  sir;  it  is  a  verbatim  record. 

The  Chairman.  And  nothing  came  of  it ;  is  that  it? 

Dr.  McCabe.  No,  sir;  the  recommendation  that  the  Federal  Govern- 
ment assist  in  research,  and  so  on,  has  not  been  activated,  and  that 
was  the  resolution  taken  by  the  conference. 

The  Chairman.  In  other  words,  the  Fedei-al  Government  did  not 
doit? 

Dr.  McCabe.  No,  sir. 

The  Chairman.  Was  that  the  only  recommendation  made? 

Dr.  McCabe.  No,  sir;  there  were  several  other  recommendations 
made  Vrith  regard  to  health,  the  control  of  air  pollution,  and  so  on. 

The  Chairman.  The  recommendation  to  the  Federal  Government 
was  primarily  that  they  assist  in  engineering  and  technical 

Dr.  McCabe.  Yes,  sir;  it  is  the  general  feeling  of  everyone,  I  think, 
and  I  am  sure  the  Federal  agencies  agree,  that  the  Federal  Govern- 
ment has  no  part  in  local  control  and  enforcement.  That  is  a  local 
problem.  Unless  it  involves  interstate  or  international  boundary 
problems. 

The  Chair3Ian.  Do  you  agree  with  us  that  the  Federal  Government 
inijght  well  insure  the  mortgages  for  the  necessary  facilities  or  equip- 
ment to  eliminate  smoke  in  factories  and  processing  plants? 

Dr.  McCabe.  Personally,  sir,  I  think  tliat  is  a  good  approach  to  it. 
1  think  it  would  give  impetus  to  it. 

The  Chairman.  Do  you  agree  that  anyone  who  would  eliminate 
their  smoke  might  well  have  a  5-year  tax  amortization  on  the  cost  of 
facilities? 

Dr.  McCabe.  I  feel  that  is  a  constructive  approach. 

The  Chairman.  In  other  words,  there  are  two  things  that  the  Fed- 
eral Government  could  do  that  you  feel  would  be  helpful  ? 

Dr.  McCabk.  Yes,  sir;  speaking  as  an  individual. 

The  Chairman.  Do  you  happen  to  know  why  cities  in  the  past  and 
the  Federal  Government  in  the  past  have  failed  to  take  the  necessary 
action  to  eliminate  this  hazard  ? 

Dr.  McCabe.  I  think  the  big  factor  is  the  problem  of  cost,  expense 
of  equipment  and  control  facilities. 

The  Chairman.  You  think  it  has  been  primarily  due  to  lack  of 
funds  and  lack  of  the  proper  facilities? 

Dr.  McCabe.  Yes,  sir. 

The  Chairman.  Would  you  vSay  more  so  than  the  lack  of  engineer- 
ing skill  or  technical  knowledge  to  do  it? 

Dr.  McCabe.  In  some  areas  the  engineering  skill  is  not  available. 
It  is  a  matter  of  development.     Certainly,  as  new  processes  come  along 
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IS#l  iSHt  i^uu:mvj  ^^aricmiiir  f>AiiT;i«h?g? 

•liar  Tv^  Qmri  iniciv  tui  nju*'i  ui^nn     iir  n  :7»r?5!ir  y^atxs  'ixt  jnMsm. 

411^  iiij:pe  and  tlnri  Imvi-  r»ia':ii^c  ^ii*  iftmr  ^r  sanranrtm  if  "iicsr titmos- 
piierefc.  But  1  tiiiiit  ti*^  *f'?<:n«<inir  5ii'nxr  i*  "Ui*^  jr»ar  Ae'iii  chut  has 
luiicfei^d  d^vvJu)m»*?irr  (C  5a"J'r.**s  ii  jc»^'*ar  lur  i^Tflnnciii. 

Tlie  C'JbiAiKJiAK-  Tot'  tijnjr  r  p  tu^  ^.u^  ia*^  uf  ImiTBTj-io  d»  job^ 

I>r.  Mc<\\Bi..  Teh.  «ii :  3  tiaur  -»«- 

Tlie  C'HAiKMxVi^.  l>u  yvv  'iiLm£  i#«irLLKi#  "dar  ^  ^timsr  "iie  Fedemi 
Government  ou^lit  to  li*flj'* 

Dr.  McK'abe.  J  think  it  if  ui  jnq^uroar  Lr»a^ 

Tlie  Cmaikmak.  MurW  uu:  n*  fiiniFiL  ^iut  lumffa.  mi:  "13  ^inxnuitBft 
the  mortage. 

Dr.  MoC'abe.  I  tliink  tlitct  if  t  "tm^tmisrrT*  icnffTiitSL 

The  Cmauoiak.  Do  yuu  hu^f*  ta^  ffljigc^stim^  li5  a  j/oxjob^:  wsv  of 
doing  it  ? 

Dr.  MoCabe.  No,  rir:  I  dox'^  £1*0^  •'^f  lay  ioaht  "wtx.  We  liay& 
given  consideration  to  tliit  Joj  iiitan  j*stiTr^  tiic*?*  rf  x&  "pSo  oos^  hefiai 
working  in  tlii«  field. 

The  Chaikmak.  LetV  BUEc^^sst  icr  ^xj*  t»'J':ixi  lian  lar^iiifr  jiuuvsi^UKi 
in  this  subject  read  Louif;  M'<'.ab*''*  V#'»c  'o.  -lir  PuTiiirjnu.  giibilsheti 
by  McGraw-HilL  which  k  a  r^^Kirt  od^  liii' TJin-joftBOii^  rf  tfiift  TTniiKl 
States  Technical  Conference*  oii  -tir  Poj>crti«i. 

Dr.  McCabe.  That  wa^  pub]id>»v3  fi.  ^5^'cL  r^- 

The  Chaikjcak.  Bv  M^-Graw-H^Jl  D'^**^  "tlxat  Tirccie:*~*3r  ifrnniiV 
it?  *  -     -      -  - 

Dr.  McCabe.  Yefe.  sir.  I  wHf  t^j*-  *v3 1/^  'f  il»*^  xc'imifc-  SHWCir.  En 
includes  the  work  of  niany  autV>r^  bJjQ  r^b"  j  wori^r?  ix  T7tT<>  dkiiL 

The  Ch AIRMAN.  In  othei-  word*^  w*-  r*^'/ijjjjjj**iid  tIum  ^xprnfr  inuar- 
ested  in  this  subject  should  SK-Tir^  tL--  >xK»k  aiid  rftaa  iL.  W«  w^L 
make  that  suggestion  part  of  the  re^'/jii 

Suppose  you  proceed,  then. 

Dr.  McCabe  Yes,  sir. 

The  Bureau  of  Mines  has  fre'^ueitlv  1ih*^l.  ^tailed  pjKiL  hr  S2iC«p.mif 
local  governments,  and  by  private  iudustrr.  ior  ar»sar?rai>cie  iii  jcipwHit- 
in^  atmospheric  pollution.  It  has  a  -^taff  of  s^-ientisr^  ai>d  fluiniiBH^ 
with  sj)ecial  qualifications,  training,  and  exy^^erienc-je  in  dftaEiifr  w^ 
this  problem. 

The  Cif  AiRMAX.  You  say  it  does  have  a  staff  ? 

Dr.  McCabe.  Yes,  sir. 

The  CiiAiRMAX.  Of  how  many  people? 

Dr.  McCabe.  We  would  have  4  or  5  people. 

The  CnATR3f ax.  What  is  your  appr<^>priation  ? 

Dr.  McCabe.  We  have  no  specific  appror>riation  for  air-ppffltaMi 
control. 

The  Chairmax.  Would  you  say  that  the  sum  total  of  the  mssist«K» 
that  the  Federal  Government  is  giving  this  problon  of  SDMike  wai 
air  pollution  is  4  or  5  people  in  your  office  ? 

Dr.  McCabe.  It  wouldn't  amount  to  that,  full  time.  It  vymUk'^ 
amount  to  over  two  people  full  time. 

The  Chairmax.  Then,  the  Federal  Government,  can  we  stj  for  *H 
practical  purposes,  is  at  the  moment  doing  nothing  on  the  sid^ecll 

Dr.  McCabe.  In  effect  I  think  that  is  correct. 

The  Bureau  of  Mines  has  participated  in  the  program  designed  t0 
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solve  the  difficult  air-pollutionproblems  of  the  county  of  Los  Angeles, 
and  the  city  of  Beaumont,  Tex.,  and  its  laboratories  are  working 
on  processes  to  eliminate  sulfur  dioxide  from  fumes  from  mine-waste 
piles. 

The  Bureau  of  Mines  is  now  working  with  the  citjr  of  Chicago  in  a 
revision  of  its  air-pollution  ordinance,  and  has  assisted  the  city  of 
Trenton,  Mich.,  with  certain  problems  of  atmospheric  contamination 
peculiar  to  that  area. 

About  50  information  circulars,  reports  of  investigations,  and  bul- 
letins, have  been  published  by  the  Bureau  on  matters  relating  to  at- 
mospheric pollution  during  the  past  40  years.  I  have  a  number  of 
these  here,  Senator,  but  it  is  a  rather  meager  record  over  40  or  50  years. 

The  Chairman.  Those  are  books  on  what? 

Dr.  McCabe.  On  atmospheric  pollution;  smoke  abatement  on  the 
Salt  Lake 

The  Chaibman.  May  I  see  them? 

Dr.  McCabe.  Yes,  sir. 

The  Chairman.  Are  they  Federal  documents? 

Dr.  McCabe.  Yes,  sir. 

Tlie  Chairman.  Are  they  the  only  documents  you  know  of  available 
on  this  subject? 

Dr.  McCabe.  No,  sir.  The  Public  Health  Service  has  some,  which 
I  don't  have  here.    But  I  believe  this  is  our  latest  publication. 

The  Chairman.  I  am  going  to  suggest  that  the  staflf  take  these  docu- 
ments, and  have  them  listed  in  the  report,  not  printed  but  listed  in  such 
a  way  that  anyone  caring  to  read  tnem  might  easily  find  them.  Are 
they  still  available? 

Dr.  McCabe.  Some  of  them  are  now  out  of  print.  The  more  recent 
ones  are  available. 

The  Chairman.  But  you  have  copies  of  them  ? 

Dr.  McCabe.  Yes,  sir;  they  are  on  file  in  the  United  States  Bureau 
of  Mines. 

The  Chairman.  Then  w^e  will  have  the  record  state  that  Dr.  McCabe 
has  a  copy  of  each  of  these  documents  that  we  will  list  in  the  report 
if  anyone  cares  to  read  them. 

Dr.  McCabe.  These  activities  and  the  problems  arising  from  them 
have  long  been  recognized  as  being  within  the  peculiar  province  of  the 
Bureau  of  Mines,  since  air  pollution  may  result  from  the  burning  of 
fuels,  the  smelting  of  ores,  the  refining  of  petroleum,  the  operation 
of  internal  combustion  engines,  the  mining  and  processing  of  fuels  and 
building  materials  and  related  activities. 

In  the  83d  Congress,  Mr.  Poulson,  who  is  now  mayor  of  Los  Angeles 
and  who,  of  course,  is  very  vitally  concerned  with  this  problem,  intro- 
duced House  Joint  Resolution  174,  which  provides,  we  feel  an  approach 
bo  the  solution  of  this  important  phase  of  the  air-pollution  problem. 
The  Chairman.  Would  you  say  that  again,  please  ?  Who  did  what  ? 
Do  you  have  a  copy  of  your  statement? 
Dr.  McCabe.  i  es,  sir. 

The  Chairman.  May  I  have  it  ?  Then  I  won't  have  to  ask  you  so 
many  questions. 

Dr.  McCabe.  House  Joint  Resolution  174,  83d  Congress,  1st  session, 
introduced  by  Mr.  Poulson,  provides  a  realistic  approach  for  the  solu- 
tion of  this  important  phase  of  the  air-pollution  problem. 
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The  Chaoucax.  Dd  joa  know  wfamt  aHnmiUee  thM  went  to  in  the 
Houae? 

Dt.McCabe.  I  haTe  a  copy  here,  sir.  That  wa&  referred  to  the  C<Hn- 
mittee  on  Interstate  and  Foreign  Commerce. 

The  Chaikmax.  At  this  point,  without  objectiim,  we  will  have 
printed  in  our  record  a  copy  of  this  joint  resolution.  House  Joint 
Besolution  174,  by  Mr.  Poolson. 

(H.  J.  Res.  174  follows:) 

(H.  J.  R«*.  174.  S3d  Coar^  1st  WW.] 

JOINT  RESOLmOX 

To  proTide  for  Intenrili^  re««arefa  Into  the  csjises,  hanrds.  and  etertp  of  air  poUntiOB. 
lato  methods  for  it«  preTentloii  and  control  and  for  leeovery  of  critical  mateiiaU  fron 
atmospheric  contamlnanta,  and  for  other  porpooca 

Whereas  certalii  industrial  processes,  the  use  of  certain  fuels,  and  i^tber  actlT- 
ities  have  caosed  serious  air  pollution  in  nuiny  areas  of  tbe  United  Stales ;  and 

Whereas  air  pollution  has  caused  many  deaths  and  illnesses  amon?  the  peoi^e 
of  the  United  States  and  extensive  damage  to  public,  industrial,  and  residential 
structures,  to  clothing  and  personal  property,  a^cultnre,  forests,  liTestoac,  and 
to  other  real  property ;  and 

Whereas  the  methods  and  equipment  used  in  many  of  the  processes  that  are 
contaminating  the  atmosphere  are  dissipating  vast  quantities  of  materials  of 
strategic  value  that  are  in  critically  short  supply,  s  .th  as  sn'fur,  fuels,  ami 
various  chemical  and  mineral  products;  and 

Whereas  existing  knowled^  of  the  causes  and  effects  of  air  pollution  and  the 
methods  of  its  prevention  or  i*ontri»l  is  insufficieut  and  intensi^atiou  of  present 
programs  of  research  and  iuvesti^tion  is  needed  to  determine  and  evaluate  the 
effects  of  air  pollution,  to  develop  methoiis  for  eliminating  its  dangers,  and  to 
conserve  or  recover  strat^ic  fuels  and  mineral  products  which  are  wasted  by 
dissemination  into  the  atmi^sphere ;  and 

Whereas  local  i-ommuuities  are  seeking  tei'huical  jaiidauce  and  information  to 
aid  them  in  mi^ettuK  their  res|K>nsibilities  iu  cvtmbatin^  air  pollution ;  and 

Whereas  the  problem  is  sc»  widespread  and  is  costing  business  and  industry 
many  millions  of  dollars  annually  its  solution  is  so  pressing  as  to  be  a  matter  of 
national  con^vrn  :  Therefore  be  it 

Resolved  by  tkv  Si-^uite  and  Howfr  of  RepretentativeM  of  the  Umited  States  of 
Anurica  in  Conffrvss  a^tMinblcd,  That  <a»  for  the  purpi»se  of  pnnecting  public 
health.  proiH»rty.  and  the  reiH>very  of  fuels  and  minerals  \ital  to  the  national 
defense  efforts,  the  Surgeini  General  of  the  iniWic  Health  Service,  the  Secretary 
of  the  Interior,  and  the  {^tHi-retary  of  Agriculture  are  authorized  and  directed  to 
intensify  their  resiHH*tive  artiviiies  wiihiu  ihe  sinipe  of  their  existing  statutory 
authority  with  resiiect  to  the  ix^nduct  of  rt^search,  investigations,  experiments, 
demonstrati(»ns.  and  the  ;niblii»ation  and  dissemination  of  information  through 
appropriate  me^lia.  relating  to  the  i*aus»*s  and  effects  and  mt^ns  of  prevention 
and  control  of  air  iK>lhition.  There  are  herel»y  authorlKetl  to  lie  appropriated  to 
the  Public  Health  Servitv,  the  Dt^iwrtmeut  of  the  Interior,  and  the  Department 
of  Agriculture  such  sums  for  each  tisi^al  year  for  the  next  tlve  years,  following 
enactment  of  this  resolution,  as  may  be  necessary  to  intensify  such  activities, 

(b)  The  SeiTetary  of  the  Interior,  the  Sursreim  C^eneral,  and  the  Secretary  of 
Agriculture  shall  tHH>rdinate  their  activities  under  this  Act  and  itH>i¥»rate  with 
other  Federal  ajrencies  and  with  Stale  and  Unal  aj:encies  and  other  public  and 
private  bodies  coucermnl  with  problems  of  air  ivtllutiou.  rendering:  every  effort 
insofar  as  practicable  to  aid  such  Stale  and  Un-al  agencies  in  disi'hanring  their 
responsibilities  in  combating  air  i)«»llution. 

(c)  Not  later  than  January  l  of  each  calendar  year  after  funds  are  made 
available  pursuant  to  the  authority  ciuifcrriHl  by  subs^vtion  laK  the  Surgeon 
General  of  the  Public  Health  Scrvitv.  nMH^rtiui:  through  the  Ftnleral  Security 
Administrator,  the  StM-retary  of  the  Interior,  and  the  Sivnnary  of  Asrriculture, 
respectively,  shall  make  to  the  ronxrress  a  rei^ort  of  their  activities,  including 
recommendations  as  to  steps  which  sho\ild  l»e  taken  by  Feileral,  State,  and  local 
agencies,  private  indus«^»-«'"  -nd  the  general  public,  to  assun^  siifety  from  air 
pollution  unH  ntilization  of  strategic  res%ninn>s. 

(d)  1  fur,  the  Surgeon  General  of  the  inibllc  Health 
Service  j  rnr^  «~*  hereby  authorised  to  enter  Into  such 
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contracts  for  the  performance  of  research  and  services  as  they  shall  deem  neces- 
sary to  the  efficient  discharge  of  their  responsibilities  under  this  joint  resolution. 

Dr.  McCabe.  It  recognizes  that  a  joint  approach  is  essential  to  deal 
with  air  pollution  because  its  serious  effects  on  the  Nation's  health 
stem  primarily  from  processes  and  methods  which  dissipate  products 
of  combustion  of  fuels  and  various  mineral  wastes  into  the  atmosphere. 
It  also  provides  for  appropriately  effectuating  other  intei-ests  of  the 
Federal  Government  and  recognizes  State,  local,  and  private  responsi- 
bilities in  dealing  with  the  problems  of  air  pollution,  by  providing 
that  the  Secretary  of  the  Interior,  the  Surgeon  General,  and  the  Secre- 
tary of  Agriculture  shall  coordinate  their  activities  and  cooperate  with 
public  and  private  bodies  insofar  as  practicable  to  aid  them  in  dis- 
charging their  responsibilities  in  combating  air  pollution. 

I  would  suggest  that  the  language  of  the  amendment  be  bi-oadened 
to  recognize  that  the  Bureau  of  Mines  has  a  role  in  engineering  re- 
search related  to  the  mineral  industries.  This  is  recognized  in  Mr. 
Poulson's  bill.  I  have  discussed  this  informally  wini  the  Public 
Health  Service,  and  they  have  expressed  a  desire  to  meet  with  the 
Bureau  of  Mines'  representatives  to  work  out  the  appropriate  language. 
For  many  years  these  two  agencies  have  worked  closely  together  on 
problems  common  to  both,  and  a  cooperative  agreement  exists  which 
recognizes  the  common  interest  in  many  problems  of  the  minerals 
industries. 

I  have  here.  Senator,  a  copy  of  the  cooperative  agreement  under 
which  our  agencies  have  worked,  which  is  entitled,  "Memorandum  of 
Understanding  for  Cooperative  Activity  in  the  Field  of  Industrial 
Hygiene  in  the  Mineral  Industries  Between  the  Federal  Security 
Agency,  Public  Health  Service,  and  the  Department  of  the  Interior, 
Bureau  of  Mines." 

We  feel  that  that  is  a  very  workable  arrangement,  and  that  we 
could  jointly  approach  this  problem  under  such  an  agreement.  I  will 
submit  that  for  the  record,  if  I  may,  sir. 

The  Chairman.  Without  objection,  it  will  be  made  a  part  of  the 
record. 

(The  document  referred  to  follows:) 

Department  or  the  Interior, 

Office  of  the  Secretary, 
Washington,  D,  C,  January  26, 1951. 
Mr.  O0OAB  R.  EwiNO, 

Administrator,  Federal  Security  Agency, 

Washington,  D.  C. 
Mt  Dear  Mr.  Ewing  :  In  accordance  with  your  letter  of  December  28,  I  have 
dgned  and  am  returning  to  you  two  signed  copies  of  the  Memorandum  of  Under- 
standing for  Cooperative  Activity  in  the  Field  of  Industrial  Hygiene  in  the 
Mineral  Industries  Between  the  Federal  Security  Agency  and  the  Depattment  of 
the  Interior,  Bureau  of  Mines. 
Sincerely  yours, 

Oscar  L.  Chapman, 
Secretary  of  the  Interior, 

Meuoranduu  of  Understanding  for  Cooperative  Activity  in  the  Fieu>  of 
Industrial  Hygiene  in  the  Mineral  Industries  Between  the  I^ederal 
Sbcubitt  Agency,  Puhlic  Health  Service,  and  the  Department  of  the 
Interior,  Bureau  of  Mines 

The  Poblic  Health  Service  and  the  Bureau  of  Mines  hereby  agree  to  this 
memorandiim  of  understanding  as  a  basis  for  cooperative  activity  to  achieve 
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iaenajsed  protection  of  health  mnd  aafetj  throogli  the  inreBtigirioB,  eontiol, 
•lid  preyention  of  iodostriai  bealth  haxards  in  tlie  mineral  indottries  mad  in 
eocineetioo  with  the  minini^  pr^fparation,  treatment,  and  ntilizatlon  of  minerals 
and  the  products  thereof,  and  throng  fomisliins  assistance  in  indostrial  hygiene, 
health,  and  safety  to  tlioae  Btates  and  local  organisations  engigwl  in  iroCiecting 
worliers  against  health  and  safety  hazards  in  the  mineral  indnstriea. 

i.  Outline  of  e^Uting  activUie$  of  the  Public  Health  Service  and  the  Buream 
ofMineg 

(a)  The  Public  Health  Henrice  conducts  iuTestigations  in  industry  t^  the 
purpose  of  measuring  existing  health  hazards  and  determining  methods  of  eon- 
trolling  and,  where  [XMisihle,  eliminating  these  hazards.  Information  thus  ob- 
tained is  available  to  State  agencies  for  their  use  in  administering  laws,  and 
enforcing  rules  and  regulations,  designed  to  prevent  and  control  industrial  health 
hazards.  The  Public  Health  Service,  through  consultative  services,  also  assists 
the  several  States  in  formulating  programs  for  health  protection  in  Industry, 
and  through  grants-in-aid,  extends  financial  assistance  for  the  creation  and 
maintenance  of  industrial  hygiene  programs. 

(b)  The  Bureau  of  Mines,  among  other  things,  conducts  investigations  with 
a  view  to  improving  health  and  safety  in  the  mineral  industries.  The  informa- 
tion thus  obtaineil  is  puliIiKhed  and  widely  disHeminated  among  workers  and 
operators  and  is  available  to  Federal,  State,  and  local  governments  for  use  in 
administering  and  enforcing  laws  and  regulations  relating  to  health  and  safety 
in  the  industries  thus  investigated.  The  Bureau  of  Mines  also  maintains  safety 
stations  and  e<]uipment  in  the  various  mineral  regions  of  the  United  States  and 
Alaska  for  the  purpose  of  giving  instruction  and  training  on  safety  and  health 
and  making  inspections  and  investigations  in  mines,  and  for  giving  aid  in  mine 
disasters.  Engineering  studies,  research,  and  tests  pertaining  to  health  and 
safety  of  workers  in  the  mineral  industries  are  conducted  by  the  Bureau  of 
Mines  in  the  tield,  and  ut  several  of  the  many  research  Installations  of  the 
Bureau  located  at  appropriate  centers  in  the  mineral  industries.  These  investi- 
gations relat<!  to  the  determination  and  abatement  of  harmful  gases  and  dusts, 
and  the  re<luction  of  hiizardH  from  inade<|uate  ventilation,  the  use  of  explosives, 
eUvtricity,  and  mechanical  aiipliauces  in  mining  and  related  industries. 

2,  Outline  of  coopvrutiva  functions  under  this  memorandum  of  understanding 

It  is  agrcMMl,  tlH»rc»f(»re,  that  subject  to  applicable  statutes  and  available  appro- 
print  Ions,  the  foliuwing  Hliall  be  the  basis  for  the  cooperative  efforts  of  the 
Public  Health  Service  and  the  Bureau  of  Mines  under  this  memorandum  of 
undorsta tiding  to  achieve  their  ol»Ji»ctive  <»f  increasing  the  protection  of  the 
liealth  of  workcrH  in  \Uv  mineral  induHtrloH: 

{a)  ('oo|MM*ativo  functions  of  the  Public  Health  Service  under  this  agreement: 

( 1 )  To  conduct  In  cooiN>ration  with  tin*  Bureau  of  Mines  broad  field  studies 
embracing  the  various  epidemiological  phases  nei*essary  for  an  evaluation 
of  conditions  suspected  of  causing  occupational  diseases  in  the  mineral 
tiulustries.  Such  studies  will  Include  medical  examinations  of  workers,  sta- 
tistical surveys,  and  studies  of  working  (Uivironment. 

(2)  Tt>  (Minduct  laht»ratur.v  st tidies  ou  \\\v  toxicity  or  physiological  effects 
of  minerals,  mineral  products,  or  snhstances  ent^otrntered  in  the  mineral 
industries,  for  tlH«  purpost*  of  supplementing  tield  Investigations  on  the 
health  of  wtukerN  In  the  ndneral  lndUHlri«»s.  The  Public  Health  Service 
will,  tui  request  of  the  Bureau  of  Mines,  fnndNb  to  the  Bureau  information 
on  the  result  (»f  such  studies.  Tin*  IMibllc  Health  Service,  at  the  request  of 
the  But*t»ati  «»f  Mli\es.  also  will  make  studies  t«f  the  physiological  effects  of 
siHM*lllc  svdmtaun's  sttiimlttiMl  by  the  llnreatt  and  ov  assign  qualified  personnel 
to  (Huuiuct  such  luvt^tttfatiouM  In  the  Buiea\i  of  Mtues  laboratories. 

(b)  Ooo|H'ratl\e  function^  of  lite  Buieatt  of  Mines  utuler  this  agreement: 

{\\  To  comhict  in  cooiH-rnllon  Willi  llie  l*\il»llc  liealth  Service  broad 
studies  of  tlie  health  |>rolilcnti  In  I  he  uHncinl  lnd\wtries  ;  siub  studies  embrac- 
ing the  chemical,  physical,  and  enalneethus  plm»«e«*  of  health  problems  which 
the  Burtnui  of  Mlnc»  and  I  he  rnl«ll»  llenllh  SerNice  have  agrtHMl  should  be 
Invest  IgutiHl. 

{"2)  To  iHUulnct  laboratoiy  «»t\nUep>  In  I  ho  \hendcal.  eughuH»rlug,  and  phy- 
sical leases  of  tield  InNcstltiallonki  IHMlattdtits  to  tlie  he^ilth  of  workers  in  the 
mineral  Imluslrles. 

(:u  To  itH»|HMate  wUli  the  ^»vo^M^t  Slat%*  a^t^^eUv**  U\  pnnuollng  the  appli- 
catUm  of  the  •  i  of  tbe  Mt\hlUv»  wt  tho  \\\^\\{\\  of  workei^  lu  the  mineral 
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industries  made  by  the  Fublie  Health  Service  and  the  Bureau  for  the  purpose 
of  controlling  and  preventing  health  hazards  In  these  industries. 

(4)  To  test  equipment  for  permissibility  and  develop  methods  for  control 
of  health  hazards  in  the  mineral  industries. 

(c)  The  Bureau  of  Mines  and  the  Public  Health  Service  shall  work  in  close 
cooperation  according  to  the  foregoing  statement  of  existing  and  developing 
relationships  in  a  unified  effort  to  stimulate  interest  and  action  on  the  part  of 
State  agencies  and  others  concerned  with  the  protection  of  the  workers  in  the 
mineral  industries. 

(d)  Manuscripts  reporting  the  results  of  cooperative  activities  under  this  mem- 
orandum of  understanding  will  be  published  by  consent  o^^  both  parties. 

3.  As  used  in  this  memorandum  of  understanding,  the  term  ''mineral  indus- 
tries" covers  all  operations  relating  to  the  mining,  preparation,  treatment  and 
utilization  of  minerals  and  the  products  thereof. 

4.  This  memorandum  of  understanding  supersedes  the  "Memorandum  to  form 
basis  of  joint  action  in  the  field  of  industrial  hygiene  between  the  United  States 
Public  Health  Service  and  the  United  States  Bureau  of  Mines,  approved  in  1937. 
This  memorandum  of  understanding  shall  terminate  at  the  end  of  5  years  from 
the  date  of  final  approval  hereof,  but  may  be  terminated  by  either  party  at  any 
time  prior  thereto  upon  30  days*  written  notice  to  the  other  party. 

Leonard  A.  Scheei.e:, 
burgeon  General,  Public  Health  Service, 
Thos.  H.  Milleb, 
Actinff  Director,  Bureau  of  Mines. 
(Surnames  by :  Indritz  Welsh) 
Approved,  December  28,  1950: 

Oscar  R.  Ewing, 
Federal  Security  Administrator. 
Approved  January  26,  1951: 

Oscar  L.  Chapman, 
Secretary  of  the  Interior, 

Dr.  McCabe.  The  provision  to  elect  accelerated  amortization  of 
equipment  installed  for  the  purpose  of  controlling  atmospheric  pol- 
lution would,  in  my  opinion,  greatly  reduce  atmospheric  contami- 
nation and  property  loss  and  provide  a  cleaner  environment.  There 
are  technical  difficulties  inherent  in  the  administration  of  this  pro- 
vision which  are  of  an  engineering  and  fiscal  nature.  These  aiffi- 
culties  can  be  resolved,  but  other  departments  of  the  Federal  Gov- 
ernment are  more  experienced  in  their  administration  than  is  the 
Department  of  Healtn,  Education,  and  Welfare  or  the  Bureau  of 
Mines. 

Particularly  in  the  short  time  we  have  had.  Senator,  to  consider 
this,  the  tax  situation  with  regard  to  the  Treasury  is,  of  course,  one 
that  we  have  not  had  an  opportunity  to  explore  thoroughly,  and  feel 
that  the  Treasury  Department  is  best  qualified  to  comment  on  that 
point. 

The  Department  of  the  Interior  first  had  the  opportunity  of  review- 
ing the  proposed  amendment  after  it  was  published  in  the  Congres- 
sional Record  of  April  1,  1954,  and  the  staff  is  now  preparing  a 
complete  statement  which  will  reflect  the  Secretary's  position.  For 
this  reason,  I  am  unable  to  present  at  this  time  the  complete  views 
of  the  Secretary,  particularly  with  regard  to  the  amortization  or 
the  loan  provisions  of  the  amendment. 

But  I  understand  that  quite  often  those  reports  do  come  to  the 
committee  after  the  hearings,  and  those  will  come  to  you,  sir,  very 
shortly. 

In  addition  to  the  matter  of  accelerated  amortization  which,  as 
I  say,  is  the  technical  problem  in  the  tax  field,  I  do  feel  that  the 
Federal  Government  could  aid  materially  in  the  resolution  of  this 
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proUem  hw  adruirmg  funds  to  the  a^ncies  thmt  are  qmlified  to 
w<^  in  this  field,  to  do  reseurh.  This  would  help  the  Stmte  and 
local  kxd  in  r^olrin^  many  problems,  and  I  think  it  would  be  done 
for  BKire  AeMfij  than  each  of  them  attempting  to  do  it  alona 

I  bdjere  that  ocMieludes  mr  statements  sir. 

The  CsAnacAX.  You  said  a  moment  ago  ^ou  feel  the  Federal 
Gor^nment  ou^t  to  do  something  on  this  subject. 

Dr.  McCabc  Yes,  sir. 

The  Chaimwax.  Have  you  any  way  of  knowing  the  amovnt  of 
damage  and  loes  diere  is  each  year  as  a  result  of  smoke? 

Dr.  McCabe.  There  was  a  study  made  about  3  years  ago  by  Stan- 
ford Research  Institute  in  California^  with  regard  to  anoke  damage, 
and  they  estimated  that  anoke  damage  alone  was  a  billi<m  and  a  hSif 
dollars  a  year.  That  would  be  from  the  burning  of  fuels,  primarily, 
bat  there  is  oth»*  damage  to  crops  and  other  things  that  are  not 
included  in  that. 

And  we  hare  no  d^inite  estimate  of  that«  but  it  probably  would 
be  as  much  or  UKve. 

The  CHAnocAX.  A  billion  and  a  half  dollars  a  year  f 

Dr.  McCabe.  Yes,  sir;  from  smoke  alone.  To  that  would  be  added 
damage  from  fumes,  hydrocarbon  fumes,  mineral  dust,  and  that  sort 
cf  thing. 

The  CHADtMAx.  Have  you  been  to  St,  Louis  since  they  took  care  of 
their  smoke  problon  ? 

Dr.  McCabe.  Yes.  Before  the  war,  in  about  1935  and  1936,  I 
served  <m  the  onmnittee  at  the  time  they  were  working  up  their 
ordinances  in  St.  Louis. 

The  Chaikmax.  Then  you  feel  it  is  possible  to  do  it? 

Dr.  McCabe.  Yes,  sir. 

I  think  we  shouldn't  overlook  the  fact  that  this  is  an  extremely 
complex  problem,  and  the  solution  for  St.  Louis  is  not  the  solution 
for  Los  Angeles.  That  is;  Los  Angeles  bums  no  coaL  so  it  doesn't 
do  them  any  good  to  go  to  smokeless  fuel.  St.  Louis  can  clean  up 
rather  economically  by  limiting  their  coal  to  smokeless  fuel. 

The  Chairmax.  Of  course,  we  have  ways  and  means  of  converting 
soft  coal  that  makes  a  lot  of  smoke«  to  take  the  smoke  out  of  it.  It  is 
no  longer  necessary,  though^  to  bum  a  specific  type  of  coal  in  order 
to  get  rid  of  smc^ce. 

Dr.  McCabe.  That  is  true. 

The  Ch-^ikmax.  All  you  need  is  the  proper  facilities,  and  they 
cost  money. 

Dr.  McCabe.  That  is  right. 

The  Chairmax.  There  is  no  need  for  one  factory  to  do  it^  if  his 
neighbor  won't  do  likewise. 

Dr.  McCabe.  That  is  right. 

The  Chaikmax.  Therefore,  it  becomes  both  a  local  and  a  Federal 
matter.  One  factory  may  be  on  one  side  of  the  river,  and  another 
factory  mi^ht  be  on  the  other  side  of  the  river,  in  another  State,  and 
the  way  cities  may  be  located  doesn't  give  them  jurisdicticm  over 
either.  So,  it  is  an  interstate  matter.  You  can  bum  any  kind  of  fuel 
today  and  if  you  use  the  proi>er  facilities  for  burning  it  you  can  elim- 
inate the  smoke.    Isn't  that  a  correct  statement  ? 

Dr.  McCabe.  That  is  a  correct  statement,  Senator. 
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The  Chaibhax.  Therefore,  it  is  a  matter  of  the  will  to  do  it  and 
the  necessary  money  to  do  it  with. 

Dr.  McCabe.  That  is  true. 

The  Chairman.  Any  city  could  eliminate  sm(^e  tomorrow  if  they 
wanted  to— maybe  not  that  quick,  but  within  any  given  period  of  time, 
if  they  had  the  will  to  do  so  and  would  appropriate  or  spend  the 
necessary  money.    Is  that  a  correct  statement? 

Dr.  McCabe.  That  is  a  correct  statement,  Senator. 

The  Chairkan.  They  have  a  bad  situation  in  California.  You  say 
that  isn't  caused  by  smoke.  What  is  it  caused  by?  They  will  he 
here  later  to  testify  for  themselves.  I  guess  you  know  that  everv 
Congressman  in  California,  particularly  those  in  Los  Angeles,  as  well 
as  Senators  Kjiowland  and  Kuchel,  are  vitally  interested  in  this 
le^slatioiL 

Dr.  McCabe.  Yes,  sir.  And  the  Vice  President  is  also  interested 
in  it. 

The  Chairman.  That  is  correct. 

Dr.  McCabe.  I  went  out  to  California  in  1947  and  established  the 
Air  Pollution  District  of  the  County  of  Los  Angeles,  and  served  there 
2  years  before  coming  back.  So,  I  am  familiar  with  it,  and  I  am  a 
consultant  to  the  district. 

That  is  an  unusual  air  pollution  problem.  The  local  meteorological 
conditions  are  ^eat  factors  and  of  course  the  great  development  of 
industry  has  added  to  this  problem.  But  primarily,  that  difficulty 
seems  to  be  from  hydrocarbon  fiunes  in  the  air,  from  automobiles, 
from  refineries,  vapor  loss  in  storage,  and  other  things.  There  is  a 
difference  of  opinion  on  it,  of  course,  as  there  is  quite  often  in  these 
things. 

The  Chairman.  Do  you  think  it  can  be  eliminated? 

Dr.  McCabe.  I  think  it  can  be  made  so  one  can  live  with  it  tolerably. 
I  think  when  you  put  4  million  peoi)le  in  one  spot,  under  those  weather 
conditions,  you  will  always  have  air  pollution  problems,  but  you  can 
reduce  it  to  the  point  where  people  are  not  unhappy  about  it. 

The  Chairman.  Well,  thank  you  very  much,  and  we  may  want  to 
call  you  back  later  for  more  information.  You  have  been  very  helpful 
to  us  this  morning. 

Dr.  McCabe.  Inank  you  for  the  opportunity. 

The  Chairman.  Our  next  witness  is  Morris  Duane,  chairman  of 
the  Smoke  Abatement  Commission,  City  of  Philadelphia,  Philadel- 
phia, Pa.     Mr.  Duane,  do  you  have  a  prepared  statement? 

STATEMENT  OF  UOBEIS  DUANE,  CHAIRMAN,  SMOKE  ABATEMENT 
COMMISSION,  CITT  OF  PHUABELPHIA,  PHILADELPHIA,  PA. 

Mr.  Duane.  Yes,  I  have  a  prepai'ed  statement,  but  I  would  like  to 
file  it  and  just  talk  informally. 

The  Chairman.  You  may  proceed  in  any  way  you  care  to.  If  you 
would  like  to  file  your  statement  and  talk  extemporaneously  we  would 
be  delighted  to  have  you  do  so.  The  statement  will  be  inserted  at  the 
conclusion  of  your  remarks. 

Mr.  DuANB.  Thank  you. 

The  Chairman.  I  was  up  in  your  city  last  night,  on  a  television 
program,  and  left  there  at  10  o'clock. 
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Mr.  DuANE.  I  was  down  here  in  Washington,  and  I  didn't  have  the 
pleasure  of  seeing  you. 

The  Chairman.  Suppose  you  proceed  in  your  own  way. 

Mr.  DuANE.  First,  I  might  say  my  name  is  Morris  Duane.  I  am 
a  lawver  by  profession,  but  I  am  appearing  here  as  chairman  of  the 
Air  Pollution  Control  Board  of  the  city  of  Philadelphia. 

That  board  was  created  by  the  Philadelphia  City  Charter  to  advise 
the  mayor  and  the  department  of  health  on  air  pollution  problems, 
and  to  make  regulations  for  air  pollution  control.  The  members  of 
the  board  serve  without  compensation. 

I  think  it  would  be  interesting  that  as  evidence  of  the  nonpartisan 
character  of  air  pollution-control  programs,  that  a  majority  of  the 
members  of  this  board,  including  myself,  are  registered  JRepublicans, 
serving  on  this  board  in  the  administration  of  a  mayor  who  was 
elected  on  the  Democratic  ticket,  although  with  the  support  of  sev- 
eral hundred  thousand  re^stered  Republicans. 

The  Chairman.  That  is  what  one  would  expect  in  the  City  of 
Brotherly  Love. 

Mr.  Duane.  It  is  working  this  time.  It  hasn't  always  in  the  past. 
Senator. 

The  Chairman.  You  are  making  progress. 

Mr.  Duane.  Another  evidence  of  the  nonpartisan  support  for  air 
pollution  control  is  the  fact  that  2  months  ago  Philadelpnia  adopted 
a  new  air  pollution  control  ordinance.  My  friend,  Ranay  Hamilton, 
of  the  American  Municipal  Association,  tells  me  that  this  is  the  best 
air  pollution  control  orainance  in  the  United  States,  and  I  believe 
that  is  so.  The  vote  on  this  ordinance  in  city  council  was  17  to  0, 
all  members  of  both  parties  voting  in  favor  of  it. 

The  ordinance  was  also  supported  by  the  Greater  Philadelphia 
Movement,  the  Chamber  of  Commerce  of  Greater  Philadelphia,  the 
Pennsylvania  Economy  League,  labor  groups,  health  groups,  and 
many  more. 

I  would  like,  if  I  may,  to  make  five  principal  points: 

First,  that  the  air  pollution  situation  in  cities  is  a  very  serious 
problem,  both  for  health  and  propertj^. 

Second,  that  air  pollution  is  a  major  factor  in  causing  deteriora- 
tion of  cities. 

Third,  that  to  correct  air  pollution  requires  the  expenditure  of 
large  sums  of  money  as  capital  oy  industry. 

Fourth,  that  the  permission  to  write  off  rapidly  their  capital  in- 
vestments will  help  mdusti7  to  meet  this  expense,  and  that  assistance 
in  obtaining  loans  will  help  many  companies,  particularly  the  smaller 
and  least  financially  strong  companies. 

And,  fifth,  that  Federal  appropriations  for  the  study  of  the  nature, 
causes  and  cures  of  air  pollution,  would  be  most  helpful. 

Now,  on  the  point  that  air  pollution  conditions  in  cities  are  serious 
to  health  and  property,  I  have  brought  with  me  some  photographs 
and  newspaper  articles,  which  I  would  like  to  have  made  part  of  tnis 
record. 

The  Chairman.  Without  objection,  all  of  your  articles  will  be 
made  a  part  of  ^      rftporr'  i  of  your  statement. 

Mr.  DtJANE  »it  riMiclies  the  confei^nce  commit- 
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tee,  perhaps  if  some  of  these  newspaper  articles  and  photographs  were 
taken  in,  it  might  be  helpful. 

The  Chairman.  We  cannot  place  the  photographs  in  the  record,  but 
we  can  place  the  printed  matter  in  the  record.  We  can  keep  the 
photographs  as  exhibits. 

Mr.  DuANE.  The  first  one,  from  the  Philadelphia  Inquirer,  shows 
the  picture  of  city  hall,  almost  invisible  by  reason  of  the  smog. 

The  Chairman.  What  time  of  day  was  this? 

Mr.  DuANE.  I  think  it  was  taken  in  full  daylight.  I  know  it  was 
taken  in  full  daylight,  but  I  can't  tell  you  at  what  time. 

The  next  one  shows  the  Deleware  River  Bridge,  during  a  smog 
appearance  in  Philadelphia,  and  it  is  almost  obscured  by  smog  and 
haze. 

The  next  news  article  about  this  smog  in  Philadelphia  shows  a 
pictui-e  at  Juniper  and  Filbert  Street,  where  the  automobiles  are  prac- 
tically invisible,  although  they  are  only  a  few  hundred  yards  away. 

The  Chairman.  Is  this  still  in  the  daytime  ? 

Mr.  DuANE.  Yes,  sir.  The  news  articles  will  show  those  pictures 
were  taken  in  the  daytime. 

I  have  another  one  of  Rittenhouse  Square  in  Philadelphia,  in  the 
same  smog  episode. 

The  Chairman.  We  will  place  each  one  of  those  articles  in  the 
record. 

Mr.  DuANE.  I  would  like  to  emphasize.  Senator,  if  I  may,  that 
Philadelphia  is  by  no  means  the  worst  city  from  the  point  of  view 
of  air  pollution.  Studies  have  indicated  there  are  many  large  indus- 
trial areas  and  cities  which  are  much  worse.  Our  efforts  at  control  in 
Philadelphia  have  met  with  considerable  success. 

The  Chairman.  What  about  just  across  the  river,  in  Camden.  Are 
they  making  any  effort  to  eliminate  it  there  ? 

Mr.  DuANE.  Camden  has  a  city  ordinance  which  up  until  now  has 
not  been  very  well  enforced.  We  are  making  every  effort  to  get  the 
cooperation  of  Mayor  Bruner.  We  hope  that  we  will  have  strong 
cooperation  from  him. 

The  Chairman.  Do  you  agree  with  me  that  if  the  Federal  Govern- 
ment enters  this  picture,  a  good  job  will  be  done  throughout  the  en- 
tire United  States? 

Mr.  DuANE.  I  have  no  doubt  about  that. 

The  Chairman.  It  is  interstate  commerce.  I  mean  you  have  a 
situation  there  where  Philadelphia  is  in  Pennsylvania  and  Camden  is 
in  New  Jersey.  The  city  officials  of  Philadelphia  can  do  the  best  job 
in  the  world,  but  if  Camden  did  nothing,  you  might  improve  the  sit- 
uation but  you  would  still  have  a  bad  situation. 

Mr.  DuANE.  That  is  correct.  In  fact,  in  Philadelphia  it  is  even 
worse,  because  across  the  river  is  New  Jersey.  Immediately  south  of 
Philadelphia,  in  New  Jersey,  are  a  number  of  oil  refineries  and  various 
manufacturing  plants.  And  when  the  wind  blows  slowly  from  the 
south,  it  brings  very  heavy  smoke  and  fumes  from  oil  refineries  and 
other  installations,  over  Philadelphia.  Some  of  that  comes  up  from 
the  State  of  Delaware.  So,  we  have  a  tristate  situation  in  the  Phila- 
delphia area. 

The  Chairman.  I  hold  in  my  hand  a  bill  introduced  by  Hon.  Lucio 
Russo,  who  will  testify  here  in  a  moment.  He  is  a  member  of  the  New 
York  State  Assembly.    I  believe  this  bill  he  introduced  in  the  New 
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Yoii^  SUte  Assembly  is  now  law ;  I  believe  it  has  been  passed.     One 
of  the  clauses  was  this : 

This  act  shall  take  effect  when  the  State  of  New  Jersey  shall  make  aTallahle 
a  similar  appropriation  for  the  stndy  and  surrey  aathoriied  hy  this  act. 

They  recognized  in  this  legislation  that  they  cant  do  it  without 
New  Jersey  cooperating.  Just  across  the  river  from  New  York  is 
Jersey  City  with  other  large  cities  and  factories.  Therefore,  it  be- 
comes definitely  a  matter  that  the  Federal  Government  ought  to  co- 
operate on,  in  my  opinion. 

Mr.  DuAXE.  I  think  that  is  definitely  correct,  sir. 

Without  naming  them  all,  sir,  I  would  like  to  file  some  photc^raphs, 
which  show  the  burning  in  city  dumps.  You  can  see  the  smoke  going 
over  the  city  of  Philacfelphia.  The  city  of  Philadelphia  is  spending 
$5  million  to  construct  incinerators  over  the  next  2  years,  with  the 
expectation  that  when  that  is  done  there  will  be  no  more  burning  in 
open  dumps  of  refuse. 

These  other  photographs,  without  detailing  them — I  would  like  to 
file  them — show  very  heaA*y  smoke  over  the  city. 

The  Chairman.  You  may  file  them,  and  they  will  remain  on  file 
here,  for  the  use  of  the  committee,  when  we  start  writing  up  the 
le^slation. 

Mr.  DuANE.  Thank  you. 

Now,  with  respect  to  damaged  property,  I  had  a  client  come  into 
my  office  to  see  me  the  other  day,  who  said  he  had  spent  $1,300  to 
have  his  house  painted,  and  in  5  months  the  paint  job  was  completely 
raineii.  We  are  making  a  tremendous  effort  in  Philadelphia  to  rebuild 
the  city,  and  we  think  that  the  great  challenge,  domestically,  of  the 
second  half  of  the  'itHh  century,  is  to  i-evive  and  restore  our  cities 
as  the  best  |K>ssible  places  to  live.  That  cannot  possibly  be  done,  in 
our  judgment,  without  some  control  of  these  fumes  an<J  smoke  and 
other  things  which  nollute  the  air. 

The  Chairmax.  We  have  spent  hours  and  hours  and  weeks  and 
weeks  here  on  shun  clearance  and  blighted  areas.  We  have  in  this 
proposed  legislation,  as  we  have  had  in  past  lesrislation,  much  on 
the  subject,  nnd  we  have  appn^priated  literally  l>illions  of  dollars. 
I  am  thonnisrhlv  convimvd  that  vou  cannot  eliminate  a  slum,  a  blighted 
area,  in  a  citv  until  you  tii^st  oliiuinute  the  smoke  and  dust.  Other- 
wise, you  will  just  po  in  and  build  a  new  building,  and  within  6 
months  or  a  year  it  will  Ih>  apun  a  blighttnl  or  a  slum  area. 

Mr.  DuANK.  That  isri»rht. 

The  Chaikmax,  So  whv  we  do  not  meaning  the  Federal  Gov- 
ernment and  the  cities  aiu\  the  iH>iinties  take  the  necessarj-  steps  to 
eliminate  the  very  thing  that  oausi\<  slums  and  blighteil  areas  is  some- 
thing I  shall  never  undei^tand. 

Mr.  DrAXE.  I  don't  either,  sir.  Yiuir  |>oint  is  definitely  proved  in 
Philadelphia,  because  the  t}  parts  oi  the  city  wheiv  the  worst  indus- 
trial smoke  is  have  shoNvn  a  stoa^ly  vUvline  in  \Hnmlation  over  the 
last  15  years.  That  shi>ws  that  as  U>ng  as  you  have  these  smoke 
conditions,  pei^ple  will  move  out  of  tlnvio  aivas,  move  out  of  the  city, 
the  city  will  deterionito,  and  for  all  the  nuuiey  which  the  Federal 
Goverivment  has  put  in,  in  holpin^r  slum  cleanuJiv,  and  so  forth,  you 
won't  get  full  vab'^ 

Th<*  f^  i*^  riglu.     It  will  W  a  bliirhteil  area  again. 

L  V  sttvl  mill  north  t>t  Philadelphia,  just 

i  t  coriw^t ! 
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Mr.  DuANE,  They  have  spent  several  million  dollars  in  installing 
smoke-control  equipment,  and  they  claim  that,  as  far  as  is  scientifically 
possible  with  the  present  state  of  the  art,  they  have  eliminated  it. 

The  Chairman.  You  have  been  up  there? 

Mr.  DuANE.  Yes,  I  have  been  through  there. 

The  Chairman.  Do  they  have  smoke? 

Mr.  DuANE.  Yes,  sir ;  they  have  some  smoke  that  comes  out  of  their 
rolling  mill,  and  they  have  some  little  smoke  out  of  their  blast  furnaces. 

The  Chairman.  What  is  it  in  comparison  to  what  it  would  have 
been  had  they  not  spent  the  money,  when  they  built  it,  designed  it, 
around  the  fact  that  they  were  going  to  eliminate  90  percent  or  more 
of  the  smoke? 

Mr.  DuANE.  It  is  a  very,  very  small  fraction  of  what  it  would  have 
been  if  they  hadn't  put  that  in. 

The  Chairman.  Isn't  it  a  fact  that  now  people  are  living  in  close 
proximity  of  the  mill,  with  clean  clothes  and  painted  houses,  that  are 
not  deteriorating? 

Mr.  Dtjane.  I  can't  honestly  say  that,  because  I  haven't  seen  the 
houses,  but  people  are  livingvery  close  to  the  mill  and  the  mill  itself 
is  quite  close  to  Trenton.  They  have  Levittown,  which  has  become 
one  of  the  first  10  cities  in  Pennsylvania  within  the  last  2  years,  and 
that  is  right  next  to  the  mill. 

It  is  the  same  thing  that  United  States  Steel  and  other  steel  com- 
panies did  in  Pittsburgh,  which  cleared  up  that  situation. 

The  Chairman.  Let  me  ask  you  this:  There  will  be  no  question 
about  the  city  of  Philadelphia  cooperating  with  the  Federal  Govern- 
ment on  any  legislation  or  help  that  the  Federal  Government  might 
care  to  offer? 

Mr.  Duane.  None  whatsoever.    Absolutely. 

The  Chairman.  You  understand  that  if  the  Federal  Government 
does  enter  this  field  through  legislation,  it  will  be  on  the  basis  of 
course  that  the  cities  must  cooperate  and  take  the  necessary  first  steps, 
and  do  certain  things.  Otherwise,  the  Federal  Government  will  not 
participate  with  them.  In  fact,  the  Federal  Government  could  not 
participate  with  them  unless  they  were  willing  to  cooperate. 

You  have  no  fear  but  what  the  cities  would  cooperate  with  the 
Federal  Government. 

Mr.  Dtjane.  No,  sir.  I  think  if  the  Federal  Government  were  to 
attempt  to  take  over  what  the  cities  felt  were  their  part  of  the  job, 
there  would  be  some  hesitation. 

The  Chairman.  That  is  the  farthest  from  our  minds.  But,  as  far 
as  this  bill  goes,  what  we  want  the  Federal  Government  to  do  is  to  do 
that  which  the  cities  can't  possibly  do  for  themselves,  because  it  is 
interstate  and  because  they  just  don't  have  the  money  to  do  certain 
things. 

Here  is  the  situation,  you  see,  where  it  must  all  be  done  practically  at 
the  same  time.  You  can't  have  this  one  fellow  eliminate  his  smoke 
today,  and  have  the  other  fellow  wait.  It  all  has  to  be  done  over  a 
comparatively  short  period  of  time,  which  requires  considerable 
planning:  and  considerable  investment. 

Mr.  Duane.  I  understand,  sir. 

The  Chairman.  But  I  think  it  would  be  an  investment  at  the 
moment  which  would  create  jobs.  It  looks  to  me  as  though  we  will 
need  jobs;  in  fact,  we  need  many  of  them  today. 

44750— 54--pt.  2 S 

Digitized  by  VjOOQ IC 


1152  AK  rouAmoss  vKKnsmcfs  amendment 

Mr.  DcAiTE.  FrcMD  our  point  of  riew  in  Philadelphim^  sir,  we  cannot 
pot  too  strong^  the  fmct  that  the  only  way  yoo  can  cure  air  pollu- 
tion is  to  sp»d  a  lot  of  money.  Industry  has  reached  the  point 
now  where  they  hesitate  to  do  it,  and  some  help  has  got  to  be  given 
them  if  we  are  goin^r  to  get  the  job  done. 

The  Chaibmax.  If  I  owned  a  factory  that  was  making  a  lot  of 
anoke*  that  I  knew  was  bad,  and  my  neighbor  over  here  owned  one 
whidi  created  equally  as  much  sm<^e«  I  would  hesitate  to  spend  money 
to  eliminate  mine  unless  I  knew  he  was  going  to  spend  money  to 
eliminate  his. 

Therefore,  it  must  be  handled  as  a  unit.  It  must  be  handled  by  a 
city  ordinance,  and  everyone  must  be  enthusiastic  about  it.  The 
Federal  Government,  in  my  mind,  ought  to  move  in  and  do  things 
that  the  States  and  cities  are  unable  to  do  for  themselves. 

Congressman  Hiestand,  do  you  have  a  question  f 

Bepresentative  HiESTAxn.  I  just  want  to  ask  this,  if  you  please:  Is 
there  any  other  way  than  that  provided  in  the  bill  where  you  think 
the  Federal  Government  could  assist  ? 

Mr.  DuAXE.  No,  sir.  I  have  been  unable  to  think  of  any  way,  and 
I  have  talked  to  the  American  Municipal  Association,  and  they  say 
they  know  of  no  other  way. 

Representative  HrasTAxn,  Thank  you  very  much. 

The  Chaiexax.  I  just  want  the  record  to  show  again  that  Con- 
gressman Hiestand  is  very^  very  much  interested  in  this  whole  prob- 
lem, and  is  attending  our  full  hearing  this  morning. 

Mr.  Dtaxe.  I  have  made  up  a  list  of  the  estimated  expenditures 
by  a  group  of  representative  companies  in  Philadelphia  m  the  last 
few  \-ears  on  pollutionMX>ntn>l  equipment,  which  I  would  like  to  file. 

The  Chairmax.  Without  objection,  it  will  be  made  a  part  of  the 
record. 

( The  list  referred  to  follows  :> 

Ej^prntHtmrrs  on   poUmtitm-ctrntroi  nfMipment — E*titmmtf4  mmomnt   hp  tiMliMtry 

Gent^ral    Snieltiug $75,000 

Rrdd 12,000 

Heintz  Mjimifartnrlni: 200,000 

PWVrated    Metals -     7^.000 

Sw(>{)e  Oil  &  Ch<*mloal 10,000 

HowarU    Refri;:*^niiioii 5^000 

Baxter.  KellT  &  Faust- 25,000 

Drwding:  Rrt^s 36^000 

Franklin  Pnxi^s?! 50.000 

Ororer  FeiTTK^^n  CVv.  Ino 150,000 

Geoire    ^iU - 12,000 

PbHadelphia  Wiji^-r  A  Sum^ly  i\^ _._ 25,000 

G.  J.  LittleirtHHi  v^  Son* 10,000 

Ricliard  C.  Reuimer  *  S*^n-— 50.000 

Borden  Chemk'^l   1> 30,000 

Henry  Diss^iou  &  S<>nj^«- -  — 150,000 

Barrett    CV».* 200,000 

Container  Corpi^ration  of  AwerUni _ 200,000 

Philadelphia  Pv-!t  IV 50,000 

Philadelphia  Eleotnc .., 050,000 

ACP-Brill   Co 100,000 

Steel  Heddle  Manufaoturin?:  Co 150.000 


#  V  ^  1 


'Bamtt  '4  ^  •iT*nlv  o^^uikmlt:  IMx  M«tal  dasftf*  to  pcopcrty  t^ 

metallic  fnr 
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Mr.  DuANB.  For  the  record,  these  expenditures  vary  from  $5,000,  in 
the  case  of  a  smaU  plant,  to  $660,000,  in  the  case  of  one  of  our  big 
utilities. 

There  are  a  number  of  expenditures  on  this  list  of  $150,000  and 
$200,000  already  made  by  industry,  actually  spent.  But  times  ara 
changing  and  it  is  not  as  easy  to  get  them  to  do  it. 

The  (SiAiRMAN.  That  will  be  made  a  part  of  the  record.  We  aro^ 
delighted  to  get  that  information.  I  am  hopeful  that  other  cities  will 
give  us  similar  statistics. 

Mr.  DuANE.  I  have  here,  which  I  would  also  like  to  file,  a  series  ol' 
newspaper  articles  and  editorials  on  this  subject  in  Philadelphia. 

The  Chairman.  Without  obje<^tion,  each  of  the  editorials  and  news- 
paper articles  will  be  made  a  part  of  the  record  at  the  end  of  your 
statement. 

Mr.  DuANE.  These  will  show — and  this  is  a  point  I  haven't  made 
yet  and  which  I  think  is  very  important — ^the  danger  to  the  public 
safety  of  this  smog  condition  in  a  great  port  There  are  newspaper 
articles  here  of  a  ship  and  a  barge  collision  in  the  smos  on  the  Dda- 
ware  River.  We  have  had  on  the  Delaware  River,  not  lul  due  to  smog 
but  many  of  them  due  to  the  narrowness  of  the  channel,  somewhere  in 
the  neighborhood  of  30  rather  serious  collisions  in  the  last  few  years, 
and  some  of  them  have  undoubtedly  been  caused  by  the  hsLzy  conditions 
of  the  smog.  This  particular  article  attributes  this  particular  acci- 
dent  entirely  to  smog. 

We  have  entirely  the  same  situation  at  our  airport,  which  involves 
the  public  safety.  We  have  just  completed  a  tremendous  terminal 
bniloing  there,  which  the  President  of  United  Air  Lines  said  he  felt 
was  the  number  one  terminal  building  of  any  airport  he  ever  visited, 
and  yet,  when  this  smog  condition  comes  up,  that  airport  has  to  be 
sometimes  shut  down. 

The  Chairman.  On  account  of  the  smog? 

Mr.  DuANE.  On  account  of  the  smog  and  haze.  There  are  other 
times  when  we  are  open  and  LaGuardia  is  shut  down. 

If  you  study  the  records  at  Idlewild,  LaGuardia,  Newark  Airport, 
and  Philadelphia  Airport,  and  find  the  number  of  times  that  flying  is 
made  hazardous  by  reason  of  this  smog  condition,  you  will  find  that 
anything  the  Federal  Grovemment  can  do  to  help  will  be  a  tremendous 
interstate  commerce  aid. 

To  show  that  we  are  doing  our  job  of  enforcement,  some  of  these 
articles  show  the  various  companies  which  have  been  fined  under  our 
ordinances  for  violating  the  law. 

The  CAiAiRMAN.  You  have  an  ordinance  at  the  moment,  and  you  do 
fine  some  people  ? 

Mr.  DuANE.  Yes,  sir.  Here  is  a  company  that  was  fined  $1,300  for 
violating  the  ordinance. 

The  Chairman.  Why  do  they  not  eliminate  their  smoke  ?  Is  it  that 
they  don't  have  the  money  to  put  into  the  facilities? 

Mr.  DuANE.  That  is  what  they  claim.  Some  companies  are  more 
cooperative  than  others.  Some  companies  will  spend  more  than  they 
reafiy  should  or  can  afford  to  for  the  public  goodwill.  Other  com-^^^ 
panies  don't  care  about  the  public  goodwill  and  say  they  don't  have 
the  money.  The  reason  that  is  always  given  to  us,  as  is  undoubtedly 
true  in  some  cases,  is  that  the  companies  do  not  have  sufficient  funds. 
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The  Chairman.  In  that  instance,  where  you  fined  that  company 
$1,300,  do  you  think  they  would  have  been  able,  if  they  borrowed  the 
money  from  the  bank  on  an  FHA -guaranteed  mortgage,  to  have  taken 
care  of  that? 

Mr.  DuANE.  I  cannot  honestly  answer  that,  but  I  think  there  is  no 
doubt  in  the  broad,  general  situation,  that  many  of  these  companies 
would  take  advantage  of  that  ability  to  get  money  at  cheaper  interest 
rates. 

The  Chairman.  In  any  event,  if  you  had  such  help  offered,  your 
ordinances  then  could  be  tightened.  You  could  enforce  them  with 
larger  fines,  and  force  the  end  result  that  you  want.  Without  that 
sort  of  help,  I  presume  it  is  a  little  tough. 

Mr.  Duane.  Yes,  sir ;  it  is  very  tough  in  some  cases. 

The  Chairman.  I  mean  you  don't  like  to  fine  them  $3,000  when  you 
know  the  only  way  they  can  eliminate  that  smoke  is  by  an  expenditure 
of  $40,000,  and  they  cannot  borrow  the  money.  So,  I  presume  you 
are  hesitant  to  do  it  in  that  case. 

Mr.  DuANE.  That  is  right. 

The  Chairman.  But  if  you  knew  they  could  borrow  the  money, 
they  could  put  in  the  facilities,  they  could  borrow  it  over  a  long  period 
of  time,  they  could  amortize  it  over  a  period  of  5  years  for  tax  pur- 
poses, then  you  feel  that  you  could  get  the  job  done?  Is  that  your 
feeling? 

Mr.  Duane.  Yes,  sir.    It  would  be  a  tremendous  help. 

On  the  damage  to  property,  some  of  these  things  show  that  on  one 
occasion  in  Philadelphia,  soot  and  dirt  came  down  and  damaged  paint, 
rugs,  curtains,  covered  the  sidewalk  with  black  soot^ — this  is  all  snown 
in  the  material  I  have  filed — and  people  literally  woke  up  in  the  mom- 
injr  in  their  beds  with  their  faces  blackened,  like  black-faced  comedians. 
The  photographers  got  up  there  and  took  their  pictures. 

The  Chairman.  Was  that  in  a  blighted  area  of  Philadelphia? 

Mr.  Duane.  That  was  from  one  of  the  plants  of  Philadelphia  Elec- 
tric Co.,  on  one  occasion.  On  another  occasion,  it  was  from  another 
plant. 

We  have  had  it  happen  several  times  from  different  plants  and, 
generally  speaking,  most  of  our  troubles  are  along  the  river,  in  those 
river  wards,  and  in  south  Philadelphia.  But  tJiis  spread  over  a  large 
part  of  the  city. 

I  don't  want  to  prolong  this  any  longer  than  you  want,  sir.  We  are 
very  strongly  in  favor  of  this.  We  thmk  that  the  research  part  would 
be  tremendously  helpful.  I  understand  that  the  Federal  Government 
has,  within  the  last  few  days,  opened  a  research  environmental  health 
center  at  Cincinnati,  and  there  is  no  doubt  that  air  pollution  is  an 
environmental  health  problem. 

If  this  could  be  arranged  so  that  to  that  research  center  were  added 
air  pollution  research,  and  its  causes  and  its  cures,  to  supplement  what 
industry  is  now  doing,  there  is  no  doubt  that  with  the  mgenuity  that 
our  people  have,  that  this  problem  can  be  licked.  But  it  is  going  to 
take  money  for  research  and  it  is  going  to  take  money  to  put  in 
equipment. 

The  Chairman.  I  think  it  must  be  licked.  I  can  think  of  nothing 
that  we  could  do  that  would  be  more  helpful  to  our  people  and  to 
health  and  cleanliness  and  eliminating  slums  and  blighted  areas  and 
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that  sort  of  thing.  In  fact,  I  would  rather  spend  less  money  on  this 
housing  bill  as  it  exists  today,  and  some  money  on  this  project.  I 
think  we  would  be  better  off,  in  my  opinion,  in  the  end — ^much  bet- 
ter off . 

Do  you  have  any  questions,  Congressman? 

Representative  Hiestand.  I  might  ask  the  witness :  Have  you  evi- 
dence that  the  present  methods  that  you  propose  are  of  a  scope  that 
will  take  care  of  other  kinds  of  smoke  than  what  you  described  as  being 
around  Philadelphia,  such  as  the  blue  haze  smoke  from  refineries  and 
so  forth  ?    Does  the  e(|uipment  answer  that  purpose  ? 

Mr.  DuANE.  Yes,  sir.  As  you  know,  I  am  not  a  technician,  but  I 
have  talked  to  the  oil  people.  The  executive  director  of  our  board  is 
an  employee  of  the  Atlantic  Refining  Co.  He  was  loaned  to  our  board 
for  2  years  to  take  tiiat  job.  I  have  talked  to  the  president  of  the 
Atlantic  Refining  Co.  They  have  been  pioneers  in  this  field,  and  they 
tell  me  they  haven't  got  all  the  problems  licked  yet,  but  they  have 
spent  large  sums  of  money  and  are  licking  them  one  by  one.  They 
feel  that,  while  they  haven't  got  all  the  answers,  they  can  eliminate 
the  greater  part  of  this  air  poUuation  right  now,  and  with  their  re- 
search activities  they  expect  they  will  be  able  to  eliminate  the  rest. 

Of  course,  the  oil  companies  have  spent  more  than  any  other  indus- 
try in  the  field  of  research.  I  imderstand  in  California  they  have  put 
up  a  lot  of  money  for  a  study  by  Stanford  University  on  the  subject. 
O^her  industries  I  think  perhaps  haven't  spent  as  much  money  as  the 
oil  people  have. 

Representative  Hiestand.  Is  it  felt  around  Philadelphia  that  re- 
fineries are  a  major  cause  of  air  pollution? 

Mr.  DuANE.  The  public  certainly  thinks  so,  and  I  think  our  board 
feels  that  that  is  so,  atlhough  they  have  improved  the  situation  very 
much  and  have  been  most  cooperative  in  trying  to  meet  it. 

The  Chairman.  Do  you  have  any  sections  in  Philadelphia  where 
new  houses  or  apartments  have  been  built,  that  have  been  financed  bj 
FHA  or  others,  which,  as  a  result  of  this  condition,  the  smoke  condi- 
tion, are  deteriorating  to  the  point  where  they  have  less  value  and  are 
becoming  somewhat  slumlike  in  their  appearance? 

Mr.  DuANE.  I  cant'  go  that  far.  Senator,  without  going  around  the 
city  and  looking  at  each  of  those  housing  developments.  It  is  pos- 
sible they  are  deteriorating. 

The  Chairman.  You  see,  the  Government  has  guaranteed  these 
mortgages.  They  may  lose  if  the  property  declines  in  value,  and  the 
banks  holding  such  mortgages  may  well  lose. 

Mr.  DuANB.  There  is  no  doubt  that  will  happen  over  a  period,  but 
when  you  ask  me  if  I  know  of  any  specific  one  right  now,  1  can't  say 
that  I  do. 

The  Chairman.  Do  you  know  of  a  specific  instance  where  we  put 
up  a  public  housing  unit  in  Philadelphia  or  any  other  group  of  houses 
or  apartments,  in  sections  that  are  just  literally  covered  with  this 
smoke  and  soot  that  you  are  talking  about? 

Mr.  DuANE.  Oh,  yes,  absolutely.  Of  course,  Philadelphia  was  very 
slow  to  get  in  on  the  public  housing  business,  under  its  own  admin- 
istration, and  only  recently  have  we  had  much  of  it,  but  a  good  deal  of 
it  is  put  in  areas  where  some  of  the  worst  smoke  conditions  are. 

The  Chairman.  Then  they  will  be  literally  covered  with  smoke,  if 
they  are  not  already. 
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Mr.  DuANE.  There  is  that  possibility. 

The  Chaxbhan.  Thank  you  very  much.    You  have  been  very,  very 
helpful,  and  we  appreciate  it.    We  may  want  to  call  your  back  later. 
(Mr.  Duane's  prepared  statement  follows:) 

Statement  of  Morris  Duane,  Chairman  of  the  Air  Pollutiow  Control  Board 
OF  THE  Cmr  OF  Philadelphia  on  Behalf  of  the  Citt  or  Philadelphia  ANi 
THE  American  Municipal  Association 

My  name  is  Morris  Duane.  I  am  a  senior  partner  in  the  law  firm  of  Dnane^ 
Morris  &  Hecl^sclier  of  Philadelphia.  I  am  appearing  here  as  chairman  of  the  Air 
Pollution  Control  Board  of  the  City  of  Philadelphia.  This  board  was  created  by 
the  Philadelphia  city  charter  to  advise  the  mayor  and  the  department  of  health 
on  air-pollution  problems  and  to  make  regulations  for  air-poUution  controL  The 
members  of  the  board  serve  without  compensation. 

It  may  be  some  evidence  of  the  nonpartisan  character  of  alr-poUution-control 
programs  that  a  majority  of  the  members  of  this  board,  including  myself,  are  reg- 
istered Republicans  serving  on  this  board  in  the  administration  of  a  mayor  who 
was  elected  on  the  Democratic  ticket,  although  with  the  support  of  several  hondred 
thousand  registered  Republicans. 

Another  evidence  of  the  nonpartisan  support  for  air-pollution  control  is  the  fact 
that  2  months  ago  Philadelphia  adopted  a  new  air-pollution-control  ordinance. 
My  friend  Randy  Hamilton  of  the  American  Municipal  Association  tells  me  that 
this  is  the  best  alr-poUution-control  ordinance  in  the  United  States,  and  I  believe 
that  is  so.  The  vote  on  this  ordinance  in  city  council  was  17  to  0,  aU  members 
of  both  parties  voting  in  favor  of  it. 

The  ordinance  was  also  supported  by  the  Greater  Philadelphia  Movement,  the 
Chamber  of  Commerce  of  Greater  Philadelphia,  the  Pennsylvania  Seonomy 
League,  labor  groups,  health  groups,  and  many  more.* 

As  evidence  of  public  interest  In  air-pollution  control.  It  is  a  fact  that  in  Phila- 
delphia, as  In  other  cities,  frequent  news  articles  appear  on  the  subject,  as  well 
as  numerous  editorials. 

The  reason  for  this  Is  obvious.  Population  and  Industry  in  America  have  lo 
grown  and  become  so  concentrated  In  particular  areas,  and  the  number  of  motor 
vehicles  has  Increased  to  such  an  extent  that  the  atmosphere  Is  IncajMible  of  sua- 
talnlng  the  output  of  smoke,  gas,  fumes,  dust,  and  vapors.  The  air  above  our 
cities  has  become  a  vast  public  dump,  and  the  normal  movement  of  air  is  often 
not  sufficient  to  carry  these  air  pollutants  away. 

As  a  result  in  the  last  year  in  Philadelphia,  as  in  other  cities,  there  have  been 
numerous  cases  certified  to  by  doctors  and  others,  of  respiratory  ailments, 
nausea,  interference  with  sleep,  the  lessening  of  appetite,  and  other  symptoms 
In  both  adults  and  children  which  In  the  opinion  of  doctors  are  dangerous  to 
health. 

Furthermore,  in  the  city  of  Philadelphia,  as  In  other  cities,  during  this  period 
there  have  Ix^n  authenticated  cases  appearing  before  the  board  of  damage  to  real 
property  and  personal  property  by  reason  of  airborne  matter. 

Our  board  has  receive<l  dear  evidence  of  damage  to  property  from  metallic 
fumes,  oily  soot,  fly  ash,  and  other  airborne  materials. 

On  several  occasions  recently,  photographs  apjieared  in  our  newspapers  of  resi- 
dents of  a  large  section  of  the  northeast  iwrt  of  Philadelphia,  who  had  awakoied 
in  the  morning  to  find  their  iMMlclotliing,  rugs,  curtains,  and  furniture  covered  with 
a  black  oily  soot,  and  had  themselves  awakenetl  to  find  their  faces  and  hair  visibly 
blackened.  It  was  significant  that  this  soot  came  from  different  plants  on  differ- 
ent occasions. 

Someone  I  knew  came  into  the  office  recently  and  told  me  that  he  had  spent 
$1,300  completely  painting  his  house,  and  that  the  paint  had  been  virtually 
destroyed  by  chemical  fumes  from  a  nearby  plant  within  a  period  of  8  months. 

Philadelphia  Is  undergoing  :i  groat  development.  No  longer  Is  It  the  sleepj 
town  that  used  to  \^o  the  subjtH't  of  jokes  on  the  vaudeville  stage  everywhere 
and  particularly  in  New  York.  Tlie  IVlaware  Ulver  Valley  is  today  one  of  the 
fastest  growing  areas  in  the  entire  Vnited  States.  A  new  group  of  commonitj 
leaders  has  arisen.  They  comprise  new  leaders  of  Ix^th  political  parties,  and 
many  new  and  old  leaders  of  l>uslness  and  labor.    The  advent  of  the  United  States 


»A  list  of  t»"»  »»^«    ■        ^     ^tnrn  of  tho  Gr««t«r  Philadelphia  Movement  and  of  the 
chaint>er  of  roo  I  herewith. 
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:^U?el  plant  at  MorriBville  has  brought  with  it  not  merely  the  tremendous  develop- 
meut  immediately  north  of  Philadelphia,  but  also  a  great  number  of  new  indus- 
tries. The  port  of  Philadelphia,  today  the  second  in  the  Nation,  is  growing 
steadily  in  tonnage  volume. 

All  of  this  is  creating  a  tremendous  housing  problem  in  this  area.  Mayor 
Clark  will  discuss  this  with  your  committee  at  some  length  tomorrow.  The 
point  I  wish  to  make  today  is  that  the  rapid  assurance  of  cleaner  air  to  the  city 
of  Philadelphia  is  vitally  necessary  to  the  solution  of  our  housing  problem. 
The  two  are — to  use  a  phrase  which  was  popular  in  the  days  of  the  development 
of  regulation  under  the  interstate  commerce  clause — inextricably  intermingled. 

There  are  somewhat  in  excess  of  2  million  persons  presently  living  within 
the  limits  of  the  cit>'  of  Philadelphia,  and  in  the  area  immediately  surrounding 
over  several  million  more. 

It  is  possible  for  some  of  these  citizens  to  move  into  new  developments  outside 
the  city  limits,  such  as  Levittown  (which,  in  the  course  of  approximately  2  years* 
has  become  one  of  the  larger  communities  in  the  State  of  Pennsylvania),  or  into 
other  developments  in  the  surrounding  areas  or  for  them  to  remain  in 
Philadelphia. 

Philadelphia  has  all  the  necessary  facilities,  and  is  developing  more,  to  make 
living  within  the  city  limits  attractive.  It  has  a  good  and  constantly  improving 
water  sui^ly,  a  constantly  improving  sewage  system,  good  and  increasingly 
better  street  lighting,  a  tine  police  force,  and  an  excellent  fire  department  and 
other  advantages.  The  city's  services  are  reaching  a  new  high  standard  of 
performance  under  the  present  administration.  It  can  thus  be  seen  that  one 
of  the  major  deterrents  to  people  continuing  to  live  within  the  city  limits  is  the 
<lue8tion  of  clean  air. 

Unfortunately,  to  obtain  clean  air,  somebody  has  to  spend  money.  In  Phila- 
delphia the  city  is  spending  some  $5  million  to  construct  incinerators  to  prevent 
burning  on  the  city  dumps  which  at  present  amounts  to  some  2,000  tons  of  trash 
per  day.  Many  of  our  industries  have  spent  thousands  of  dollars  in  recent  years 
for  the  installation  of  air-pollution-control  equipment.  However,  this  has  only 
scratched  the  surface  of  what  should  be  done.  Ck)ntrol  equipment  is  extremely 
expensive,  varying  all  the  way  from  the  neighborhood  of  a  few  thousand  dollars 
far  a  small  Installation  up  to  several  million  dollars  for  a  large  public  utility* 
Expenditures  by  industry  in  the  neighborhood  of  $50,000  to  $500,000  are  in 
many  cases  nec*essary  in  order  to  properly  control  the  fumes,  gases,  smoke,  and 
other  air  pollutants  which  they  put  forth.  Philadelphia  has  nearly  9,000  Indus* 
trial  plants — incinerators,  foundries,  gas  works,  refineries,  chemical  plants, 
metal-treating  plants,  rendering  plants,  process  plants  and  so  on — involving  some 
form  of  pollution — involving  some  air-pollution-control  expenditures. 

There  is  little  that  the  city  itselt  can  do  to  help  these  industries  pay  the  cost 
of  installing  this  equipment.  The  Federal  Government,  however,  can  do  a  great 
deal  by  giving  these  industries  indirect  assistance  by  the  adoption  of  a  plan 
to  permit  these  industries  to  amortize  over  a  short  period  of  time  the  cost  of 
these  air-pollution-control  installations,  which  are  required  uuder  the  terms  of 
the  city  ordinance.  Also  a  s>stein  of  insuring  loans  to  cover  the  cost  of  air- 
pollution  equipment  could  be  helpful. 

The  importance  of  this  assistance  to  our  city  and  to  other  cities  similarly 
situated  is  very  great. 

The  causes  of  blight  in  a  city  are  many,  having  to  do  both  with  physical 
conditions  and  human  behavior.  The  pride  of  the  homeowner  and  even  the 
tenant  in  maintaining  his  shelter  accommodation  in  sound  and  attractive  condi- 
tion is  undermined  when  some  neighborhood  situation  beyond  his  individual  con- 
trol tends  to  make  his  street  a  less  desirable  living  place.  In  that  regard  unclean 
air  and  foul  odors  are  as  detrimental  as  a  dirty,  weed-ridden,  unattended  corner 
lot,  or  the  unpainted,  unattractive  neighbor's  home.  All  of  them  help  destroy 
the  initiative  of  decent  citiasens  in  maintaining  homes  of  high  standards. 

The  easiest  solution  is  to  move  away.  The  trickle  in  time  may  become  a  tor- 
rent, and  former  residents  are  often  replaced  by  the  absentee  landlord  and  the 
inconsiderate  tenant  with  economic  insecurity.  There  are  many  areas  in  Phila- 
delphia where  dwellings  are  in  good  condition,  but  where  neighborhoods  are 
beginning  to  show  signs  of  deterioration. 

In  numerous  instances  the  deterioration  is  being  brought  about  or  accelerated 
because  of  the  industrial  fumes  and  smells  which  are  i>olluting  the  uir.  In  Phila- 
delphia this  is  particularly  true  along  the  Delaware  Uiver  and  in  some  parts  of 
South  Philadelphia.     Although  the  causes  are  far  more  complex,  it  is  interesting 


Digitized  by  VjOOQ iC 


1158  Am   POLLUTION   PREVENTION   AMENDMENT 

to  note  that  the  popnlation  in  those  wards  whose  eastern  boundaries  are  the 
Delaware  River  (except  for  the  far  Northeast  where  there  is  no  industry),  has 
declined.  The  population  was  14.12  percent  of  the  total  in  Philadelphia  in  1940. 
and  12.04  percent  in  1950,  a  continuation  of  the  downward  trend  of  the  past  few 
decades. 

We  recognize  that  proper  zoning  ordinance  are  helpful  in  maintaining  resi- 
d^itial  neighborhoods  from  encroachment  by  commerce  and  industry.  Our 
zoning  ordinance,  which  has  been  on  the  books  since  1933,  has  been  of  assistance 
in  that  regard  and  is  now  in  the  process  of  being  revised. 

In  the  case  of  air  pollution,  zoning:  cannot  bo  effective  because  the  in^pact  of 
air  pollution  goes  far  beyond  the  immediate  vicinity.  If  industry  can  be  ffiven 
the  incentive  to  control  its  operations  in  order  to  prevent  fumes,  odors,  and  dense 
smoke,  an  important  step  will  have  been  taken  to  save  our  neighborhoods. 

Such  encouragement  to  industry  is  particularly  important  at  this  time  in 
Philadelphia.  With  the  establishment  of  the  position  of  housing  coordinator. 
the  city  is  preparing  to  undertake  a  comprehensive  program  of  urban  renewal 
In  addition  to  strict  enforcement  of  our  housing  code,  great  emphasis  will  be 
placed  on  rehabilitation  and  conservation  of  homes  and  neighborhoods.  The 
success  of  such  a  program  depends  upon  voluntary  cooperation  on  the  part  of  all 
people  in  an  area  whether  they  are  residents  or  run  stores  or  factories.  Snch 
citizen  cooperation  and  participation  will  be  extremely  difficult  to  obtain  unless 
we  can  find  an  effective  remedy  for  air  pollution. 

The  easing  of  the  burden  on  industry  by  permitting  rapid  amortization  for 
installation  of  equipment  to  curb  transmission  of  industrial  fumes  and  smoke 
and  otlier  air  pollutants  would  be  very  welcome  assistance  in  our  fight  against 
slums  and  blight. 

In  the  case  of  the  smaller  companies  an  arrangement  to  assist  them  in  ob- 
taining loans  would  also  nndouhtedly  prove  helpful. 

We  know  that  industry  in  Philadelphia  would  welcome  this  assistance.  We 
are  confident  that  the  enactment  of  such  legislation  will  help  to  induce  industry 
to  spend  more  money,  more  rapidly  for  the  installation  of  air-pollution-oontrol 
equipment.  We  are  confident  that  the  enactment  of  such  legislation  will  soon 
result  in  the  improvement  of  air-pollution  conditions  in  our  city  and  in  other 
cities.  This  in  turn  will  help  immeasurably  in  the  current  endeavor  to  reju- 
venate Philadelphia.  Men  and  women  of  all  political  parties,  of  all  religions, 
races,  and  creeds  and  of  every  economic  status  are  engaged  in  this  effort  Yonr 
committee  has  the  opportunity  of  assisting  them  materially  in  giving  cleaner 
air  to  the  people  of  our  city,  and  to  the  people  of  all  the  many  industrial  cities 
in  the  United  States  where  air-pollution  control  is  a  serious  problem.  In  that 
way  you  will  be  helping  to  solve  one  of  the  greatest  domestic  challenges  of  the 
second  half  of  the  20th  century,  the  challenire  to  revitalize  our  great  cities  and 
make  them  even  more  than  ever  before  fine  places  to  live. 

(The  newspaper  editorials  and  articles  referred  to  by  Mr.  Duane 
follow :) 

[From  the  Philadelphia  (Pa.)  Dally  News,  Jan.  5,  1954] 
$250,000  Pl.\n  To  End  Odoes  Gets  Approval 

A  4-year  row  between  a  group  of  Frankford  residents  and  a  chemical  firm  over 
obnoxious  odors  that  emanate  from  the  plant  appeared  at  an  end  today  when  the 
company  said  It  is  installing  more  than  $250,000  worth  of  equipment  to  stop  the 
air  pollution. 

A.  N.  Heller,  an  official  of  the  Barrett  Division,  Allied  Chemical  &  Dye  Co., 
Margaret  and  Bermuda  Streets,  promised  to  end  the  nuisance  by  April  with  the 
installation  of  two  catalytic  incinerators  costing  $250,000  and  other  equipment 

Heller  and  other  Barrett  officials  explained  their  plans  to  a  group  of  persons 
who  live  in  the  vicinity  of  the  plant  today  at  a  meeting  at  the  headquarters  of  the 
air  pollution  control  board  of  the  department  of  health  in  city  hall  annex. 

Two  spokesmen  for  the  protesting  residents,  Albert  Danas,  of  4852  Melrose 
Street,  and  Mrs.  Mary  Colebaugh,  of  4837  Melrose  Street,  said  they  were  satis- 
fied with  the  firm's  plans. 
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[From  the  Philadelphia  (Pa.)  Inquirer,  January  6,  1954] 
Firm  To  Remove  Ais  Pollution 

Plans  for  installation  of  two  catalytic  incinerators  at  the  Frankford  plant  of 
the  Barrett  division,  Allied  Chemical  &  Dye  Co.,  Margaret  and  Bermuda  Streets, 
to  eliminate  air  poUation  were  announced  yesterday  by  company  officials. 

A.  N.  Heller,  an  executive  of  the  firm,  told  a  meeting:  of  city  officials  and  resi- 
dents of  the  neighborhood,  in  City  Hall  Annex,  the  equipment  would  cost  about 
1250,000  and  should  be  Installed  by  April. 

Representatives  of  the  residents,  Albert  Danas,  4852  Melrose  Street.,  and  Mrs. 
Mary  Colebaugh,  4837  Melrose  Street,  said  they  were  satisfied  with  the  firm's 
proposal.    Residents  have  complained  about  odors  from  the  plant. 

Also  attending  the  meeting  were  Jesse  Lieberman,  industrial  engineer,  air 
pollution  control  division,  and  Newell  K.  Chamberlin,  the  division's  executive 
director. 

[Editorial  from  the  Philadelphia  (Pa.)  Evening  Bulletin,  December  14,  195*3] 
Cost  of  Clean  Aib 

At  the  first  pul)lic  hearing  on  the  proposed  air  pollution  ordinance  there  was 
evidence  of  nervousness  lest  Philadelphia  acquire  a  national  reputation  for  being 
hostile  to  business. 

There  is,  of  course,  something  else  to  be  feared — that  Philadelphia  will  ac- 
quire a  reputation  of  letting  its  air  be  fouled  Just  to  be  kind  to  business. 

Hie  councilmanic  committee  that  has  the  measure  under  advisement  will  be 
wise  in  continuing  its  quest  for  an  ordinance  that  will  give  the  greatest  possible 
purity  of  air  and  at  the  same  time  offer  the  greatest  possible  attractions  to 
business.  These  two  purposes  are  probably  entirely  consistent  with  each  other, 
though  some  may  see  them  as  contradictory. 

It  is  not  easy  to  believe  that  any  business  seeking  a  good  location  would 
deliberately  choose  a  city  In  which  the  air  is  laden  with  impurities  and  bad 
smells  which  not  only  threaten  health  and  pleasant  living  but  add  to  the  costs 
of  housekeeping,  whether  for  business  or  home  owners. 

It  would  not  be  to  Philadelphia's  advantage  to  be  known  as  a  city  that  cannot 
afford  clean  air.     Surely  the  costs  can  be  met  somehow. 

It  was  made  clear  at  the  Initial  hearing  that  the  draft  under  discussion  was 
tentative,  and  that  the  committee  was  seeking  Information  for  Improving  it. 
Thore  may  be  provisions  In  the  tentative  draft  that  bear  with  greater  harshness 
than  necessary  to  achieve  the  objective  of  clean  and  agreeable  air,  but  neither 
business  nor  the  citizens  can  afford  to  relinquish  pursuit  of  the  objective. 


[From  the  New  York  Times,  March  31,  1964] 

SnoKE  Study  Bill  Signed  by  Dewey — Bistate  Body  To  Chart  the  Pollution 
OF  CiTY*8  Air  if  New  Jersey  Concurs — DuivI':r  Hearings  Slated— Intoxica- 
tion Cases  Will  Go  to  Commissioner — Pay  Rises  Make  a  Record  Budget 

(By  Warren  Weaver,  Jr.) 

AiJBAJrr,  March  30. — Governor  Dewey  approved  today  a  bill  authorizing  the 
Interstate  Sanitation  Commission  to  undertalce  a  bistate  study  of  smoke  and 
air  pollution  In  the  New  York  City  area. 

The  bill,  which  appropriates  $30,000  for  New  York  State's  half  of  the  expense, 
will  not  go  Into  effect,  however,  unless  the  New  Jersey  Legislature  approves  a 
similar  measure  and  agrees  to  cooperate  on  the  project. 

In  1052  an  essentially  identical  bill  went  through  the  New  fork  Legislature 
without  any  difficulty,  but  New  Jersey  failed  to  provide  the  matching  appro- 
priation and  the  smoke  control  study  never  was  beprun. 

(A  companion  bill  was  introduced  February  1  in  the  New  Jersey  Legislature. 
It  probably  will  be  reported  out  of  the  Federal  and  Interstate  relations  committee 
on  Monday.) 

The  commlsison  was  established  in  1030  to  deal  with  water  pollution  problems 
affecting  New  York,  New  Jersey,  and  Connecticut.    The  New  England  State  U 
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omitted  from  the  smoke  study,  since  no  complaints  haTe  arisen  that  GonnecUcot 
was  contributing  to  the  city's  problems. 

A  commission  study  is  expected  to  resolve  one  of  the  perennial  dispotn  «fi 
New  York  City  smoke.  City  officials  have  contended  for  years  that  much  of  it 
blows  over  from  Jersey,  while  Jersey  has  argued  that  city  smoke  is  adding  to 
its  air  pollution  problem. 

Under  the  law — if  New  Jersey  concurs — the  commission  will  report  to  Got- 
emor  Dewey  by  February  1  its  recommendations  for  an  air  pollution  control 
program  and  suggest  what  agency  might  administer  it,  as  well  as  evaluate  exist- 
ing smoke  control  laws  in  the  two  States. 


[From  the  Philadelphia  (Pa.)  Bulletin,  January  23,  1W41 
Metal  Plant  Instaixing  Smoke-Filtkbino  Unit 

A  $175,000  smoke-filtering  unit  is  being  installed  at  the  brass  and  bronze  ingot 
smelting  and  refining  plant  of  the  Ajax  metal  division  of  H.  Kramer  &  Co^  Rich- 
mond Street  and  Frankford  Avenue,  it  was  announced  today. 

Ben  Kaufman,  assistant  general  manager  of  the  firm,  made  the  report  of  the 
installation  to  the  air  pollution  control  division  of  the  public  health  department 

Kaufman  said  the  unit  is  capable  of  handling  47,000  cubic  feet  of  dust  and 
smoke  laden  gas  per  minute.    It  is  expected  to  be  completed  by  May  1. 


[From  the  Philadelphia  <Pa.)  Inquirer,  January  23,  1954] 
Giaft  Filter  To  Control  Smoke  at  Smeltino  Plant 

A  giant  filtering  unit  to  control  smoke  emanating  from  a  smelting  plant  at 
Richmond  Street  and  Frankford  Avenue  will  be  in  operation  by  May  1,  tbe 
air  pollution  control  division  of  the  department  of  health  was  told  yesterday. 

Ben  Kaufman,  an  ofilcial  of  the  Ajax  metals  diWsion  of  H.  Kramer  &  Co.,  said 
the  unit,  which  will  cost  $175,000,  will  eliminate  the  obJecUons  of  neighbon, 
who  last  year  filed  a  suit  to  restrain  the  plant's  operations. 

Newell  K.  Chamberlin,  executive  director  of  the  air  pollution  division,  explained 
that  the  plant,  which  smelts  brass  and  bronze,  emits  a  thick,  white  smoke  that 
frequently  reduces  visibility  in  the  neighborhood.  The  smoke  also  contahis  an 
irritant,  sine  oxide,  which  is  particularly  objectionable  under  certain  weather 
conditions. 

Kaufman  said  the  unit,  designed  by  W.  S.  FitzPatrlck,  company  engineer,  is 
the  second  of  its  type  in  the  country.  The  other  is  located  in  a  Kramer  factory 
in  Los  Angeles. 

He  said  it  would  be  capable  of  handling  47,000  cubic  feet  of  smoke  and  dust- 
laden  gas  per  minute.  Chamberlin  and  other  representatives  of  the  department 
of  health  who  attended  a  conference  in  City  Hall  Annex  to  study  the  filter's 
design,  expressed  the  conviction  that  it  would  do  its  job  effectively. 


(From  the  Philadelphia  (Pa.)  Inquirer,  January  23,  1954] 
GPM  Gives  B^ull  Support  to  Air-Poixution  Law 

The  Greater  Philadelphia  Movement  today  announced  full  support  to  the  new 
air  pollution  control  ordinance  now  before  city  council. 

Geoffrey  S.  Smith,  cochairman  of  GPM,  said  that  meetings  of  his  technical 
staff  with  members  of  council's  committee  on  public  health  have  resulted  in 
"unanimity  ♦  ♦  ♦  on  all  essential  provisions  of  the  ordinance." 

Smith,  in  a  letter  to  Councilwoman  Constance  H.  Dallas,  committee  chairman, 
called  the  amended  bill  a  "great  forward  step  in  controlling  air  pollution." 


[From  the  Philadelphia  (Pa.)  Evening  Bulletin,  February  9,  1954] 
11  Made  Sick  by  Poison  Gas — Chlorine  Leiaks  at  South  Philadeiphia  Plant 

Eleven  persons  were  affected  by  poisonous  chlorine  gas  last  night  at  the  Henry 
Bower  Chemical  Manufacturing  Co.,  2815  Grays  Ferry  Avenue. 
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John  Dougherty,  assistant  plant  superintendent,  said  tlie  gas  came  from  a  leak 
In  1  of  2  feed  lines  running  from  a  tank  car  into  building  No.  8,  one  of  sereral 
lialf-bl<iek-8quare  buildings  on  the  grounds  of  the  huge  plant. 

The  heavy,  greenish-yellow  gas  spread  over  a  large  area  in  South  Philadelphia. 

FED  FROIC  TARK  OAR 

David  Wood,  plant  supervisor,  said  the  gas  was  being  fed  from  a  tank  car 
filled  with  3,000  gallons  of  chlorine.  He  said  very  little  of  the  gas  seeped  out. 
A  safety  valve  is  attached  to  the  tank  car  to  cut  off  the  flow  if  leaks  develop, 
he  said. 

However,  enough  gas  escaped  to  blanket  lightly  an  area  covering  at  least  four 
nearby  streets  between  Grays  Ferry  Avenue,  and  the  Schuylkill  River,  including 
Alter,  Ellsworth,  Annin,  and  Peltz  Streets. 

Only  the  skeleton  night  crew  was  on  duty  when  the  leak  was  discovered  about 
6 :  45  p.  m. 

In  building  No.  8  were  Juan  H^ernandez,  87  of  306  South  10th  Street,  and 
Clarence  Kennedy,  44,  of  1211  South  Harmony  Street.  In  neighboring  building 
No.  14  were  William  Hoover,  46,  of  2083  East  Orleans  Street,  a  bead  chemical 
worker,  and  David  Brlnson,  45,  of  702  South  15th  Street. 

The  night  watchman  was  Joseph  Small,  75,  of  2708  Titan  Street 

SHELLED  FUMES 

The  men  in  No.  8  smelled  the  fumes  first.  One  of  them  struck  a  box  inside 
the  company  yard.  All  of  the  men  except  Hoover  left  the  buildings  to  get  away 
from  the  fumes. 

Hoover,  however,  fought  his  way  through  the  choking  fumes  to  turn  off  the 
valve  and  stop  the  flow  of  chlorine.    He  collapsed  after  turning  the  valve  olt 

Members  of  Rescue  Squad  No.  3,  from  50th  Street  and  Lancaster  Avenue,  put 
on  "air  pack"  masks,  entered  the  building,  and  pulled  Hoover  to  safety.  Hoover 
was  admitted  to  Graduate  Hospital  with  acute  chlorine  poisoning. 

Battalion  Chief  James  G.  Davis,  57,  of  2127  Jefferson  Street  and  the  19th  and 
flontb  Streets  fire  station,  was  overcome  outside  the  buildings  and  collapsed.  He 
was  treated  at  Graduate  and  released  later. 

TREATED  WITH  OXYGEN 

Brlnson,  Hernandez,  and  Small  were  treated  at  Philadelphia  General  HospitaL 
Oxygen  was  used  to  counteract  the  chlorine. 

{Be^wral  firemen  became  ill  after  returning  to  their  stations.  live  were 
treated  at  Phlladephia  General  Hospital.    They  are : 

William  Miller  and  Rodman  H^olland,  of  Rescue  Squad  No.  3,  and  Michael 
Hannan,  Stephen  Kamien,  and  Nunzlo  Richini,  of  Engine  47,  3135  Grays  Ferry 
Avenue,  the  first  company  at  the  scene.  Henry  Herling,  of  Rescue  Squad  No.  1, 
Juniper  and  Race  Streets,  was  treated  at  Hahnemann  Hospital. 

One  fireman,  Thomas  Malone,  29,  of  823  North  Beechwood  Street,  a  member  of 
tru<^  9,  2110  Market  Street,  was  injured.  His  right  ear  was  cut  and  he  was 
treated  at  Graduate  HospitaL 


[From  the  Philadelphia  (Pa.)  Evening  Bulletin,  November  27,  195^] 
FiBM  Fined  $1,300  in  Aik  Pollution 

The  Nicetown  Dye  Works,  Orthodox  and  Belgrade  Streets,  yesterday  was  fined 
a  total  of  $1,300,  plus  $65  costs,  by  Magistrate  Ellas  Myers  on  charges  of  violating 
the  city's  air  pollution  control  ordinance. 

Assistant  City  Solicitor  Frederick  Fiegenberg,  who  prosecuted  the  case  in 
central  police  court,  said  the  fine,  based  on  13  separate  counts,  was  the  largest 
ever  levied  here  on  air  pollution  charges.  James  F.  Masterson,  attorney  for 
the  company,  said  he  would  appeal. 

THIRTEEN  VIOLATIONS 

Jtmt  Lieberman,  industrial  engineer  for  the  air  pollution  control  board, 
testified  that  on  13  days  between  October  2  and  November  12  smoke  from  the 
eompany's  chimney  was  well  above  the  60-percent  density  allowed  by  the  ordi- 
nance, and  on  some  days  soared  to  100  percent 
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Newell  K.  Chamberlin,  the  board's*  executive  director,  added  that  the  finn's 
present  equipment  "could  not  be  operated  without  violating  the  law"  since  the 
furnaces  use  soft  coaL 

"We're  concentrating  on  all  industrial  firms  in  the  present  drive  and  in  most 
cases  we  are  getting  excellent  cooperation,"  Chamberlin  declared.  "In  the  last 
6  months,  however,  we  have  received  little  cooperation  from  the  Nlcetown  Dye 
Works." 

PLAN  TO  CHANGE  TO  GAS 

Masterson  insisted  the  company  had  attempted  to  work  out  a  solution  with  the 
city,  and  that  the  president,  Raymond  W.  Walls,  was  now  making  efforts  to 
obtain  gas  from  the  Philadelphia  Gas  Works  Co.  for  the  powerplant 

It  was  the  second  time  in  6  weeks  the  firm  was  in  police  court  on  air  pollution 
charges.  At  the  previous  hearing,  attended  by  a  number  of  women  residents  of 
the  section,  the  charges  were  dismissed  on  the  company's  promise  to  remedy  the 
conditions  within  60  days. 

[From  the  PhUadelphia  (Pa.)  Evening  Bulletin,  November  27,  1958] 
Air  Pollution   CJobts  $1,300 — Firm  in  Northeast  Fined  fob  Smoks 

The  Nlcetown  Dye  Works,  Inc.,  Belgrade  and  Orthodox  Streets,  Brldesburg, 
was  fined  $1,300  and  $5  costs  today  for  polluting  the  air. 

Assistant  City  Solicitor  Frederick  Flegenberg,  who  prosecuted  the  case,  said 
that  the  fine,  Imposed  by  Magistrate  Ellas  Myers  in  central  police  court,  is  the 
largest  levied  since  adoption  of  the  air  pollution  control  ordinance  in  1948. 

The  company  offered  no  defense.  James  F.  Masterson,  its  attorney,  said  the 
fine  would  be  appealed. 

THIRTEEN  VIOLATIONS 

The  fines  were  Imposed  for  13  violations  of  the  alr-pollutlon  ordinance  between 
Octoi)er  2  and  November  12. 

Jesse  Lleberman,  Industrial  engineer  for  the  air  i>ollutlon  control  board, 
said  tt»«t8  showed  degrees  of  blackness  in  smoke  from  the  company's  stacks 
ranging  from  60  to  100  i)ercent  In  density.  Any  density  of  60  or  above  Is  a 
violation,  he  declared. 

Lleberman  said  the  tests  are  taken  by  what  is  known  as  the  Rlngelman  chart, 
which  is  nn  accepted  method  for  measuring  smoke  density.  He  said  the  com- 
piiny  burns  soft  coal  with  stokers. 

On  October  S  Magistrate  William  Clbottl  cleared  the  firm  when  It  was 
accused  In  central  police  court  by  about  20  women  of  ruining  their  wash  and 
spreading  a  black  deposit  over  their  homes. 

TOOK    SAMPLES   TO   COURT 

Some  of  the  women  went  to  court  with  samples  of  a  sediment  scraped  from 
house  paint.  At  that  time  Masterson  contended  the  soot  did  not  come  from 
the  Nlcetown  plant  but  from  other  Industries  in  the  area. 

Newell  K.  Chamberlin,  executive  director  of  the  air  pollution  control  board, 
said  after  the  hearing  that  the  board  has  not  received  adequate  cooperation  from 
the  company  since  It  first  began  to  receive  complaints  from  residents  about  6 
mouths  ago. 

"We  don't  want  it  to  appear  that  we  are  putting  any  particular  pressure  on 
this  firm,"  said  Chamberlin.  "As  a  matter  of  fact,  we  have  been  concentrating 
on  all  industrial  firms  In  the  northeast  section.  For  the  most  part  we  are 
receiving  cooperation.    liut  from  this  firm — no." 


[From  the  Philatlolphla  (Pa.)  Bulletin,  July  7.  1953] 
Philadelphia  Klkctric  B'ined  foh  Soot— Pays  Maximum  or  $100  and  Costs 

The  Philad  "  ^'^^'^^  ^^^  tcKlay  because  thick,  oily  soot 
from  Its  p  ^^^^  spread  over  a  wide  areji  of  the  north- 
east on  Jv  .     ,. 

The  i  *"y  ^y  Magistrate  WiUiam 
Gibotti 
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The  electric  company  was  charged  with  violation  of  the  air  pollution  control 
ordinance  of  1948.  Charges  were  brought  by  the  Air  Pollution  Control  Board, 
which  investigated  the  incident. 

The  $100  fine  was  the  most  that  could  be  levied  under  the  law. 
There  was  no  tesstimony  at  the  1-minute  hearing.    A  representative  of  the  com- 
pany arrived  with  the  check  already  made  out  and  handed  it  to  Cibottl. 

However,  Frank  A.  Simons,  an  attorney,  was  at  the  hearing  and  announced 
that  he  had  been  retained  by  90  householders  whose  homes  and  belongings  were 
blackened  by  the  soot. 

COMPANY   SETTLIXO 

Simons  said  company  adjusters  are  in  the  process  of  settling  with  all  of  those 
aifected. 

Philadelphia  Electric  said  the  day  of  the  incident  that  the  trouble  was  in  failure 
of  a  fly-ash  fan  while  a  generating  unit  was  being  changed  over  from  coal  to 
fuel-oil  operation. 

Also  fined  $100  and  costs  by  Cibotti  today  was  the  Congoleum  Nairn,  Inc.,  recent 
successor  to  Sloane-Blabon  Corp.,  Front  Street  and  Erie  Avenue. 

Jesse  Lieberman,  industrial  engineer  for  the  board,  said  that  the  company 
Is  one  of  the  worst  offenders  in  the  northeast  as  far  as  cinders  and  odors  are 
concerned.  He  said  he  thought  the  trouble  was  caused  by  the  burning  of  scrair 
linoleum. 

R.  R.  Fredericks,  plant  engineer,  said  that  was  not  true,  that  the  trouble  was 
mechanical  failure  in  stokers.  He  said  that  the  plant  is  to  close  down  the  first 
2  weeks  in  August  and  steps  will  be  taken  then  to  correct  the  stoker  defect  so  there 
will  be  no  recurrence  of  the  trouble. 


[From  the  Philadelphia  <Pa.)  Inquirer.  Jnlj  8,  1958] 
Philadixphia  Electbic  Co.  Pays  $100  Fine  in  Pollution 

The  Philadelphia  Electric  Co.,  haled  into  central  station  yesterday  on  charges 
of  violating  the  city's  antipollution  ordinance,  waived  a  hearing  and  came  pre- 
pared with  a  check  already  made  out  for  $109.95 — exactly  enough  to  pay  a  $100 
line  and  costs. 

The  utility  had  been  blamed  for  a  mechanical  failure  at  its  Delaware  station 
at  Beach  and  Palmer  Streets  shortly  after  midnight  last  June  22,  with  the  result 
that  a  huge  section  of  the  lower  northeast  was  blackened  by  a  thick  film  of  oily 
soot. 

ANOTHEB  FIBM  FINED 

A  simitar  fine  and  costs  were  levied  against  the  Congoleum-Naim  Corp.,  after 
representatives  of  the  air  pollution  control  board  testified  that  dense  clouds  of 
black  smoke  had  poured  firom  a  stack  at  its  plant  at  Front  Street  and  Erie 
Avenue  for  15  minutes  on  the  same  day. 

Assistant  City  Solicitor  Frederick  Fiegenberg  was  on  hand  to  prosecute  the 
electric  company  but  there  was  no  testimony.  Frank  A.  Simons,  who  identified 
himself  as  attorney  for  a  number  of  residents  in  the  area,  said  his  clients  would 
seek  claims  against  the  company  for  damage  to  their  homes  and  furnishings,  but 
Magistrate  William  A.  Cibotti  said  he  was  concerned  only  with  the  ordinary 
violation. 

A  representative  of  the  company,  who  did  not  identify  himself,  handed  over 
the  check  without  argument.  At  the  time  of  the  incident,  a  company  spokes- 
man said  the  deposit  of  soot  was  caused  by  the  failure  of  a  fly-ash  fan,  which 
was  designed  to  blow  unbumed  tronic  precipitators. 

Officials  of  the  Congoleum-Nairn  Co.  said  they  were  testing  equipment  in  an 
effort  to  prevent  an  occasional  discharge  of  smoke  at  their  plant. 


[From  the  Philadelphia  (Pa.)  Bvenin^  Bulletin,  November  23,  105a] 

Foo  Blanket  Darkens  Are.\  After  Rain,  Wind  Lifts  Smog — ^Low  Visibijjtt 
Slows  Traffic  Into  Midcity 

The  eye-reddening  smog  was  gone  today,  but  a  heavy  blanket  of  fog — the 
plain,  ordinary,  nonirritating  type — settled  over  this  area  in  its  place. 
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\/f  nxB,  it  redaced  TimUiBtj, 

Ib  central  gxj,  lov-kaaipa^  eio«d»  and  fo^  beeaae  «»  tkick  abovt  S:  SD  a.  m. 
tkat  dayfisfct  wms  trsfHforaed  imo  doik  tcnporazilj. 
Lisko  vcQt  «i  ia  4Aee  teOdta^K.  oMtorisciw  tnia^ 


Tbe  dmrkaem  lyroke  sdkortlj  b«f ore  9  a.  ■. 

Henrj  P.  A/lanks.  tlie  weaci^^rman.  said  tliat  tbe  piSc«p  of  l*7v  kanging  doods 
was  caaaed  bj  a  neetis^  of  2  air  Biasi««^  1  coaanf.  fnum  tbe  northwest  and 
tke  other  frtaa  the  sootheast. 

The  SBM^ — a  e*>mbinanoQ  of  foe-  s<ooc.  aitd  industrial  f«ike  deTcloped  oo 
Wcdneadaj,  bat  its  irritatiBe  effect  wasa*t  feit  mttil  Tharsdaj. 

It  was  earned  by  aa  iBrer^oo  in  which  a  %MjrT  ei  ro^^er  air  near  the  gitmnd 
was  beid  d«wn  bj  a  layer  of  warm,  dry  air.  This  crappi^d  the  mixture  <^  fbs 
and  the  imporitlca. 

HI6H  JkinTfTBtL  aUIBfll 

Aromd  aoen  jesterdaj  tb&  smo^  Anally  bc^aa  to  lift.  There  wasat  mudk 
wind  near  the  sarface  at  tlie  time. 

A  weatlker  borean  spokesman  expnpss^  belief  that  sootltwest  winds  of  aboat 
5»  milea  aa  boor,  blowing  at  a  height  <rf  from  5JM30  to  lOjOOO  feeC  dispelled  the 


At  1  this  morning  li^t  rain  began  to  fall.  It  came  down  hearier  between  3 
and  5  a.  nu  accompanied  by  winds  oi  23  miles  an  hoar,  with  gosCs  «p  to  32  at 
Interna  tiooa  I  Airport. 

This  further  serred  to  dispel  the  smog.  The  weather  borean  registered  0.63 
of  an  inch  of  rain. 

AfXPOar  TaAFTTC  H£ATT 

International  Airport  became  the  scene  of  a  traffic  jam  la^t  night  when  fog 
fmred  rerouting  <rf  planes  boand  for  New  York  and  Boston  airports. 

Aboat  70  planes  landed  at  tlie  Phllad^phia  airport  daring  the  5  honra  from 
6: 30  to  11 :  30.  The  normal  traffic  is  aboat  ^>  planes.  Albert  V.  Anderaoiu  air* 
port  5inp»*rint**ndent.  said. 

Daring  the  height  of  the  ro;^  a  National  Airlines  4-eagine  DO-6.  boand  firom 
Idlewild  to  Miami,  reported  motor  trvmble  shortly  after  it  took  off  from  Int^ 
national  at  7 :  40. 

A  half  a  doaen  other  planets.  waiUng  to  land,  wer^  held  off  by  the  control 
tower  as  the  airliner  with  53  passengers  and  a  crew  of  3  retomed'for  an  emer- 
gency landing. 

FXaS  CBKWS  STA!VD  BT 

As  a  precantionary  measare«  fire  and  rescue  equipment  was  called  out.  Bnt 
the  DC-45  came  to  ground  safely  at  8 :  OS  witiKHit  incident.  The  pilot-  Cftpt.  K.  P. 
McDonakU  reported  that  one  of  his  motors  l>egan  to  fail  shortly  after  takeoff. 

The  passengers  were  placeil  aN>ard  another  lUane  and  sent  on  their  way. 

Airport  officials  call<^  out  extra  guanls  and  maintenance  crews  to  handle  the 
crush  of  abont  1,000  passengers  and  tlie  extra  planes. 

PIT  ABOARD  RISES 

Host  of  the  passengers  were  bound  for  Idlewild,  Newark*  and  LaGoacdi»  air- 
ports and  Boeton.  lamousines  and  alnu^t  a  dcaen  l^TC  buse$  wi^re  pressed  into 
a&rlce  to  shuttle  the  people  to  :iOih  Street  IVnusylvauia  station. 

A  half-dozen  additional  ciist.  lusptvtors  were  sent  to  holp  cU^ar  iiassengera 
coming  In  on  orerseas  flights,  .     -tljk  fr\uu  IWruuula  and  tht^  ^^iribbean. 

Anderson  ren"»^-'  thikt  th^  ^-  rt  had  no  dlttkulty  handling  the  extra  plane 
trafBe  b  pn>s^n\t  terminal  caus^M  some  delay  in 

Xhe  **^*''^  w^Hither  c^OHtttUvns  easeii  at  New 

To  ^^"^^ 
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[Prom  the  Philadelphia  (Pa.)  Inquirer,  June  23,  1953] 
FaH    FaILUSB    at    BiLECTBIC    PLANT   PboBBD    IN    NOBTHEA8T    SOOnNG — ^POLLT7TX0N 

BoABO  Studies  Action  Against  Fibm 

City  air-pollution  authorities  launched  a  probe  yesterday  into  the  background 
of  a  mechanical  failure  at  a  Philadelphia  Electric  Go.  generating  plant  blamed 
for  blackening  a  huge  area  of  the  lower  northeast  with  a  thick  film  of  oily 
soot  in  the  early  morning  hours. 

Thousands  of  residents  of  Port  Richmond  and  Kensington  awoke  to  find  their 
faces  and  bodies  blackened  by  the  soot  Many — especially  those  sleeping  with 
windows  opened  wide  during  the  hot  and  humid  night — reported  extensive 
damage  to  upholstered  furniture,  rugs,  and  wallpaper. 

FAN    FAILUEE    blamed 

An  electric  company  spokesman  attributed  the  condition  to  the  failure  of  a  fly- 
ash  fail  when  1  of  2  new  generators  at  the  Delaware  station,  Beach  and  Palmer 
Streets,  was  being  changed  over  from  coal  to  fuel-oil  operation. 

The  fan,  he  said,  is  supposed  to  blow  unburned  solids  to  collectors  and  elec- 
tronic precipitators.  For  about  10  minutes,  from  midnight  until  12 :  10  a.  m.,  the 
particles  went  up  the  flue  and  spread  over  the  area. 

Morris  Duane,  chairman  of  the  air-pollution  control  board,  and  Newell  K. 
Ohamberlin,  head  of  the  health  department's  division  of  pollution  control,  sent 
investigators  into  the  area  to  take  samples  of  the  soot 

boabd  mat  being  chabge 

Duane  and  Ohamberlin  admitted  the  accident  was  of  a  type  which  the  com- 
pany's engineers  can  be  expected  to  prevent  in  the  future.  They  added,  however, 
the  air-pollution  control  board  may  still  bring  a  charge  of  violating  the  anti- 
pollution ordinance  against  the  company.    Maximum  penalty  is  a  $100  fine. 

Police  of  the  Girard  and  Montgomery  Avenues  and  the  Belgrade  and  Clearfield 
Streets  stations  said  they  started  receiving  calls  from  residents  shortly  after 
1  a.  m. 

Hundreds  of  additional  calls  were  received  at  the  police  stations  and  at  the 
electrical  bureau  in  city  hall  between  6  and  7  a.  m.,  when  residents  awoke  to 
find  themselves  smudged. 

The  only  hospital  in  the  area,  Northeastern,  at  Tulip  Street  and  Allegheny 
Avenue,  called  in  offduty  nurses  to  help  close  windows  and  change  patients 
bedclothing. 

[From  the  Philadelphia  (Pa.)  Inquirer,  Noyember  20,  195^] 

Mant  Fall  III  as  Choking  Smog  Blankets  Abeia — ^Wabm-Aib  Layeb  Oveb  Cold 

Holds  Smoke  to  Eabth 

A  layer  of  smog  so  thick  that  it  penetrated  ofllces  and  private  homes  lay  over 
Philadelphia  and  Camden  yesterday,  hampering  airline  operations  and  shipping, 
and  hospitalizing  nearly  a  score  of  industrial  workers. 

Hundreds  of  central-city  shoppers  and  workers  were  affected  by  the  smog 
which  brought  tears  to  the  eyes,  and  a  private  plane  made  a  forced  landing  on  the 
Delaware  River  when  the  haze  blotted  out  his  visibility. 

The  condition,  a  mixture  of  fog  and  smoke  from  industrial  plants,  extended 
over  a  considerable  portion  of  the  Atlantic  seaboard,  according  to  the  Weather 
Bureau  here.     It  was  expected  to  continue  through  today  and  tonight. 

blanket  oveb  abea 

George  Richards,  acting  chief  of  the  air  pollution  control  board,  said  the 
phenomenon  was  caused  by  an  air  Inversion,  in  which  a  pocket  of  warm  air,  lying 
above  cold  atmosphere  closer  to  the  group,  caused  moisture  to  condense  in  the 
cold  air  and  create  fog. 

The  two  layers  of  air,  he  explained,  acted  as  a  lid,  holding  smoke  and  fumes 
close  to  the  ground  instead  of  permitting  them  to  dissipate  in  the  upper  air. 
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WOMEN    COLLAPSE 

Although  Owen  B.  Stnbben,  depaty  health  commissioner,  said  the  anog  was  not 
a  health  hazard,  a  number  of  women  employed  at  the  Unity  Machine  k  Tool 
Corp.,  2727  Blast  Westmoreland  Street,  collaptsed  sliortly  after  noon  yesterday, 
apparently  as  a  resnlt  of  air  poUntlon. 

They  were  among  26  persons  employed  in  the  plant,  some  of  whom  first 
complained  of  Illness  and  asked  that  the  windows  be  opened  and  the  place 
aired  out.  When  this  failed  to  relieve  them,  they  were  granted  permis^on  to 
go  outdoors  "for  air" — and  once  outside,  they  collapsed.  Ten  of  the  women  were 
taken  to  Northeastern  Hosi^tal,  where  oxygen  was  administered.  SeTeral  of 
those  most  seriously  affected  were  detained  for  further  treatment. 

PEDE8TKLA.NS  WEEP 

In  the  central  city,  pedestrians  went  about  weeping  as  the  smog  became 
progressively  worse  in  the  early  afternoon.  Hospitals  in  that  area  reported 
a  considerable  number  of  cases  coming  in  to  complain  of  smarting  eyes.  They 
were  treated  for  smoke  irritation  with  a  boric  acid  solution  and  sent  on  thdr 
way. 

At  International  Airport,  half  a  dozen  morning  flights  were  delayed  by  low 
visibility.  At  12:40  p.  m.,  a  privately  operated  4-passenger  Fairchild  set* 
plane  was  forced  to  land  in  the  middle  of  the  Delaware  River  off  the  fifonse 
of  Correction  when  visibility  became  zero. 

LANDS  AT  WHARF 

The  pilot,  Walter  O'Connor,  46,  of  Agawam,  Mass.,  taxied  to  the  House  of 
Correction  wharf  at  the  foot  of  Rhawn  Street,  where  the  storekeeper,  Albert 
CafoUa,  of  551  West  Butler  Street,  tossed  him  a  rope  and  helped  him  to  land. 

O'Connor  said  he  had  brought  two  Agawam  businessmen,  Howard  Burkland 
and  John  Zielinski,  to  Philadelphia,  and  had  planned  to  land  at  pier  3  south, 
at  the  foot  of  Chestnut  Street,  but  was  halted  short  of  his  destination  by  the 
smog.  Burkland  and  Zielinski  were  met  a  short  time  later  by  a  business  as- 
sociate from  Riverton,  N.  J.,  and  completed  their  trip  by  automobile. 

TRASH-BUBNINO  STOPPED 

To  help  ease  the  situation,  the  air  pollution  control  board  ordered  all  dty 
dumps  to  stop  burning  rubbish  as  a  means  of  reducing  smoke,  and  notified 
industries  in  the  area  to  curtail  smoke-producing  operations  as  much  as  pos- 
sible. It  also  asked  the  cooperation  of  the  police  department  in  broadcasting 
warnings  to  motorists  to  use  caution  in  driving  because  of  low  visibility. 

Henry  P.  Adams,  Chief  of  the  United  States  Weather  Bureau  here,  predicted 
that  "as  soon  as  we  get  some  wind,  the  inversion  will  be  wiped  out."  He 
added,  however,  that  no  wind  is  expected  before  late  this  afternoon,  at  the 
earliest. 

The  same  situation  was  prevalent,  Adams  said,  from  Baltimore  to  New  York, 
but  was  intensified  over  the  industrial  areas. 

An  estimated  2,000  telephone  calls  from  residents  curious  or  concerned  about 
the  condition  poured  into  the  electrical  bureau  and  the  Weather  Bureau  in  tbe 
course  of  the  day. 

[From  the  Philadelphia  (Pa.)  Bulletin,  April  1,  1954] 
City  Air  So  Foul  Incinerator's  O.  K.,  Expert  Testifies 

A  professor  of  meteorology  testified  today  that  an  incinerator  at  Abbottsford 
Avenue  and  Fox  Street  would  cause  no  detectable  or  measurable  difference  in 
the  nearby  atmosphere. 

The  air  in  Philadelphia  already  is  so  polluted,  said  Dr.  Hurd  C.  WiUet,  of 
the  Massachusetts  Institute  of  Technology,  that  the  incinerator  could  have 
no  appreciable  effect. 

He  testified  in  behalf  of  the  city,  which  is  defending  a  suit  brought  by  John 
B.  Kelly  and  other  residents  of  East  Falls  to  restrain  the  city  from  building 
the  incinerator.  Judge  Vincent  A.  Carroll  has  been  hearing  testimony  in  the 
case  since  early  in  January. 
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Dr.  Willet's  testimony  was  at  odds  with  testimony  given  several  weeks  ago 
by  a  former  pupil,  Francis  A.  Davis,  Jr.,  now  an  instmctor  in  meteorology  at 
Drexel  Institute  of  Technology.  Davis  said  that  in  his  opinion  the  incinerator 
would  pollute  the  air  within  a  certain  radius. 


[From  the  Chamber  of  Commerce  News  of  Greater  Philadelphia,  March  17,  10&4] 
CoMiiiTTEE  Members  With  Leading  RoiJEa  in  Ant  Pollution  Law  Pabsaoe 

Following  are  the  members  of  the  two  chamber  committees  which  took  leadini^ 
roles  in  adoption  of  the  new  air  pollution  control  law.  The  first  committee  spear- 
headed the  chamber  position  in  the  legislative  phase,  while  the  second  is  con- 
cerned with  the  administrative  phase  of  the  law. 

LEGISLATIVE  COliMITTEB  FOB  THE  NEW  AIB  POLLI7TION  CONTROL  LAW 

C.  G.  Simpson,  Philadelphia  Gas  Works,  chairman ;  E.  M.  Baxter,  the  Bndd 
Co. ;  Samuel  Blum,  H.  M.  Wilson  &  Co. ;  William  F.  Cairo,  Electric  Storage  Bat- 
tery Co. ;  C.  S.  Cassels,  Henry  Disston  &  Sons ;  W.  R.  Chalker,  B.  I.  du  Pont  de 
Nemours  Co. ;  Henry  Chestnut,  Curtis  Publishing  Co. ;  J.  R.  Clemens,  Link-Belt 
Co. :  R.  W.  Coyle,  the  Midvale  Co. ;  W.  Davis  Chantry,  Laundry  Board  of  Trade 
of  Philadelphia ;  Frank  Devaux,  John  J.  Felin  &  Co.,  Inc. ;  Thomas  F.  Egan,  Jr^ 
Building  Owners  and  Managers  Association. 

Also :  J.  A.  Flnan,  Allied  Chemical  &  Dye  C6. ;  F.  P.  Flynn,  Wllkening  Manu- 
facturing Co. ;  R.  R.  Frederick,  Congoleum-Nalm,  Inc. ;  H.  Green,  Rohm  &  Haas 
Co. ;  William  B.  Hart,  Atantic  Refining  Co. ;  G.  L.  Haymes,  Gulf  Oil  Corp. ;  Dr. 
F.  J.  Majewskl,  Rohm  &  Haas  Co. ;  William  Marble,  Container  Corp.  of  America ; 
W.  A.  Morley,  Link-Belt  Co. ;  S.  S.  Palst,  Rohm  &  Haas  Co. ;  Edward  Fiexaon, 
Philadelphia  Textile  Manufacturers  Association. 

Also:  R.  A.  Reeder,  Reading  Railroad  Co.;  C.  B.  Rios,  Gulf  Oil  Corp.;  R.  J. 
Seheetz,  Henry  Disston  &  Sons ;  Francis  R.  Smith,  Julian  S.  Slmsohn  Co. ;  F.  A. 
Stewart,  Publicker  Industries,  Inc. ;  S.  Taylor,  Philadelphia  Electrical  Associa- 
tion; Walter  Wagner,  Philadelphia  Electric  Co.;  G.  S.  West,. Pennsylvania  Rail- 
road ;  Lindsey  H.  Wolfe,  Dravo  Corp. 

(Messrs.  Simpson,  Blum,  Green,  Wagner,  and  West  comprised  the  steering 
group  of  the  above  committee.) 

AIB  POLLUTION   OONTBOL  COMMITTEE 

Walter  W.  Sibson,  Jr.,  Proctor  &  Schwartz,  Inc.,  chairman ;  William  R.  Dun- 
ham, Jr.,  manager,  production  division,  chamber  of  commerce,  secretary. 

Textile  group ;  James  A.  Knlpe,  Philadelphia  Dye  Works,  chairman ;  Roy  W. 
Bezold,  Collins  &  Aikman  Corp. ;  Geoffrey  Tattersfleld,  Deamely  Bros.  Worsted 
Spinning  Co. ;  C.  Carroll  Baxter,  Jr.,  Baxter,  Kelly  &  Faust  Co. ;  Jesse  Hubscham, 
E.  Hubscham  &  Sons,  Inc. ;  H.  R.  Sage,  Mutual  Rendering  Co. 

General  manufacturing  group:  Samuel  Blum,  H.  M.  Wilson  Co.,  chairman; 
R  J.  Scheetz,  Henry  Disston  &  Sons ;  H.  McCane,  Container  Corp.  of  America ; 
R.  W.  Doyle,  the  Midvale  Co. :  B.  M.  Baxter,  Budd  Co. ;  W.  P.  Cairo,  Electric 
Storage  Battery  Co. ;  Walter  Wagner,  Phlladelplila  Electric  Co. ;  Georjre  West, 
Pennsylvania  Railroad. 

Service  industries  group:  Fred  W.  McBrlen,  Holland  Laundry,  chairman;. 
Walter  Duncan,  Bornot,  Inc. ;  Kurt  Smith,  Penn  Sherwood  Hotel ;  John  F.  Wettig, 
Tasty  Baking  Co. ;  Thomas  F.  Egan,  Jr.,  Building  Owners  and  Managers  Asso- 
ciation. 

Chemical  group :  S.  S.  Paist,  Rohm  &  Haas  Co.,  chairman ;  T.  F.  Hobbs,  B.  L 
du  Pont  de  Nemours  &  Co.,  Inc. ;  W.  B.  Hart,  Atlantic  Refining  Co. ;  J.  A.  Finan, 
Allied  Chemical  &  Dye  Co.,  Barrett  division ;  Doifglas  Schoerke,  Publicker  Indus- 
tries ;  T.  P.  Taylor,  Jr.,  Vick  Chemical  Co. ;  Dr.  L.  W.  Wasum,  Kessler  Chemical 
Co. 

Foundries  group:  William  A.  Morley,  Olney  Foundry  (Link-Belt  Co.),  chair- 
man ;  Nicholas  J.  Cattle,  Jr.,  American  Manganese  Bronze  Co. ;  William  S.  Loeb, 
Wllkening  Manufacturing  Co. ;  William  Leopold,  Northern  Bronze  Corp. ;  Henry 
J.  Kelly,  Dodge  Steel  Co.;  James  Lanning,  Perseverances  Iron  Foundry,  Inc.; 
Thomas  Landis,  works  manager,  Ajax  metal  division,  H.  Kramer  &  Co. 

Industrial  committees  throughout  Pennsylvania  and  the  Nation,  and  a  number 
44750— M—pt.  2 4 
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of  foreign  conntries,  including  Canada,  E«ngland,  and  India,  have  expressed  great 
interest  in  the  Philadelphia  air  pollution  control  story. 

Scores  of  inquiries  were  made  concerning  the  city's  first  air  pollution  control 
law,  passed  in  1948,  and  a  number  of  requests  already  have  been  recelTed  for  the 
new  law,  even  though,  as  legislation,  it  is  less  than  2  weeks  old. 

New  Clean  Aia  Law  Passed;  Chaicbeb  Amendments  O.  K.'d 

The  city  of  Philadelphia — with  much  volunter  technical  assistance  from  the 
Chamber  of  Commerce  of  Greater  Philadelphia — ^took  a  giant  step  this  month 
toward  making  the  metropolis  the  cleanest  city  in  America — in  the  air  as  well 
as  on  the  ground. 

Philadelphia  long  has  been  recognized  for  its  clean  streets  and  homes.  Just 
last  month,  the  city  won  for  the  seventh  consecutive  year  the  title  of  **Cleane8t 
Major  City"  in  the  Nation. 

Less  spectacular,  perhaps,  was  the  fight  against  smoke,  fumes,  dust,  and 
odors — a  battle  against  air  pollution  in  which  industry  of  Philadelphia  privately 
has  spent  more  than  $40  million  without  fanfare  or  publicity  in  the  past  few 
years  and  plans  to  spend  more  in  the  coming  years. 

Represented  by  the  chamber,  these  industries  contributed  their  thinking  to 
what  has  been  described  as  a  model-air-pollution-control  law  passed  by  city 
council  OD  February  25.  The  bill  was  signed  into  law  by  Mayor  Clark  on  Biarch 
9. 

OTHEBS  FACE  SAME  PB(^L£M 

Like  the  Air  Pollution  Control  Law  of  1948,  which  it  replaced,  the  newest 
legislation  already  is  being  sought  out  by  scores  of  industrial  communities  facing 
the  same  type  of  clean  air  problem  as  Philadelphia. 

Introduced  by  Councllmen  Guerin,  Norwitch,  and  Towey  and  strongly  pushed 
by  Councilman  Dallas,  chairman  of  the  public  health  fommittee,  the  new  law 
was  the  culmination  of  months  of  study  by  municipal  and  industrial  leaders,  the 
latter  constituting  a  committee  of  30  technical  experts  of  the  chamber's  air  pollu- 
tion control  committee. 

As  in  the  case  of  the  1948  law,  this  chamber  committee  contributed  volunteer 
technical  services  which  would  have  cost  the  city  hundreds  of  thousands  of 
dollars. 

The  new  law — known  as  bill  366 — was  quietly  dropi)ed  into  council's  legisla- 
tive hopper  on  June  11,  1953,  and  first  became  available  in  printed  form  on  June 
19.  Less  than  1  week  later — on  June  25 — the  chamber  sponsored  a  committee 
headed  by  Charles  G.  Simpson,  Philadelphia  Gas  Works,  to  study  the  proposed 
legislation,  dividing  the  group  by  various  segments  of  industry  so  that  members 
of  individual  units  had  common  air  pollution  problems. 

Out  of  this  meeting  came  the  analysis  that  the  major  defects  of  bill  366,  \n 
general,  pivoted  largely  around  what  was  unsaid  in  the  law  rather  than  in  the 
specifications  it  contained. 

Thus,  five  major  defects  were  recognized  by  the  chamber  committee.  And, 
when  the  bill  was  passed  on  February  25,  it  had  been  modified  to  the  satisfaction 
of  the  chamber.  Following  is  a  list  of  the  major  defects  and  remedies  which 
the  Chamber  brought  to  light  : 

Defect — ^The  bill  shifted  away  from  the  educational  and  cooperative  approach 
of  the  1948  law  toward  one  of  a  more  punitive,  nature. 

Remedy — The  chamber,  at  the  Invitation  of  the  city's  air  pollution  board, 
organized  a  committee  of  continuing  technical  advisory  subcomittees  represent- 
ing major  segments  of  industry  and  commerce  to  review  and  advise  the  board 
on  contemplated  regulations  or  changes  in  them.  The  continuing  nature  of 
these  committees  assures  Philadelphia  businessmen  as  well  as  those  seeking  a 
location  here  that  their  problems  relating  to  air  pollution  control  will,  as  they 
arise,  be  given  adequate  and  reasonable  consideration. 

Defect — The  failure  to  make  the  law  fiexible  enough  to  permit  realistic  han- 
dling of  cases  of  undue  financial  hardship  or  physical  impracticability  of  com- 
pliance arising  from  a  demand  for  immediate  correction  of  technical  violations. 

Remedy — The  city  wrote  a  provision  in  the  law  authorizing  administrative 
officials  to  establish  work  schedules  for  major  installations  required  for  com- 
pliance, and  to  allow  a  reasonable  time  for  execution  of  such  schedules.  Aban- 
doned was  the  initial  provision  that  permitted  anyone  with  a  grievance— eren 
though  fancied — to  bring  a  businessman  before  a  magistrate. 

Defect — The  failure  to  provide  special  administrative  machinery  to  cope  with 
violations  involving  the  emission  of  odors.     This  is  a  new  and  totally  unexplored 
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field  of  air  pollution  control  and  lacks  any  precedents  and  standards  for  its  en- 
forcement. 

Remedy — ^Recognition  in  the  law  of  the  special  nature  of  odor  control.  Pro- 
vision was  made  for  a  special  appeal  procedure  calling  for  hearings  hefore  techni- 
cally qualified  persons  to  insure  an  intelligent  appraisal  of  the  complaints  and 
their  yalidity. 

Defect — The  attempt  to  impose,  in  effect,  a  sales  control  measure  on  all  house- 
hold appliances  through  the  installation  and  operation  of  a  permit  system  with 
▼ague  limits  and  questionahle  relation  to  enforcement  needs. 

Remedy — Modification  of  the  proposed  legislation  to  an  appreciable  extent  by 
the  reinstatement  of  the  1948  exemption  of  household  appliances  from  any  per- 
mit requirements  for  less  than  3  dwelling  units  in  a  building. 

Defect — Inclusion  of  a  requirement  that  all  sources  of  possible  air  pollution 
be  licensed.   The  provisions  to  be  retroactive  to  include  existing  facilities. 

Remedy — This  requirement  was  deleted  so  that  the  licensing  requirements  now 
apply  only  to  future  major  Installations  or  alterations  in  limited  cases. 

MILUSB  COMMENTS 

Walter  P.  Miller,  Jr.,  chamber  president,  commenting  on  the  7-month  cam- 
paign  by  the  chamber  to  modify  the  new  ordinance,  had  this  to  say : 

"As  originally  drafted,  this  legislation  would  have  provoked  harassment  for 
the  businessman  as  well  as  providing  a  sales-control  device  on  household  ap- 
pliances by  universal  licensing.  Heavy  immediate  demands  on  the  capital  funds 
of  many  industries  has  been  averted.  The  sales  control  threat  has  been  elimi- 
nated. Sound  regulations  and  reasonable  enforcement  have  been  insured  by  a 
permanent  liaison  established  between  the  chamber's  technical  committees  and 
city  officials." 

Thus  was  the  city's  latest  air  pollution  control  law  finally  brought  to  construc- 
tive reality. 

While  the  legislation  itself  did  not  go  beyond  the  city  lines,  the  chamber  car- 
ried a  phase  of  the  air  pollution  control  question  straight  to  Congress. 

Last  week,  the  board  of  directors  urged  enactment  of  the  Hinshaw  bill  which 
would  provide  accelerated  amortization  of  industrial  expenditures  for  air 
pollution  control  equipment.  Copies  of  the  resolution  were  sent  to  Hepres*»nta- 
tive  Daniel  A.  Reed,  Republican,  of  New  York,  chairman  of  the  House  Ways 
and  Means  Committee  and  the  entire  Greater  Philadelphia  congressional  dele- 
gation. 

The  action  of  the  chamber  directors  brought  to  mind  a  statement  of  J.  Harry 
LaBrum,  board  chairman  of  the  chamber,  on  October  19  before  the  board  at  the 
opening  meeting  of  "Cleaner  Air  Week"  In  Philadelphia. 

Then  president  of  the  chamber,  LaBrum  lauded  Councilman  Dallas  for  "dis- 
playing a  ready  appreciation  of  the  problems  of  Philadelphia  business"  in  the 
air  pollution  control  problem  and  hailed  a  number  of  comiianies  for  outstanding 
work  in  combatting  air  pollution. 

LaBrum  i>articularly  cited  the  three  railroads  serving  Philadelphia — the  Penn- 
sylvania, Reading,  and  Baltimore  &  Ohio,  for  their  dieselization  program  replac- 
ing steam  trains;  the  Philadelphia  Electric  Co.,  which  has  spent  $7,500,000  in 
the  past  on  air  pollution  control;  and  the  Container  Corp.  of  America,  Henry 
Disston  Co.,  Philadelphia  Felt  Co.,  Du  Pont  Co.,  and  the  Simon  ScuUin  Foundry, 
Inc., — ^all  of  which  have  spent  many  thousands  in  the  "cleaner  air"  campaign  in 
Philadelphia. 

LaBrum  also  cited  the  following  firms  for  their  volunteer  air  pollution  control 
progrrams :  Heintz  Manufacturing  Co. ;  Publicker  Corp. ;  Delta  Finishing  Co. ; 
North  America  Lace  Co. ;  and  F.  W.  Tunnell  &  Co. 

COUNTLESS  OTHERS 

*^There  fli*e  countless  others  and  sometimes  we  hope  to  have  a  complete  listing 
SO  that  the  full  story  of  industry's  cooperation  may  be  told,"  LaBrum  concluded. 

At  week's  end  last  week,  Walter  W.  Sibson,  Jr.,  chairman  of  the  chamber's 
present  air  pollution  control  committee,  was  analyzing  the  results  of  a  trip  by 
himself  and  four  other  city  of  Philadelphia  and  chamber  representatives  to  Pitts- 
burgh to  look  over  administration  of  that  city's  air  pollution  control  program, 
which  includes  the  functions  of  industrial  advisory  committees.  The  group  also 
visited  the  Mellon  Institute  to  study  technological  advances  in  the  field. 
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COMMITTEES  PRAISED 

Chamber  President  Miller  praised  the  efforts  of  Sibson  and  his  air  pollution 
control  committee  and  the  prior  committee  of  Simpson  which  successfully  incor- 
porated the  industrial  "look*'  in  the  new  law. 

*'The  unselfish  efforts  of  these  committee  members  and  others  before  them  has 
largely  contributed  to  the  outstanding  position  Philadelphia  now  occupies  in 
the  field  of  air  pollution  control,"  Miller  said.  "Mr.  Simpson's  group  has  paved 
the  way  for  adoption  of  an  exemplary  piece  of  legislation.  Now,  Mr.  Sibson's 
committee  as  a  whole  will  serve  not  only  as  a  'watchdog'  of  the  administration 
of  the  law,  but  as  a  'teammate'  in  any  necessary  changes  in  the  legislation." 


INDUSTBY  Joins  in  Praising  Chamber  of  Commerce  Air  Pollution  Work 

Here  are  some  pertinent  industry  comments  on  the  work  of  chamber  committee 
members  on  the  new  air  pollution  control  law : 

J.  O.  Timms,  general  superintendent,  Philadelphia  Refinery  Gulf  Oil  Corp.: 
**May  I  commend  the  chamber  of  commerce  and  the  several  working  committees 
on  their  untiring  effort  and  splendid  manner  in  which  this  matter  was  handled? 
It  has  been  a  real  service  to  the  public  and  to  industry,  in  a  matter  of  importance 
to  the  welfare  and  development  of  the  city  of  Philadelphia." 

Thomas  P.  Egan,  Jr.,  executive  secretary,  Building  Owners  and  Managers  Asso- 
ciation of  Philadelphia  :**♦♦♦  the  special  air  pollution  committee  deserves  the 
highest  commendation  for  the  many  hours  of  study  and  discussion  which  resulted 
in  the  splendid  recommendations  made  to  the  public  health  committee  of  city 
council  on  the  proposed  air  pollution  control  bill  366. 

William  P.  Cairo,  legal  department,  Electric  Storage  Battery  Co. :  **Two  things 
I  believe  stand  out  clearly  as  a  result  of  the  committee  action.  One,  is  that  the 
city  will  consult  with  representatives  of  the  chamber  in  the  future  in  such  matters 
before  taking  definite  action  and,  two,  the  recommendations  of  the  chamber  will 
be  friven  serious  consideration  by  city  representatives." 

Charles  G.  Simpson,  director  of  finance  and  accounts,  Philadelphia  Gas  Works: 
"♦  •  ♦  I  have  had  a  lot  of  experience  with  chamber  of  commerce  and  other 
organization  staff  work,  but  in  all  this  experience  I  have  not  seen  such  devoted 
hard  work  as  you  ♦  ♦  ♦  gave  to  this  ordinance." 


Clark  Hails  Cooperation  Between  Cmr  and  Chamber  of  Commerce 

Siiming  the  new  air  pollution  control  ordinance  into  law,  Mayor  Joseph  S. 
Clark,  Jr.,  hailed  the  close  cooperation  between  the  city  and  the  chamber  whidi 
paved  the  way  for  the  unanimous  adoption  of  the  legislation  by  city  council. 

Clark  addressed  a  gathering  of  more  than  60  city  and  chamber  officials  who 
Jammed  his  reception  room  In  city  hall  for  the  formal  signing  ceremonies.  Wal- 
ter P.  Miller,  Jr.,  chamber  president,  and  a  number  of  oflicials  also  spoke  b^ore 
the  meeting. 

The  mayor  expressed  a  sincere  desire  for  continuation  of  city-chamber  cooper- 
ation and  congratulated  business  on  the  "enlightened  Interest"  they  showed  in 
offering  constructive  amendments  to  the  new  law  prior  to  its  passage. 

"We  can  all  take  great  satisfaction  in  this  step  forward  in  solving  many  of  our 
air  pollution  problems,"  Clark  said. 

ENFORCEMENT  WILL  GIVE  SOLUTION 

"Xow  it  has  become  a  fact  and  I  believe  that  a  strict  and  fair  enforcement 
policy  of  the  new  ordinance  will  provide  the  solution  for  many  of  the  city's  air 
pollution  problems." 

The  city  said,  in  a  statement  released  at  the  ceremonies,  that  the  new  pro- 
gram would  be  directed  "toward  prevention  of  violations,  rather  than  processing 
complaints." 

"The  cooperative  approach  to  business  and  industry  and  the  public  has  re- 
sulted in  engineering  studies  which  have  led  to  substantial  changes  of  equip- 
ment to  prevent  future  pollution,"  the  statement  said.  "The  future  program 
will  continue  to  emphasize:  (1)  complete  elimination  of  open  burning  when  Ui* 
cinerators  are  completed;  (2)  increased  requirements  for  industrial  cleanups; 
(3)  and  an  automatic  and  fair  enforcement  policy." 
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lOLLEB  FLEDOKS  OOOPEBATION 

Chamber  President  Miller  pledged  Mayor  Clark  the  utmost  cooperation  of  the 
chamber  in  all  matters,  including  air  pollution  control.  He  emphasized  that  the 
modem  Philadelphia  businessman  is  keenly  aware  of  his  civic  responsibilities 
and  the  need  for  a  "healthful  climate"  In  which  business  and  industry  can  thrive. 

Miller  noted  that  In  such  a  climate  greater  business  payrolls  are  generated 
which  result  in  more  prosperity  for  both  the  businessman  and  the  municipality. 

He  expressed  his  regrets  that  illness  prevented  the  attendance  of  Charles  G. 
Simpson,  of  the  Philadelphia  Gas  Works,  who  was  chairman  of  the  chamber's 
conimittee  **whlch  worked  assiduously  for  7  months  on  the  legislative  phase  of 
the  program  and  brought  It  to  such  a  succesesf  ul  concliislon.*' 

Councilman  Dallas  reached  the  ceremonies  too  late  for  the  speaking  program 
and  Councilman  Alexander  spoke  for  her.  When  she  arrived  from  another  Im- 
portant councilmanlc  meeting,  Mrs.  Dallas  said :  "I  wouldn't  have  missed  this 
occasion  for  the  world.** 

Chairman  Walter  W.  Slbson,  Jr.,  of  the  chamber's  air  pollution  control  coni- 
mittee, and  7  members  of  his  group,  attended  the  ceremonies  In  a  body.  They 
came  direct  to  dty  hall  from  a  meeting  at  which  they  discussed  aspects  of  ad- 
ministration of  the  legislation. 

[From  the  Philadelphia  (Pa.)  Inqairer,  November  22,  1953] 

FouvTH  Day  of  Fog  Forecast  in  Area  ;  Relief  on  Its  Way — Colo  Front  Moving 
Fbom  Midwest  May  Chase  "Lid"  of  Warm  Air;  Airport  Shut  Down  2 
Hours 

The  Philadelphia  area  was  shrouded  again  yesterday  and  last  night  with  fog, 
••smog"  and  "smaae,"  and  the  Weather  Bureau  predicted  the  same  conditions 
probably  would  prevail  today  for  the  fourth  successive  day. 

Five  fatalities  were  attributed  at  least  In  part  to  reduced  visibility  on  high- 
ways. 

A  freighter  and  a  barge  collided  on  the  fogbound  Delaware  River,  and  Inter- 
national Airport  was  shut  down  for  a  2-bour  period. 

Rain  In  the  afternoon  and  last  night  in  some  eastern  areas,  including  Harrls- 
burg,  was  too  light  to  cleanse  the  atmosphere  of  factory  smoke  and  exhaust 
fumes  that  have  contributed  to  the  pall  that  has  blanketed  sections  from  NortJi 
Carolina  to  New  Hampshire  for  from  3  to  5  days,  the  Weather  Bureau  said. 

MORE  OF   THE   SAME 

'*If  the  rain  had  been  a  bit  heavier,  as  had  been  exptnted.  It  would  have 
cleared  the  air  of  the  particles  that  help  create  the  generally  hazy  conditions," 
the  weatherman  said.  '*As  it  turned  out,  it  looks  as  if  we'll  have  more  of  the 
same  on  Sunday.*' 

A  sickening  odor,  concentrated  In  the  dense  atmosphere,  covered  a  large  portion 
of  the  central  and  North  Philadelphia  districts  shortly  after  1  a.  m.  today. 

Scores  of  complaints  poured  In  by  telephone  to  the  electrical  bureau.  City 
of&cials  said  most  of  the  complaints  cnme  from  points  near  Fifth  Street  and 
Girard  Avenue  and  Eighth  and  Poplar  Streets,  although  the  odor  could  lie 
detected  in  a  wider  area,  including  sections  on  North  Broad  Street. 

fail  to  trace  source 

Police  of  the  19th  and  Oxford  Streets  station  were  sent  to  investigate  but 
failed  to  trace  the  source  of  the  ofTenslve  odor.  Ted  Hale,  an  inspector  for  the 
air  pollution  control  board,  was  called  to  conduct  an  Investigation. 

The  forecast  for  today,  aside  from  more  fog,  smo? — smoke  and  fog — and 
smaae— smoke  and  base,  is  cloudy,  some  rain  and  little  change  in  temperatura 

COLD  FRONT  MOVING  IN 

A  cold  front,  however,  is  expected  to  arrive  here  tomorrow  and  help  dissipate 
the  warm-weather-lnduced  atmospheric  haze,  the  weatherman  said.  He  added 
that  while  the  front  has  dumped  from  7  to  10  inches  of  snow  on  some  parts  of 
the  Midwest,  It  should  be  somewhat  moderate  by  the  time  It  reaches  Pennsyl- 
Tsnla,  bringing  no  snow  and  a  not  drastic  drop  In  temperature. 
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Heavy  snows  were  reported  in  eastern  Soath  Dakota  and  northern  Biinnesota, 
with  lighter  falls  in  tlie  upper  Mississippi  Valley.  In  the  former  areas,  wide- 
spread damage  to  utility  poles  and  wires  was  reported. 

WAftM   AIR  ACTS  AS  LID 

The  low-visibility  conditions  have  prevailed  here  and  elsewhere  along  the 
coastal  States  because  the  warm  weather  has  been  accompanied  by  a  warm 
blanket  of  air,  it  was  explained.  At  night  the  ground  cools  olf  the  bottom  layer 
of  air,  but  the  warmer  air  above— motionless  because  of  a  lack  of  brisk  winds 
or  heavy  rain — acts  as  a  lid  which  seals  in  smoke,  exhaust  fumes,  and  other 
foreign  particles. 

On  Friday,  when  the  high  was  70  degrees  and  the  low  was  36,  the  average 
temperature  was  53  degrees,  well  above  the  normal  average  of  44  for  the  date. 
Yesterday's  maximum  was  slightly  lower,  but  ttie  day's  average  was  still  above 
normal. 

The  Weather  Bureau  reported  that  real  fog  was  recorded  from  1 :  30  a.  m. 
to  8 :  30  a.  m.  yesterday.  After  that  the  fog  lifted  somewhat,  only  to  be  replaced 
by  the  smoke  and/or  ha2se  conditions. 

FLIGHTS  BESTKlCi'MU) 

All  flights  to  and  from  International  Airport  were  canceled  between  7:30 
and  9 :  30  a.  m.,  after  which  restricted  operations  were  permitted.  That  meant 
an  oflSdal  said,  that  planes  were  allowed  to  land  or  take  off  whenever  there  was 
a  break  in  the  overcast. 

The  official  added  that  although  fog  was  reported  by  the  Weather  Bureau 
during  most  of  the  morning,  visibility  at  the  airport  was  good  through  most  of 
the  night. 

"Our  ceiling  was  20,000  feet  or  better  most  of  the  night,  but  then  it  began 
to  get  thick  up  above  all  of  a  sudden,"  he  said. 

At  8  a.  m.  visibility  in  the  downtown  shopping  area  was  limited  to  about  a 
block.  Along  Delaware  Avenue  motorists  reported  they  could  see  only  about 
20  feet  ahead.  The  smojo:  also  was  particularly  thick  along  the  Industrial 
Highway  and  the  Fairmount  Park  drives. 

NEW  JEfiSKT  TUBNFIKE  FOOBOUNlD 

Motor  traffic  was  slowed  in  many  sections  in  the  early  morning.  Fog  rolled 
onto  the  New  Jersey  Turni)ike  about  an  hour  after  midnight,  causing  a  reduc- 
tion in  the  60-mile  speed  limit  to  35  miles  along  its  entire  118  miles  at  1 :  08  a.  m. 

The  reduced  speed  limit  was  lifted  between  Deepwater,  the  southern  terminus, 
and  Borden  town  at  8:45  a.  m. ;  between  Bordentown  and  Hightstown  at  9:85; 
between  Hightstown  and  Woodbridge  at  10:16;  and  between  Woodbridge  and 
Bergen  interchange  at  the  northern  end  at  11 :  02  a.  m. 

The  New  York  metropolitan  area  had  one  of  its  worst  fogs  on  record  as  it  was 
blanketed  for  the  fifth  straight  day.  Operations  at  Idlewild  and  LaGuardit 
Airports  were  shut  down  completely  Friday  night  and  yesterday  morning.  In- 
coming flights  were  diverted  to  Newark,  Washington,  and  Boston  when  visibility 
was  reduced  to  10  feet. 

With  traffic  moving  at  a  crawl,  police  in  Queens  and  Nassau  CJounty  warned 
motorists  to  stay  off  roads. 

In  Connecticut,  road  traffic  was  snarled  and  more  than  20  accidents  were 
reported  on  one  stretch  of  the  Merritt  Parkway. 

smog's  ingredients 

Dr.  Morris  B.  Jacobs,  director  of  New  York  City's  air  pollution  control  labora- 
tory, gave  a  specific  explanation  of  some  of  the  things  that  get  into  the  air  to 
create  smog  or  smaze :  "In  addition  to  soot,  there  are  particles  of  such  things 
as  fly  ash,  dust,  earth,  tars,  asphalt,  grit,  loose  paint  from  buildings  aad 
windows,  rubber  rubbed  off  tires  by  friction — and  anything  loose  and  likely  to 
blow  upward.'* 

A  number  of  persons  were  treated  in  Elizabeth,  N.  J.,  hospitals  for  eye  <ff 
throat  irritations  caused  by  the  concentration  of  air  particles  in  that  hard-Mt 
north  Jersey  region. 
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FiVK  IKJUBED  IN  GkASHSS  ON  FoG-OlOAXJED  RoADS 

Robert  Van  Hout,  27,  of  5423  Pentridge  Street,  suffered  a  fractured  left  hip, 
chest  injuries  and  severe  face  cuts  when  the  car  he  was  driving  crash^  ifttto 
a  house  at  Route  202  and  Morris  Road,  Whitpain  township,  Montgomery  (bounty. 

MISSES  DETOUB  SIGN 

Ofllcer  Earl  Kelly,  of  Whitpain  township  police,  said  Van  Hout  missed  a  detour 
sign  because  of  the  fog.  The  car  skidded  across  a  lawn  and  crashed  into  a  bay 
window  in  the  home  of  George  Kerr,  96-year-old  former  tennis  pro.  Neither 
Kerr  nor  his  housekeeper,  Antonla  Rommel,  was  injured,  but  Robert  Harmer, 
16,  of  5422  Pentridge  Street,  Van  Hout*s  passenger,  suffered  head  cuts.  He  was 
treated  at  Montgomery  Hospital,  Norristown. 

The  youth  told  Kelly  they  planned  to  hunt  pheasants  nearby. 

TOUTH  IS  INJURED 

Richard  Del  Casti,  16,  of  4020  Drexel  Avenue.  Pennsauken,  was  injured  seri- 
ously In  a  similar  accident  at  Route  88  and  the  Chun*  Road  circle,  Delaware 
Township,  N.  J.  He  was  taken  to  Cooper  Hospital,  Camden,  where  physicians 
said  he  suffered  a  fractured  left  rib,  multiple  cuts  of  the  head  and  chest  and 
skull  fracture. 

He  was  in  a  car  driven  by  Albert  Golbacker,  Jr.,  17,  of  Roosevelt  Avenue,  near 
Crescent  Boulevard,  Pennsauken.  Golbacker  told  police  his  brakes  failed  to 
bold  as  he  rounded  the  fog-shrouded  circle.  The  car  traveled  78  feet  through 
a  yard,  knocked  over  playground  equipment  and  finally  crashed  Into  the  home 
of  Mr.  and  Mrs.  Alexander  Nardone,  damaging  the  sun  porch.  Golbacker  was 
treated  for  a  fractured  nose.  They,  too,  were  starting  on  a  hunting  trip,  Gol- 
backer said. 

The  fog  was  blamed  for  causing  Merrill  W.  Holland,  50.  of  767  Walnut  Street, 
Camden,  to  lose  control  of  his  car  two  blocks  from  his  home.  The  automobile 
mounted  the  sidewalk  and  struck  the  front  of  the  Friendship  Baptist  Church 
at  924  Walnut  Street.  Holland  was  detained  at  Cooper  Mospital  with  head 
injuries. 

[From  the  PhUadelphia  (Pa.)  InqiUrer.  March  12,  1954] 
ExPBRT  Predicts  "Rain"  of  Waste  by  Incinerator 

Waste  matter  from  the  stack  of  the  proposed  city  incinerator  at  Fox  Street 
and  Abbottsford  Road  would  fall  to  the  ground  in  the  surrounding  area  for  as 
great  a  distance  as  2  miles,  a  meteorologist  testified  yesterday  at  a  hearing  on  a 
suit  to  block  the  incinerator's  construction. 

Francis  A.  Davis,  Jr.,  WFILrTV.  weatherman  and  a  professor  of  i^ysics  at 
Drexel  Institute  of  Technology,  said  that  temperature  inversions  prevalent  in 
Philadelphia  put  a  cap  on  the  atmosphere  which  would  cause  the  greatest  part 
of  any  waste  matter  to  remain  in  the  area  of  the  incinerator. 

WIND  CALLED  FACTOR 

He  said  this  condition  would  exist  anywhere  from  one-eighth  of  a  mile  to  2 
miles,  depending  on  the  wind  velocity  and  turbulence. 

The  hearing  was  1  of  approximately  12  held  on  the  suit  brought  by  John  B. 
Kelly,  contractor  whose  home  is  near  the  site,  and  Queen  Lane  Park,  Inc.  It  is 
being  heard  by  Judge  Vincent  A.  Carroll  in  Common  Pleas  Court  No.  2. 

Walter  Biddle  Saul,  an  attorney  for  the  plaintiffs,  said  he  had  called  Davis  as  a 
witness  to  refute  previous  testimony  in  which  the  city  sought  to  prove  that  any 
matter  from  the  stack  **would  blow  out  over  the  Atlantic  Ocean." 

NUISANCB  seen 

Under  cross-examination  by  City  Solicitor  James  L.  Stern,  Davis  admitted  that 
the  same  aitnation  as  would  be  caused  by  the  incinerator  could  be  applied  to  all 
chimneys  in  the  city. 

Davis  Mid  the  concentration  of  the  matter  in  the  air  would  be  enough  to  create 
A  nniaaiiGe  In  the  area. 
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AX  p?*-rk«Ei  b»jsft2x.  it  VIES  tgsii^tsA  ticrr  vmM  ke  2  t«B»  cCpftrtknlJite 


ScxcmaT  Racks  l3Ecxn&ki«K  P1.&3 

Fartkies  of  matter  tlirryvB  i»o  the  air  by  opcrarK«  «n€  tke  prigya^d  incinerator 
«t  AMMCtsfii»rd  lUittd  and  Fox  !<treet  w<Mild  &oc  aivreaabtr  isavase  air  paUiiUoii 
te  tbe  area.  Dr.  Hnrd  C.  WiHel.  <^  tl»  VaiwiwliiiKaA  Im^tste  of  IVdmolocr, 
aaid  jeaterdaj. 

Dr.  Wiilet,  wlio  ia  a  profeaBor  of  meleoTDlosj.  testified  before  Jiadee  Tincestt  A. 
Carroll  tbju  '^measaremest  of  parti<mUte  matter  in  tbe  air  w.^oM  be  tbe  same 
ia  tbe  area  of  tbe  incinerator  wbetber  it  was  tfiere  or  doc'* 


VWrvm  ^e  Phfladeipbim  (Pa.)  Ev«iBs  BvBetlm.  Ayri!  L  19»] 
Crrr  An  So  Focl  Iirct^rEXAToa's  O.  K-.  Bxpoar  TkSTxms 

A  profcaior  of  meteonrto^  testified  todaj  tbat  an  incinerator  at  Abbottsford 
AreBoe  and  Fox  Street  would  cause  no  detectable  or  measurable  diHeraice  in 
the  nearby  atmoaphere. 

Tbe  air  in  Pbiladripbia  already  is  9o  poQuted.  said  Dr.  Hmd  C  Willet,  of  ttie 
Maflsacbnaetti  Institnte  of  Tcdinology,  tbat  tibe  incinoator  couid  bare  no  afipre- 
dable  effect. 

He  testified  in  bdialf  of  tbe  eity.  wldcb  is  defending  a  suit  brousbt  by  Jobn  B. 
K^y  and  otber  residents  of  East  FrUs,  to  restrain  tbe  city  fr^Mo  bnikUns  tbe 
Incinerator.  Judge  Vincent  A.  Carroll  bas  been  bearing  testimony  in  tbe  case 
since  early  in  January. 

Dr.  Willet's  testimony  was  at  odds  witb  testimcmy  giTen  sereral  we^s  ago  by 
a  farmer  pupil.  Francis  A.  IhiTis,  Jr.,  now  an  instructor  in  meteorology  at  Drexel 
Institute  of  Tecbnology.  Davis  said  tbat  in  bis  opinion  tbe  incinerator  would 
pollute  tbe  air  witldn  a  certain  radius. 


[From  tbe  Philadelphia  (Pa.)  Inquirer,  November  2S,  1S»53] 
Ljght  Wixns,  DsizzLs  Ease  5  Dats  op  Smoo 

Lfgbt  winds  and  a  morning  drizzle  yesterday  helped  dissipate  tbe  smog  wbicb 
kept  Pbiladelpbians  wbeexing  and  coaghins;  for  5  days. 

Hrmie  real  relief  from  tbe  smoke  and  tbe  fumes  came  about  noon,  wben  tbe 
heavy  atmoipbere  thinned  out,  permitting  tbe  sun  to  br^ak  through  the  barrier 
of  haze, 

KKLIEF  PaEDlCTED 

Added  relief  was  expected  today,  accarding  to  the  Weather  Bureau,  but, 
before  it  comes,  a  heavy  fog  will  blanket  the  area,  dissipating  probably  early  in 
tbe  morning. 

Khower8  today  are  expected  to  clear  the  air  while  moderate  southerly  winds 
will  very  likely  carry  away  the  last  remnants  of  the  sniog. 

Until  nr>on  yesteisd§^^g|d||||g|||||9n  not  much  better  than  they  had  been  in 
the  4  previous  t__ ^ 

PANCHOa 

An  early  jr^*^  ■■^"•■■^(l^tte  International  Airport  and 

about  a  dai  iffl  ^®  Delaware  Breakwater. 

It  was  liflf^  ■■■teOy  to  permit  the  ships  to 

come  noJk  '^ait  a  standstill  until  about 

11a.     _ 

a  particularly  acrid 
Dts,  particularly  from 
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Inspectors  for  the  air  pollution  control  board  were  sent  out  early  to  condnct 
an  investigation,  but  at  a  late  hour  yesterday  were  unable  to  determine  the 
cause. 

Temperatures  yesterday  continued  high,  thermometer  registering  70  degrees  at 
about  4  p.  m.  The  lowest  temperature  was  53  at  7  a.  m.,  with  an  average  of 
IS  degrees  above  normal  for  the  date. 

Although  the  smog  was  not  seriously  felt  here  until  Wednesday,  the  Weather 
Bureau  said  it  had  started  gathering  9  days  ago,  increasing  In  intensity  until 
it  began  to  affect  the  everyday  lives  of  area  residents. 

TEST    INCOMPI^ETE 

lliroughout  the  5-day  period,  members  of  the  air  pollution  control  board  were 
busy  making  tests  and  analyses  to  determine  what  Philadelphians  had  been 
breathing  diu-ing  the  smog  period. 

Newell  K.  Chamberlin,  one  of  the  board  members,  said  the  tests  are  incomplete, 
but  there  was  no  doubt  ash,  dust,  tars,  asphalt,  grit,  and  paint  particles  con- 
tributed to  the  discomfort  of  the  city. 

TBAK>ED    IN    ABEA 

Present  in  the  air  also  were  sulfur  dioxide  and  formaldehyde  but  not  in 
euDUgh  quantities  to  affect  in  any  degree  the  health  of  the  residents  in  this 
area,  Chamberlin  said. 

The  atmospheric  inversion — a  layer  of  cold  air  next  to  the  ground  held  down 
by  a  layer  of  warm,  dry  air — trapped  just  about  everything.  Chamberlain 
explained. 

Smoke  from  homes  and  factories  and  fumes  from  automobiles,  trucks  and 
buses  contributed  to  the  discomfort.  Chamberlain  said. 

OFFICIALS  CLAMP  DOWN 

During  the  entire  period,  he  pointed  out,  the  air  pollution  board  clamped  down 
on  dump  fires. 

Throughout  the  5-day  period  the  board's  inspectors,  employees  of  the  Philadel- 
phia Gas  Works  and  the  police  department  were  kept  busy  enforcing  regulations 
against  smoke  and  fumes,  hoping  to  prevent  even  a  more  serious  condition. 

In  the  meantime,  Dr.  Norman  K.  Ingraham,  acting  health  commissioner  said  the 
smog  had  little  if  any  ^ect  on  the  general  health  of  the  residents. 

NO  NEE3)  FOR  MASKS 

He  said  there  was  no  particular  need  for  masks  or  other  filters,  since  the  smoke 
and  fumes  contained  only  minute  quantities  of  harmful  chemicals. 

"There  are  always  fumes  and  industrial  gases  around  any  large  city.  In  some 
areas  the  smog  was  serious  enough  to  cause  irritation  of  the  eyes  and  membranes 
but  there  was  not  enough  pollution  to  cause  any  prolonged  illness  of  germ 
diseases." 

Smog  and  fog,  which  obscured  vision  on  highways  in  many  areas  of  the  eastern 
seaboard,  prompted  Pennsylvania  State  police  to  issue  a  warning  to  motorists. 

SPEEDS  REDUCED 

Slower  speeds  were  advocated  where  visibility  was  poor.  Fog  they  said,  has 
been  particularly  heavy  in  the  Pocono  Mountains. 

The  smog  continued  unabated  in  New  York  with  no  appreciable  relief  in  sight. 
Fog  held  up  the  arrival  of  the  Cunard  liner  Parthia  for  18  hours. 

Upper  New  Jersey  was  no  better  off,  and  a  murky  blanket  continued  to  cover 
the  area.  Speeds  on  the  New  Jersey  Turnpike  continued  to  be  held  down  to  35 
miles  per  hour. 

[From  the  Philadelphia  (Pa.)  Inqairer,  November  19,  1953] 

Smog  CxTBTAnr  Envelops  City  ;  Stings  Etes — Freakish  Weather  Concentrates 
Smoke  ;  May  Last  36  Hours 

A  8im-dimnilng  curtain  of  fog  and  smoke  enveloped  the  Philadelphia  area  today. 
It  caoMd  coui^king  and  stung  the  eyes  of  thousands. 
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It  was  repofteiHy  caused  bj  a  freak  vreatlier  eoaditkio  whidi  conceotrated  the 
Bomially  diaeipated  iBdustrial  smokes  and  odorsL 

The  air  poUntion  control  board  ordered  all  city  domn^  .<^ot  dovm  and  took 
other  steps  to  coariMit  the  amos. 

MAT  LAST  3«  HOTSS 

The  Weather  Bnrean  reported,  howerer.  that  the  base  is  expected  to  hang  oyer 
the  city  for  another  24  to  38  honiaL 

It  emphasized  that  the  phenomenoiu  thoash  '^ery  incooTenient,*^  is  not 
danseroosw 

The  ^nc^  was  drawn  northeastward  acroes  the  city  from  the  ricinity  of  Inter- 
national Airport  In  southwest  Phlladelpliia. 

The  first  t^ephone  calls  to  the  ^ectrical  bnrean  came  from  the  Sastwick 
aeishborhood  abont  8  a.  m. 

FHOXCS  JAMMED 

Edgar  Grim,  borean  chief,  had  them  switched  to  tlie  air  pollution  board  In  dty 
hall  annex. 

In  the  next  hours  the  board  was  flooded  with  hundreds  of  caQs  as  the  blanket 
covered  the  city.    The  Weather  Bureau*s  phones  also  were  Jammed. 

Weatherman  Henry  P.  Adams  gare  this  explanation  of  the  base : 

Due  to  stagnated,  windless  air  conditions,  a  pocket  of  warm  air  extending  to 
a  height  of  about  1,000  feet  abore  the  ground  was  quite  a  bit  warmer  than  the 
ground  air. 

SETTLE  TOGBOr^H) 

Tills  "inTerslon**  acted  like  a  blanket.  The  smoke  and  gases  from  induatritl 
plants,  instead  of  going  up  and  up  until  dissipated,  hit  the  air  ceiling  and  settled 
back  on  the  ground. 

'*As  soon  as  we  get  some  wind  the  iuTersion  will  be  wiped  out.^  said  AA^tfta 
But  he  added  that  none  is  expected  until  late  tomorrow  at  the  earliest. 

Adams  said  similar  hazy  conditions  extend  generally  from  Baltimore  to  New 
York.    But  it  is  intensified  in  the  industrial  areasL 

OEDEES  GO  orr 

The  city's  4  dumps  and  twenty-odd  private  ones  it  uses  were  ordered  shut  down 
on  orders  of  Newell  Chamberlin.  exeinitive  direi^tor  of  the  air<i>ollution  board. 

Hendy  D.  Harral.  deputy  street  ix^mmissioner  in  charge  of  sanitation,  said  the 
orders  started  going  on  last  night  when  Cbaml^rliu  learned  the  weather  was 
closing  in. 

He  said  it  was  the  first  time  In  his  knowleilge  the  dump  burning  has  been 
8topp?d  because  of  atmospheric  conditions. 

Cthamberlin  announced  that,  in  addition  to  closing  the  city  dumps,  his  oflOce 
has  contacted  the  big  industrial  firms  in  the  city. 

"We  a^ed  them  to  check  their  o|ierations  and  do  whatever  they  can  to  cat 
down  on  the  smoke,*^  he  said. 

AX.VLTXB    JOE 

He  said  his  staff  made  an  analysis  of  tlie  air  this  uiornmg  at  its  laboratory  at 
19th  and  Lombard  Streets. 

•'We  found  absolutely  nothln?  of  serious  importance,"  he  said. 

Along  with  the  smarting  of  eyes  and  couehlng  the  smog  brou^t  odors  which 
varied  from  place  to  place.  One  man  reix)rted  that  the  air  smelled  like  buminz 
paint. 

Internationa]  Airport  said  that  l^eginning  at  7 :30  the  conditions  caused  delavs 
tn  about  half  a  do«en  flights  coming  in  and  taking  off.  By  9  a.  m,  conditions  were 
bade  to  normal. 

LANDS   fP-EIVER 

The  haze  affec  Drlvate  plane.    Walter  O'Connor    46.  of 

Agawam.  contractors  to  Philadelphia  on  buMness 
in  his  4-] 

ha-  '          -^^  i^e  Market  Street  wharf     He 

f;  ^      ^^  2  miles  north  Where 

tU  **  •  tver  opposite  the  House 
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of  Correction  wharf  at  Rhawn  Street,  taxied  to  the  wharf  and  let  his  imssengers 
oat  there. 

[From  the  Philadelphia  (Pa.)  Inqalrer,  November  21,  1958] 
That  Smoo  Ib  Rballt  Smazb  and  It  Sthx  Masks  Trouble 

For  the  second  succesaive  day,  Philadelphia  and  the  eastern  seaboard  were 
plagued  yesterday  by  a  smothering,  eye-smarting  blanket  of  smog,  with  no  relief 
promised  by  the  weather  bareau  mitil  some  time  today. 

The  phenomenon,  which  extended  from  North  Carolina  to  New  Hampshire, 
was  the  product  of  a  combination  of  factory  smoke,  motor  exhaust  fumes,  and 
haze.  In  fact,  said  the  weather  bureau,  the  condition  should  not  be  called 
**8mog"  at  all. 

SHOULD   WX  sat  ''SMAZE" 

Smog,  a  spokesman  for  the  bureau  pointed  out,  is  a  contraction  of  the 
words  "smoke"  and  '^fog."  What  has  been  bothering  Philadelphia,  he  added, 
might  better  be  called  ''amaze."  No  fog  has  been  involved  in  the  present  situa- 
tion, it  was  explained,  because  the  humidity  rate  has  been  too  high  to  produce  it. 

Whatever  its  name,  Philadelphia's  fouled-up  atmosphere  was  blamed  yester- 
day for  thousands  of  cases  of  smoke-irritation  treated  at  hospitals  throughout 
the  area ;  for  visibility  so  low  that  it  hampered  landings  and  takeoff s  at  Inter- 
national and  other  airports,  and  for  slowed  traffic,  minor  accidents,  and  a  general 
feeling  among  the  populace  that  life  was  not  all  it  should  be. 

AIB  POLLUTION   LAW 

The  blanket  of  dirty  yellow  which  hung  over  the  city  and  crept  into  homes 
and  oiBces  whenever  a  window  was  opened  led  Councilman  Constance  H.  Dallas, 
chairman  of  city  council's  health  conmiittee,  to  announce  plans  for  an  early 
meeting  of  that  group  to  consider  a  new  air  pollution  control  ordinance. 

The  lyresent  ordinance,  she  iiointed  out,  *'mnst  have  some  teeth  put  in  it" 
before  it  can  be  made  effective.  The  proposed  new  ordinance  will  be  in  the 
nature  of  an  amendment,  designed  to  do  Just  that.  She  indicated  one  of  the 
objective  will  be  to  make  penalties  for  air  pollution  much  more  stringent 

One  of  the  causes  of  the  smog  here,  an  almost  complete  lack  of  wind,  was 
being  remedied  by  degrees  late  yesterday.  The  weather  bureau  reported  that 
from  Thursday  noon  to  yesterday  noon,  the  speed  of  the  wind  was  less  than  2 
miles  an  hour,  bat  that  iiuring  yesterday  afternoon  it  had  increased  gradually 
to  a  rate  of  8  to  10  miles  an  hour. 

The  wind,  moving  ahead  of  a  storm  coming  eastward  from  the  Mississippi 
Valley,  is  expected  to  increase  in  speed  this  morning,  and  dissipate  the  stagnant 
air  mass  which  has  lain  over  the  coastal  area. 

BLACK   SNOW   IN  TIOOA 

The  stagnant  atmosphere  was  blamed  in  part  for  showering  the  vicinity  of 
Broad  and  Ontario  Streets  with  oily  black  soot  yesterday  morning. 

The  soot  was  traced  to  the  smokestack  of  the  Temple  University  Medical 
School.  A  lack  of  pressure  in  the  school's  boilerroom  was  reported  to  have 
caused  Incomplete  combustion  of  oil  in  the  heaters,  so  that  partly  burned  oil 
poured  from  the  chimney.  The  aerial  lid  over  the  city  kept  the  soot  from 
being  dissipated  in  the  upper  air  and  caused  it  to  fall  like  black  snow  on  the 
surrounding  area. 

DUMPS  BEMAIN   CLOSED 

The  city's  4  dumps  and  some  20  private  ones  remained  shut  down  yesterday 
on  orders  from  Newell  K.  Chamberlin,  executive  director  of  the  Air  Pollution 
Control  Board,  to  keep  their  smoke  from  adding  to  the  smog  conditions. 

•*Theyll  stay  closed  down  until  the  haze  passes,"  Chamberlin  said.  He  added 
that  the  city's  larger  industrial  plants  were  doing  everything  in  their  power  to 
reduce  amoke  output  during  the  present  situation,  in  cooperation  with  his  office. 


Digitized  by  VjOOQ IC 


1178  AIR   POLLUTION   PREVENTION  AMENDMENT 

[From  the  Philadelphia  (Pa.)  Bvening  Bulletin,  November  20,  1953] 

Smoo  Blankets  City  Second  Day;  Reluct  Due  Tomorrow — City,  Indubtbt 
Curb  Smoke  To  Ease  Discomfort — ^Eyes  of  Thousands  Affected  ;  Wind  Ib 
Expected  To  Clear  Aib 

A  discomforting  blanket  of  smog,  far  worse  tlian  yesterday's,  closed  in  again 
today  over  the  becalmed  Philadelphia. 

At  noon,  visibility  was  cut  to  a  quarter  of  a  mile  at  the  Weather  Bureau's 
downtown  station  in  the  Customhouse,  Second  and  Chestnut  Streets. 

At  the  same  hour  yesterday,  the  visibility  was  a  half  mile. 

Visibility  at  International  Airport  was  three-quarters  of  a  mile.  Yesterday 
It  was  a  mile  and  a  half. 

An  airix)rt  spokesman  said  operations  were  normal. 

As  the  afternoon  wore  on,  conditions  improved  somewhat.  The  downtown 
weather  oflBce  reported  visibility  of  about  three^uarters  of  a  mile.  International 
Airport  about  a  mile. 

weather  bureau  explains 

The  Weather  Bureau,  in  explanation  of  the  growing  density  of  the  smog— fog 
and  smoke — that  it  was  due  to  the  accumulation  of  smoke,  dirt,  dust,  and  im- 
purities in  the  air  In  the  past  24  hours. 

To  hold  the  impurities  to  a  minimum,  the  city  kept  all  Its  dumps  shut  down 
and  called  on  Industry  to  curtail  its  smoke-producing  operations. 

The  Weather  Bureau  said  it  didn't  expect  any  relief  until  tomorrow  when  some 
winds,  moving  up  the  coast  from  a  storm  which  developed  off  Florida,  are 
expected  to  blow  Into  this  area. 

There  is  also  a  possibility  of  rain  tomorrow  afternoon. 

"The  wind  will  tend  to  dissipate  the  haze,"  the  forecaster  said.  "If  It  rains,"  he 
added,  "it  should  really  cleanse  the  air." 

EYES  BURN 

Thousands  reported  eye,  nose,  and  throat  Irritation  yesterday  afternoon  a« 
the  first  effects  of  the  smog  were  felt  In  many  sections  of  the  city. 

Among  them  were  25  employees  of  the  Unity  Machine  &  Tool  Corp.,  2725  East 
Westmoreland  Street. 

Meyer  M.  Katz,  president,  said  the  workers  first  complained  of  Illness  about 
noon  and  asked  that  all  the  window^  be  opened. 

This  was  done.  When  the  employees  still  complained  of  headaches  and  smart- 
ing eyes,  operations  were  shut  down  and  the  workers  went  outside. 

BACK  TO  WORK 

Later,  10  women  employees,  some  In  a  state  of  near  collapse,  were  taken  to 
Northeast  Hospital  where  oxygen  was  administered.  Most  of  them  were  back 
on  the  job  this  morning,  Katz  reported. 

Presbyterian  Hospital  reported  treating  two  persons  who  complained  of  a 
burning  sensation  in  the  eye. 

Newell  K.  Chamber lin,  executive  director  of  the  air  pollution  board,  yesterday 
ordered  the  city's  4  dumps  and  twenty-odd  private  ones  shut  down  as  soon  as 
reports  of  the  distressing  effects  of  the  smog  began  to  pile  up. 

"They'll  stay  closed  down  until  the  haze  passes,"  he  said. 

He  said  40  of  the  largest  plants  were  asked  to  cooperate  by  taking  whatever 
steps  are  necessary  to  discharge  the  least  possible  amount  of  smoke  without 
hurting  their  operations. 

NEW  TESTS  MADE 

"They  are  leaning  over  backwards  to  go  along  with  us,"  Chamberlln  said. 

He  also  said  that  additional  tests  taken  by  his  staff  last  night  again  showed 
there  are  no  impurities  of  "serious  importance"  In  the  air. 

In  Camden,  Walter  P.  Schwartz,  the  city's  smoke  control  director,  ordered  all 
Industrial  plants  to  reduce  smoke  through  controlled  firing. 

He  made  two  complete  tours  of  the  city  Inst  night  In  a  police  car  and  asked 
police  to  pass  along  his  order  to  plants  In  their  districts. 
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MEABT7BES  IN  NEW  JERSEY 

Dr.  Daniel  Bergsman,  New  Jersey  commissioner  of  health,  said  that  conditions 
ilso  were  worse  than  yesterday  in  some  sections  of  New  Jersey,  although  they 
lave  not  reached  serious  proportions. 

Dr.  Bergsman  said  in  Trenton  that  virtually  all  of  New  Jersey's  major  indus- 
tries have  been  contacted  and  all  pledged  to  alter  operations  to  alleviate  con- 
Utions. 

"I  am  requesting  that  the  people  of  New  Jersey  cooperate  in  lessening  the 
xmcentration  of  hazardous  smoke  or  fumes  discharged  into  the  atmosphere,"  he 
said. 

He  recommended: 

The  burning  of  refuse  at  public  dumps  be  strictly  prohibited. 

Industry  minimize  all  processes  which  discharge  smoke  or  fumes,  including 
lie  blowing  of  furnace  tubes. 

Residents  stop  burning  leaves  or  other  refuse  until  the  smog  lifts. 


[From  the  Philadelphia  (Pa.)  Evening  Bulletin,  March  1,  1954] 
Nkw  Stabt  fob  Clean  Aib 

Almost  blotted  out  of  public  attention  by  the  charter  amendment  excitement 
WRS  counciFs  unanimous  passage  last  Thursday  of  a  new  air  pollution  control 
ordinance. 

With  a  new  chief  for  the  health  department's  division  of  air  pollution  control, 
the  city  now  seems  ready  to  renew  the  battle  for  cleaner  air. 

There  is  much  to  be  done,  and  while  a  great  deal  is  known  about  keeping  the 
air  clean  and  pure,  a  great  deal  is  still  to  be  learned.  Air  polluters  are  not 
aecessarily  wicked  or  thoughtless  people.  They  are  largely  people  who  need 
^ dance,  and  science  is  not  yet  prepared  to  give  that  guidance  on  some  of  the 
more  difficult  situations. 

The  new  ordinance  has  provisions  for  i>enalties,  but  it  is  likely  that  the  health 
lepartment  will  be  relying  more  heavily  on  persuasion  and  education  than  on 
:he  big  stick  of  prosecution.  In  many  cases  more  effective  methods  of  keeping 
:he  air  clean  will  bring  more  efficient  and  economical  operation.  Putting  to 
?ood  use  what  once  was  allowed  to  escape  as  waste  is  an  old  story.  Even  the 
leasehold  chimney  is  wasting  fuel  when  it  smokes. 

The  problem  of  air  purity  resembles  that  of  water  purity  in  many  respects. 
Tne  striking  similarity  is  that  the  impurities  come  so  easily  from  outside  the 
confines  of  the  local  regulating  authority.  That  puts  limits  on  the  effectiveness 
)f  control  by  local  governments  and  stimulates  thinking  about  the  need  for 
I  regional  attack. 

[From  the  Philadelphia  (Pa.)  Sunday  Bulletin.  November  22,  1953] 

3moo  Darkens  City  fob  Third  Day,  Will  Get  Worse — Rain  May  Make  Haze 
Thicker  ;  Wind  Is  Needed 

The  smog  continued  to  plague  Philadelphia  area  residents  last  night,  with 
30  sign  of  real  relief  until  tomorrow  afternoon. 

The  freakish  mixture  of  smoke  and  fog  hung  over  the  area  all  day  and  car- 
ried into  the  night,  cutting  visibility  down  to  a  mile  and  a  half. 

Stmie  light  rain  expected  this  afternoon  should  give  only  brief,  temporary 
^lef,  then  the  smog  witi  get  thicker  again  in  the  evening,  the  weather  bureau 
»id: 

**As  a  matter  of  fact,"  a  bureau  spokesman  said,  "what  little  rain  we'll  get 
ictually  will  serve  to  make  the  fog  thicker. 

WIND  NEEDED 

"What  we  need  is  a  wind  of  at  least  15  miles  an  hour  to  dissipate  the  smog." 
Yesterday,  the  third  day  of  the  smog,  there  was  a  breeze  here  of  less  than  7 
Qlles  an  hour  during  only  50  percent  of  the  day. 

A  strong,  cold  system  moving  across  the  Mississippi  Valley  was  supposed  to 
ret  here  on  Friday  and  dissipate  the  smog.  But  it  was  blocked  by  a  high-pres- 
ure  system  off  the  east  coast,  and  it  didn't  even  cross  the  Appaladiians. 
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SHIP  OOLLISIOIf 

Heavy  fog  early  yesterday  caused  a  freighter-barge  collision  in  the  Delaware 
River  and  shut  down  operations  at  International  Airport  A  number  of  tog- 
caused  automobile  accidents  also  were  reported. 

The  river  collision  occurred  at  6 :  50  a.  m.  off  Gibbstown,  N.  J.,  between  the 
Swedish  freighter  Gru'n.sunda  and  the  Interstate  Barge  No.  4,  an  oil  barge  which 
was  being  towed  upriver. 

The  2,394-ton  Orunsunda,  bound  for  Baltimore  with  general  cargo,  including 
ore,  suffered  minor  damage  at  the  bow.  The  barge  which  was  empty,  received 
a  hole  above  the  waterline.    No  one  was  hurt. 

BB8UMB  TBIP8 

Residents  along  the  river  heard  the  crash  but  could  see  nothing,  and  it  was 
not  until  a  Coast  Guard  patrol  boat  found  the  two  vessels  anchored  off  Tinicum 
Island  about  8  a.  m.  that  it  was  learned  what  had  happened.  Both  later  resumed 
their  trips. 

The  smog  hung  over  the  river  all  morning,  dropping  visibility  to  zero  and 
clamping  a  lid  on  virtually  all  ship  movement.  When  it  eased  about  12 :  80  p.  m. 
the  river  traffic  picked  up. 

International  Airport  was  totally  shut  down  in  a  zero-visibility,  zero-ceilin? 
situation  from  7 :  30  a.  m.  to  0  o'clock.  It  then  was  oi)ened  only  to  instrument 
flying,  and  stayed  that  way  all  day,  as  the  ceiling  rose  to  a  mile  and  a  half. 

CAMDEN  CRASH 

Fog  in  Camden  at  7  a.  m.  oansed  a  collision  that  tied  np  traffic  for  more  thau 
an  hour  at  Broadway  and  Market  Street. 

A  pickup  truck  driven  by  Nelson  R.  Paradisa,  45,  of  Sycamore  Street,  Camden, 
collided  with  a  car  driven  by  Smith  E.  Doanes,  Jr.,  of  Maple  Shade,  N.  J.,  police 
said.     The  truck  overturned  but  neither  driver  was  bnrt. 

The  fog  also  was  blamed  for  an  accident  on  Walnut  Street,  Camden,  at  4 :  50 
a.  m.  Police  said  a  car  driven  by  Merrill  W.  Holland,  50,  of  707  Walnut  Street, 
Camden,  went  out  of  control  over  the  curb  and  crashed  into  the  Friendship 
Baptist  Church,  924  Walnut  Street.  Holland  was  taken  to  Cooper  Hospital, 
Camden,  with  head  injuries. 

"Smoj?  over  the  New  Jersey  Turnpike  brought  a  reduction  in  the  speed  limit  to 
35  miles  along  the  entire  span  at  2  a.  m.  The  regular  60-mile  limit  resumed  at 
11  a.  m. 

Early-morning  traffic  In  the  city  moved  at  a  snail's  pace  in  many  sections,  par* 
ticularly  along  the  East  and  West  River  drives  and  Industrial  Highway. 

There  were  fewer  reports  of  coughing,  sneezing,  and  eye  inflammation  due  to 
the  foul  air  because  there  were  fewer  i)eople  in  the  city.  But  the  Weather  Bu- 
reau continued  to  get  calls  about  it. 

The  ban  against  burning  trash  and  rubbish  at  the  city's  four  dumps  and 
the  private  ones  it  uses  was  in  effect  for  the  third  straight  day. 

In  addition.  Deputy  Fire  Commissioner  George  E.  Hink  asked  residents  to  be 
particularly  careful  about  fires. 

NO  BIO  FIRES 

"We  haven't  had  a  multiple  alarm  fire  since  this  condition  started,**  he  said. 
*'and  we*re  keeping  our  fingers  crossed  that  we  won't  have  one  until  it's  over." 

He  pointed  out  that  the  lieavy  smoke  of  a  fire  added  to  the  noxious  fumes  al- 
ready in  the  air  would  make  the  firefighters'  job  that  much  tougher. 

Weather  man  Henry  P.  Adams  stiid  that  the  warm  air  "roof"  over  the  cooler 
ground  api^ears  to  be  moving  out  to  sea. 

That,  plus  expected  showers  and  southerly  breezes  should  clear  the  air  by 
Monday,  he  said. 

[From  the  Philadelphia  (Pa.)  Evening  Bulletin,  November  21,  1953] 

Ship  and  Barge  Collide  in  Fog  on  Delaware — Coast  Guard  Httntb  C&abh 
Scene  With  Visibility  Near  Zero 

A  Swedish  freighter  collided  with  a  barge  under  tow  in  the  fog-shrouded 
Delaware  River  off  Gibbstown  at  6 :50  this  morning. 
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No  one  was  hurt  in  the  crash  of  the  outbound  2,394-ton  freighter  Orunsunda,  of 
Stockholm,  and  Interstate  Barge  No.  4,  which  was  proceeding  up  river  under 
tow  of  the  tug,  Elizabeth  S.  Hooper, 

The  Grunsunda  suffered  minor  damage  at  the  bow.  A  hole  was  stove  in  the 
barge  above  the  waterline.    Both  vessels  anchored  off  Tinicum  Island. 

They  were  found  by  a  40-foot  Coast  Guard  picket  boat  that  put  down  river  from 
Gloucester,  searching  through  the  fog  after  rlverbank  residents  reported  soimds. 
of  a  collision  on  the  river  at  6 :50  a.  m. 

RECEIVE    MESSAGE 

The  residents  could  see  nothing,  however,  and  it  was  not  until  8  a.  m.  that  a 
message  from  the  picket  boat  was  received  by  Lt  I.  C.  McLean,  at  Coast  Guard 
headquarters,  clearing  up  the  mystery  of  what  had  happ^ied. 

One  of  those  who  heard  the  crash  was  Howard  Perry,  nightshift  pumphouse 
operator  at  the  Atlantic  City  Electric  Co.  plant  on  the  river  at  Gibbstown.  He 
said: 

**Suddenly  there  was  a  blast  of  whistles  and  horns  sounding  back  and  forth. 
I  could  hear  men  hollering  and  chains  rattling. 

**Then  1  heard  what  sounded  like  a  collision.  It  was  metal  grinding  together. 
The  tide  was  going  out  and  the  sounds  drifted  down  river." 

NEAR  TINICTTM  ISLAND 

IVrry  telephoned  the  powerplant  and  it  notified  Gibbstown  and  Paulsboro 
police  who  In  turn  telephoned  the  Coast  Guard. 

The  sounds  of  distress  on  the  river  were  still  audible  when  Gibbstown  Patrol- 
man I>ouis  Triono  reached  the  scene. 

He  placed  the  point  of  the  reported  collision  between  Tinicum  Island  and  the 
Jersey  shore,  about  midway  between  the  Philadelphia  Naval  Base  and  Chester. 

A  Philadelphia  police  harbor  patrol  boat  also  headed  for  the  scene.  It  re- 
ported the  fog  thinning  out  with  visibility  ranging  between  50  and  100  feet. 

CEILING  ZERO 

At  midnif^t,  visibility  at  International  Airport  was  2  miles  but  got  worse 
during  the  night,  dropping  to  zero  at  7 :30  this  morning. 

The  c^ling  also  hit  zero  about  the  same  hour,  shutting  down  all  operations 
for  tlie  time  being. 

"Our  c^ling  was  20,000  feet  or  better  all  night  long  but  all  <^  a  sadden  it  got 
thick  up  above,"  an  airport  spokesman  said. 

At  8  a.  m.,  Henry  P.  Adams,  the  weatherman,  said  visibility  was  limited  to  a 
block  at  his  downtown  offices  in  the  Custom  House,  2d  and  Chestnut  Streets. 

TRATFIO  CRAWLS 

The  smog  at  that  hour  also  remained  dense  throughout  the  area,  slowing 
motor  traffic  to  a  crawl  in  many  sections. 

Police  said  the  smog  was  thick  on  both  the  East  and  West  River  drives.  On 
the  Industrial  Highway  "you  could  cut  it  with  a  knife,"  one  policeman  said. 

Delaware  River  Bridge  iwlice  said  they  couldn't  see  across  the  bridge.  In 
spots  along  Delaware  Avenue,  drivers  couldn't  see  more  than  20  feet  ahead  of 
them. 

The  smog  began  to  roll  in  again  on  the  New  Jersey  Turnpike  at  1 .08  and  at 
2  a.  m.  the  speed  limit  was  reduced  to  35  miles  along  its  entire  length. 

"LID"    MAY   BLOW   AWAY 

Adams  said  that  the  high  pressure  area  responsible  for  the  murky  conditions 
of  the  last  3  days  is  now  moving  slowly  off  the  Virginia  coast. 

It  may  be  far  enough  out  at  sea  by  tonight,  he  said,  to  permit  the  wind  to  get 
around  to  the  south  and  blow  away  the  "lid"  that  has  held  stationary  the  ever- 
increasing  accumulation  of  fog  and  smoke  in  the  air. 

The  "lid"  has  been  a  mass  of  warm  air  just  above  the  layer  of  cocrfer  air  near 
the  ground. 

Adams  also  expects  some  rain  this  evening  and  tomorrow.  This,  he  said, 
should  really  cleanse  the  atmosphere  of  the  smog. 

At  4 :50  a.  m.,  Merrill  W.  Holland.  50.  of  767  Walnut  Street,  Camden,  lost 
control  of  his  automobile  on  fog-shrouded  Walnut  Street,  Camden. 
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The  car  went  up  over  the  paveraent  and  crashed  into  the  Friendship  Baptist 
Church,  1)24  Walnut  Street.  Holland  was  taken  to  Cooper  Hospital,  Camden, 
with  head  injuries. 


Gas  Burners  Blamed  for  Making  25  Sick 

The  Illness  of  ahout  25  employees  of  the  Unity  Machine  &  Tool  Corp.,  2725 
Kast  Westmoreland  Street,  Thursday,  was  due  to  fumes  from  gas  burners,  not 
the  heavy  smoK,  it  was  reported  today. 

Newell  K.  (*hamherlain,  executive  director  of  the  division  of  air  pollution  of 
the  ptibllc  health  department,  said  that  Meyer  N.  Katz,  coowner  of  the  firm, 
fifported  the  burners  were  responsible. 

Chamberlain  said  Katz  told  him  the  operational  difficulties  are  now  being 
cwrected. 

The  plant  closed  down  temporarily  in  the  midst  of  the  worst  of  the  smog  when 
the  wr»rkers  cofnplained  of  headaches  and  smarting  eyes. 


[Editorial] 
THAT   8M00   IN   YOUR   EYES 

Oft#«  tbtfifC  the  smoK  of  the  last  2  days  has  done  is  to  make  more  residents  of 
hft'tt^f^r  rblbulelpbla  more  conscious  than  ever  of  the  extent  of  air  pollution. 

A I  oiUt^r  tiffies  they  can  see  the  smoke,  and  if  they  come  in  from  the  suburbs, 
ftth  i^tiw,  (fU  tt  clear  morning,  the  pall  of  smog  that  overhangs  the  city.  Bat 
l^^¥  (\*tu'i  ^'fU'ritinter  the  unseen  fumes  in  quantity.  It  takes  a  phenomenon 
\ikii  M«}»  Ut  mnk^  them  conscious  of  the  pollution  that  normally  rises  and  is  car- 
irU<t\  ttff  hp  iUf  wind. 

UUt*  inft^mUUUf  in  that  the  daily  output  of  smoke  and  fumes  in  the  area  has 
I,4t4rh  ho  M^^'W'"''  thrin  normal.  But  the  escape  channels  have  been  blocked  by  the 
fftfukinU  Hir  roh(iU.\ntm. 

Tlt^i  Hir  ifoiimUtu  control  board  has  made  progress,  especially  in  cutting  the 
mt^fHUt  lit  fHHnry  Ninokif.  But  that  apparently  is  the  lesser  of  the  evils,  as  the 
eft  Hiuhrlihii  Mtrm»Mf)h(trA  this  week  has  demonstrated. 

It  iu  forinnniB  trmt  thu  occasions  when  we  have  such  conditions  are  rare. 
And  it  may  Im  fnrtuunia,  too,  that  we  have  had  this  demonstration,  for  it  seems 
likely  to  bring  tfraati^r  public  support  behind  the  work  of  the  control  board. 


I  Prom  thtt  PhlladHphla  (Pa.)  Inquirer,  November  23.  1953] 

Winds,  Uain  Knd  Hwrni— l^^iirrKKN  Hundred  Landed  at  Airport— Eight  Auto 
DiE^ATiiN  Attuihuted  TO 5-Day  "Blackout** 

Brisk  winds  and  llfrht  ralnn  brought  an  end  to  Philadelphia's  5-day  smojr  last 
night  and  relief  to  residents  who  had  been  bothered  by  eye-smarting  and  throat- 
scratching  conditions. 

The  winds,  averaging  up  to  20  miles  an  hour,  were  the  forerunners  of  a  cool 
front,  expected  this  afternoon,  the  United  States  Weather  Bureau  station  at 
International  Airport  reported. 

Here  since  Wednesday,  the  smog  had  caused  eight  deaths  and  injuries  to  many 
others  qH  fog-shrouded  highways.  It  was  a  mixture  of  fog,  smoke,  and  haze,  and 
prevailed  over  much  of  the  eastern  seaboard. 

As  the  winds,  blowing  in  gusts  up  to  30  miles  an  hour,  increased  durlnsr  the 
evening  hours,  they  pushed  the  smog  into  the  Atlantic  Ocean.  Land  areas  then 
were  cleared  for  the  cool  front,  which  had  remained  in  a  statlonnrv  position 
over  Ohio,  the  Weather  Bur        r     »rted. 


Visibility  increased  NjAtng  to  the  weather  station, 

and  during  the  earl''  ■^■■MfcMittitt«»A|.  f^^  j^^y.  ^^ 

velop  in  scattered  »  prtU  be  caused 

by  local  conditioni  ^ 


i 
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First  indications  that  relief  from  the  smog  was  on  its  way  came  shortly  after 
noon  yesterday.  At  that  time,  the  heavy  atmosphere  thinned  out,  permitting 
the  son  to  break  through  the  barrier. 

Until  that  time,  conditions  were  much  the  same  as  they  had  been  on  the  prev- 
ious days  of  the  smog.  Fog  during  the  morning  bad  hampered  air,  shipping,  train 
and  auto  travel. 

Plane  With  56  Retubns  Safely  in  ETmeboenot  Alebt 

More  than  1,500  passengers  were  landed  at  Philadelphia  International  Airport 
last  night  when  fog  closed  down  almost  every  other  air  terminal  in  the  East. 

Among  them  were  56  persons  bound  for  Miami  whose  plane  had  to  return  to  the 
airport  minutes  after  takeoff  because  of  engine  trouble. 

emeroenoy  landing 

Runways  were  cleared  and  fire  equipment  was  dispatched  to  the  airport  when 
the  pilot  radioed  he  was  returning  for  an  emergency  landing.  Although  one  of 
its  propellers  was  feathered,  the  plane  landed  without  incident 

The  terminal  started  jamming  up  between  7  and  8  p.  m.  when  Idlewild,  La- 
Guardia,  and  Newark  Airports  were  ordered  closed  because  of  the  thick  fog. 

buses  help  out 

Eleven  PTC  buses  were  pressed  into  service  to  help  shuttle  the  New  York-bound 
passengers  to  30th  Street  Station.  They  augmented  the  regular  fleet  of  airport 
vehicles. 

Albert  V.  Anderson,  airport  superintendent,  after  receiving  word  of  the  weather 
situation  at  the  other  airports,  called  extra  maintenance  crews  and  guards  from 
their  homes. 


[From  the  Philadelphia  (Pa.)  Inquirer,  January  28,  1952] 
Smoke  Ck>NTBOL  by  Homes  Uboeo 

The  Air  Pollution  Control  Board  called  on  city  council  yesterday  to  extend 
its  1948  smoke-abatement  law  to  the  chimneys  of  Philadelphia's  500,000  private 
homes. 

It  recommended  that  smoke  inspections  be  made  of  all  new  heating  installa- 
tions in  1-  and  2-family  houses  and  that  a  reasonable  fee  be  levied  on  the 
owners  to  pay  the  cost. 

The  seven-man  board,  headed  by  B.  Walter  Hudson,  is  the  policymaking 
agency  for  the  air  pollution  control  division  of  the  department  of  public  health. 
The  division  began  functioning  in  1949. 

SMOKE  PROBLEM  LICKED 

In  a  report  on  the  division's  3-year  progress,  the  board  said  Philadelphia's 
industrial  smoke  problem  was  all  but  conquered. 

Railroads  have  cut  their  smoke  by  85  percent.  Factories  and  buildings  have 
spent  thousands  of  dollars  on  smoke  reduction.  Ck)mplaints  of  residents  about 
oppressive  smoke  have  dropped  sharply. 

Bat  the  board  reported  less  progress  in  curbing  dusts,  gases,  and  vapors, 
which  are  hard  to  measure,  and  ofifeusive  odors  and  household  smoke,  which 
the  division  has  no  authority  to  control. 

COMPLAINTS  CFTED 

*'Ck)nsideration  should  be  given  to  extending  the  ordinance  to  cover  1-  and 
2-family  dwellings,"  it  said.  "The  division  now  receives  complaints  which  must 
be  serviced,  and  yet  has  no  authority  to  order  anything  to  be  done. 

"It  does  try  to  educate  the  homeowner.  If  1-  and  2-famlly  dwellings  were 
included,  the  staff  would  have  to  be  increased,  but  additional  revenue  would 
take  care  of  the  added  cost 

"A  reasonable  fee  could  be  charged  that  would  not  be  a  hardship  to  the 
homeowner  and,  with  the  inspection  of  equipment  by  the  division,  there  would 
be  a  protection  to  the  homeowner  against  an  improper  new  installation.*' 
44750— M—pt.  2 5 
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The  board  claimed  heartening  success  In  banishing  Fhiladel^iia*s  industrial 
smoke  nuisance. 

It  cited  by  name  23  plants,  hospitals,  and  buildings  that  had  gone  to  extraordi- 
nary  expense  to  change  boilers,  install  collectors,  scrubbers,  vacuum  jets,  and 
other  devices,  change  fuels,  and  even  eliminate  their  powerplans  in  order 
to  stop  blackening  the  air  with  smoke. 

Railroads  here  have  spent  $20  million  to  cut  smoke — by  trading  coalburners 
for  diesel  en^nes,  changing  fuels  ami  revising  roundhouse  firing  methods.  The 
board  said  the  Beading  Co.  intended  to  "eliminate  ail  steam  jobs  in  Phila- 
delphia by  the  end  of  1952.** 

EU78IVC  VAPOBS.  OUOBS 

But  dusts,  vapors,  and  fumes  elude  control,  the  board  said,  because  they  cannot 
be  measured  to  determine  whether  they  meet  standards.  A  Franklin  Institute 
research  study  recently  was  the  first  attempt  to  collect  and  measure  offensive 
odors,  it  said. 

The  board  pleaded  strongly  for  more  funds  and  more  help.  It  said  air  pol- 
lution control  cost  Philadelphia  only  S22,000  last  year,  whereas  five  smaller 
cities  spent  from  $79,000  up  to  $6^4.889  for  the  same  work. 

Not  the  least  startling  of  its  findings,  the  board  said,  was  this :  *'In  no  single 
instance  has  th^re  been  any  political  interference  (with  enforcement  of  the 
smoke  law)  by  any  individual  or  group." 


[Editorial  from  the  PhUadelphia   (Pa.)   Ervning  Bulletin.  Jaaaary  29,  ld54] 
Progress  Towakd  Cleaner  Air 

Philadelphia's  efforts  at  air  pollution  contn^l  and  especially  abatement  of  the 
smoke  nuisance,  will  be  extended  to  the  individual  householder  if  the  Air  Pollu- 
tion Control  Board's  recommendations  are  adopted.  Its  3-year  review  of  activ- 
ities of  the  division  points  to  the  huge  expenditures  made  by  industries  and  rail- 
roads in  eliminating  smoke  and  obnoxious  odors. 

The  work  cost  the  city  only  $22,000  last  year,  compared  to  expenditures  running 
into  hundreds  of  thousands  in  some  other  cities.  Success  of  the  effort,  however. 
Is  not  measured  by  the  amount  of  money  spent.  A  high  degree  of  cooperation  has 
been  obtained,  and  work  of  the  railroads  in  replacing  steam  locomotives  with  die- 
sels  has  been  particularly  effective. 

Few  coal-bumine  furnaces  are  now  installed  in  new  Philadelphia  homes  and 
apartments,  and  consequently  the  smoke  nuisance  fn>m  this  source  is  diminish- 
ing. There  are  some  flagrant  offenders  among  industrial  plants,  in  spite  of  the 
general  cooperation,  and  there  seems  little  reason  now  for  not  cracking  down  on 
them. 

The  dust  that  filters  through  windows  and  doors,  no  matter  how  tinht  they  are, 
is  one  of  the  miseries  of  central  city  life.  Any  reduction  in  this  nuisance  vriU  he- 
welcomed. 


[Prom  the  Philadelphia  (Pa.>  Bulletin.  Febroary  24.  19541 
SoiJDs  IN  Ora  .\ir 

Chambers.  Resean^h  Director  of  the  United  States 
itar  at  Cincinnati.  New  York  City  ranks  fifth  among 
^vable  particles  in  its  central  city  air. 

New  York — or  should  one  say  hisxher?    At  any 

of  removablo  imrtiolos  than  New  York  and  the 

Air  iwUution  authorities  In  Philadelphia  think 

called  simply  a  nonnal  quantity  of  such  jiarticles. 

than  any  clty*s  !Hvrt\  sliuv  the  measureiuent  and 

not  been  very  thonnvJihly  work^ni  out.  is  the  fact 

them,  are  pt^riodically  ivlUvtiuc  sivcimens  of 

tbem  to  the  envlnuunental  ivuter  for  study. 

of  a  system  of  reiwrtinv:  by  which  cities  can 

lems  and  their  suc«*ss  in  striving  them  ¥?1th 

The  analogy  of  the  rnlforu\  i^lme  Statistics: 
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The  quantity  of  removable  particles  In  the  air  is  of  course  only  one  of  the  sub- 
jects with  which  air-pollution  oflftcials  concern  themselves.  Impurities  and  odors 
are  others.  With  the  Increasing  attention  given  to  the  subject  in  Philadelphia 
and  elsewhere,  it  looks  as  though  better  things  were  in  store,  though  the  problems 
are  very  difficult  and  the  solutions  call  for  much  money  and  patience. 


(From  the  Philadelphia  (Pa.)  Inquirer,  February  25,  1954] 
Board  of  Health  Vacancy  Filled 

Mayor  Josei^  S.  Clark,  Jr.,  yesterday  appointed  Mrs.  Henderson  Supplee,  Jr., 
to  the  board  of  health.  She  will  fill  the  vacancy  caused  by  the  resignation  of 
Mrs.  David  Remer. 

Mrs.  Supplee  is  the  wife  of  Henderson  Supplee,  Jr.,  president  of  the  Atlantic 
Refining  Co.  She  has  been  active  In  civic  organizations,  especially  n  the  area 
of  health.  Mrs.  Supplee  is  president  of  the  Visiting  Nurse  Society  of  Philadel- 
phia, a  memt>er  of  the  Community  Nursing  Bureau  of  Metropolitan  Philadelphia* 
and  chairman  of  the  Women's  Board  of  Fife-Hamill  Memorial  Health  Center. 


Dump  Operators  Fixed  for  Fibes 

Two  Northeast  Philadelphia  dump  operators,  charged  with  Illegal  night  burn- 
ing, yesterday  were  fined  $5  each  by  Magistrate  Ellas  Myers,  who  warned  the  two 
that  a  repetition  of  the  offenses  would  bring  much  stlffer  fines. 

Myers  told  Andrew  Hawthorne,  of  Orthodox  Street  near  Bath,  and  James 
Anthony,  of  Butler  Street  near  FYanklin,  that  he  was  levying  "token  amounts 
this  time."  If  brought  before  him  again,  Myers  warned  they  would  pay  "the 
largest  amount  possible  under  the  law." 


[EdltorUl  from  the  Philadelphia  (Pa.)  BnUetln,  December  19,  1953] 
Wheru  Smog  is  Frequent 

Los  Angeles  has  a  far  greater  problem  than  trying  to  outdistance  Philadelphia 
In  population  to  become  the  country's  third  largest  city. 

The  problem  Is  smog.  How  serious  It  Is  can  be  realized  from  the  fact  that  the 
Los  Angeles  Daily  News  some  time  ago  devoted  a  full  page  to  smog.  "It's  Just 
not  desirable  to  live  here  any  more,"  said  the  News,  adding:  "While  residents 
move  out,  new  buyers  are  reluctant."  Headlines  in  other  issues  struck  the 
same  note:  "Optometrists  Claim  Smog  Ruining  Eyes,"  "He's  Leaving  L.  A. — 
Medics  Advice — Smog.** 

What  troubles  Los  Angeles  is  the  same  sort  of  thing  that  Philadelphia  experi- 
enced some  weeks  back.  We  had  It  for  2  or  3  days,  but  the  western  metropolis 
has  It  frequently.  Heavy  clouds  hold  down  the  smoke,  automobile  fumes,  and 
other  air  impurities  to  the  extent  that  nostrils  and  eyes  burn.  Add  fog  from 
the  Pacific,  and  nearby  mountains  against  which  the  polluted  air  can  be  trapped, 
and  you  have  the  Intensity  of  the  Los  Angeles  problem. 

Tlie  city  is  thoroughly  stirred  since  the  county  medical  association  reported 
that  doctors  see  Increased  death  rates  from  heart  disease  and  tuberculosis  as  a 
direct  result  of  smog.    The  doctors  also  said  smog  may  cause  lung  cancer. 

Southern  California's  tourist  trade  is  threatened,  industry  is  beKinninjf  to 
think  twice  about  locating  there,  and  the  Los  Angeles  Chamber  of  Commerce  has 
labeled  smog  the  clty*s  worst  enemy. 

Progress  has  been  made  here  against  air  pollution,  but  the  recent  rare  exi)eri- 
ence  with  real  smog  indicates  that  we've  still  got  a  long  way  to  go. 


(Bdltorlal  from  the  Philadelphia  (Pa.)  Bvenlng  Bulletin,  December  14, 19K&] 
Cost  of  Cxxait  Aib 

At  the  first  public  hearing  on  the  proposed  air-i)ollution  ordinance  there  was 
evidence  of  nervousness  lest  Philadelphia  acquire  a  national  reputation  for  being 
hostile  to  business. 
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There  is,  of  course,  something  else  to  be  feared— that  Philadelphia  will  acquire 
a  reputation  of  letting  its  air  be  fouled  just  to  be  kind  to  business. 

The  councilmanic  committee  that  has  the  measure  under  advisement  will  be 
wise  in  continuing  its  quest  for  an  ordinance  that  will  give  the  greatest  possible 
purity  of  air  and  at  the  same  time  offer  the  greatest  possible  attractions  to  busi- 
ness. These  two  purposes  are  probably  entirely  consistent  with  each  other, 
though  some  may  see  them  as  contradictory. 

It  is  not  easy  to  believe  that  any  business  seeking  a  good  location  would  delib- 
erately choose  a  city  in  which  the  air  is  laden  with  impurities  and  bad  smells 
which  not  only  threaten  health  and  pleasant  living  but  add  to  the  costs  of 
housekeeping,  whether  for  business  or  homeowners. 

It  would  not  be  to  Philadelphia's  advantage  to  be  known  as  a  city  that  cannot 
afford  clean  air.    Surely  the  costs  can  be  met  somehow. 

It  was  made  clear  at  the  initial  hearing  that  the  draft  under  discussion  was 
tentative,  and  that  the  committee  was  seeking  information  for  improving  it 
There  may  be  provisions  in  the  tentative  draft  that  bear  with  greater  harshness 
than  necessary  to  achieve  the  objective  of  clean  and  agreeable  air,  but  neither 
business  nor  the  citizens  can  afford  to  relinquish  pursuit  of  the  objective. 


[From  the  Philadelphia  (Pa.)  Inquirer,  December  15,  1953] 
Condoning  Aib  Pollution 

To  the  £k>iTOB  of  the  Ik quibes  : 

The  chamber  of  commerce  fight  to  block  effective  control  of  air  pollution  on 
grounds  that  it's  a  "cure  that  would  kill  the  patient"  reveals  why  there  has  been 
no  progress  against  the  smoke  evil  in  this  city  over  the  last  5  years.  No  won- 
der Philadelphia  lags  so  far  behind  in  so  many  respects. 

Scores  of  industries  are  making  no  attempt  to  control  their  poisonous  wastes, 
even  though  it  would  save  them  money  in  the  long  run,  because  they  know  there 
is  no  effective  way  to  make  them.  Meanwhile  the  lives  and  health  of  millions 
are  menaced.    Talk  about  killing  patients. 

J.  K. 

Philadelphla.,  December  12. 

Bill  on  Air  Pollution  Is  Called  "Bio  Stick"  To  Club  Business 

The  chamber  of  commerce  yesterday  said  passage  of  the  air  pollution  control 
bill  now  before  council  would  hand  the  administration  a  "big  stick"  for  clubbing 
Philadelphia  business. 

Harris  R.  Green,  vice  chairman  of  the  chamber's  air  pollution  control  com- 
mittee, told  council's  public  health  committee  at  a  public  hearing  on  the  bill 
that  one  of  its  major  disappointments  was  its  shift  to  the  punitive  approach 
and  away  from  the  educational. 

Reading  from  a  prepared  statement  over  the  signature  of  J.  Harry  LaBrum, 
chamber  president.  Green  said  there  was  no  evidence  that  the  educational 
approach  had  failed  to  the  extent  that  it  now  needs  ♦  ♦  ♦  the  punitive  or  "big 
stick"  approach. 

"We  continue  to  fear  the  *cure  that  kills,' "  said  Green.  "We  also  fear  any 
possibility  of  Philadelphia  acquiring  a  national  reputation  for  being  hostile  to 
business.  *  *  ♦" 

DOZEN    SPOKESMEN 

Green  was  one  of  about  a  dozen  spokesmen  for  the  some  100  opponents  of  the 
bill  attending  the  hearing. 

The  new  bill  hikes  the  $100  fine  for  a  violation  under  the  old  ordinance  to 
$300  or  30  days  in  jaiL 

Green  said  it  is  generally  recognized  that  "pure  air  over  the  world's  most  diver- 
sified and  intensive  industrial  area  could  not  be  attained  merely  by  waving  a 
magic  wand — and  certainly  not  by  brandishing  a  knobbed  club." 

"Another  major  concern,"  said  Green,  "is  the  proposal  for  the  first  time  to 
include  odors  as  a  contaminant  to  be  categorically  banned." 

Green  said  that  the  Franklin  Institute,  after  studying  odors  for  a  year  and  a 
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half,  came  up  with  the  finding  that  there  are  no  "practical  means  or  devices  ♦  ♦  ♦ 
for  measuring  or  identifying  odors  that  can  be  applied  with  unfailing  uni- 
versality." 

QUOTES  DU  PONT  STUDY 

Quoting  from  a  du  Pont  study  of  odors,  Green  said : 

"Odor  measurement  is  not  possible  because,  whether  simple  or  complicated 
apparatus  is  used,  the  odor  intensity  and  quality  are  estimated  ultimately  by 
their  perception  in  the  human  nose." 

Morris  Duane,  chairman  of  the  air  pollution  control  board,  told  the  council 
committee  that  householders  have  as  much  right  to  protection  from  odors  as 
they  have  from  smoke. 

"Some  of  the  odors  around  the  city,  esixecially  from  fat-rendering  plants,  you 
have  to  smell  to  believe,"  said  Duane. 

Edward  E.  Esterline,  executive  secretary' of  the  Greater  Philadelphia  B\iel 
Conference,  said  very  little  of  present  air  pollution  comes  from  home-heating 
equipment. 

Ck>uncilman  Ck)nstance  H.  Dallas  adjourned  the  hearing  until  next  Tuesday 
at  2 :  15  p.  m. 


Asks  License  Exemption  on  Hard  Coal  Heaters 

The  Pennsylvania  Anthracite  Information  Bureau  today  urged  that  the  city's 
pending  air-pollution  ordinance,  which  calls  for  the  licensing  of  heater  installa- 
tions, be  amended  to  exempt  homes  burning  anthracite. 

The  bureau  said  that  hard  coal  is  a  smokeless  fuel  and  does  not  add  to  air 
contamination. 

The  recommendation  was  made  in  a  letter  to  Councilwoman  Constance  A. 
Dallas,  chairman  of  city  council's  health  and  welfare  committee. 


[Editorial  from  the  Philadelphia  (Pa.)  Inquirer,  November  21,  1953] 
Finding  Out  About  Smog 

The  acrid  smog  of  the  last  few  days  has  given  Philadelphians  a  hint  of  the 
conditions  that  have  already  become  a  serious  problem  in  other  cities  and  one 
from  which  the  citizens  of  this  area,  it  is  apparent,  are  by  no  means  immune. 

In  a  city  like  Los  Angeles,  where  nearby  mountains  prevent  industrial  sm(^e 
and  other  fumes  from  blowing  away  with  the  wind,  smog  is  a  chronic  threat 
to  the  lives  and  health  of  the  people.  In  London  and  other  British  cities  where 
there  are  no  moimtains  but  the  smoke  nuisance  has  been  permitted  to  grow 
unhindered  over  the  centuries,  smog  is  an  out-and-out  killer,  with  some  12,000 
deaths  attributed  to  it  during  one  visitation  last  year  in  December. 

For  many  years  Philadelphians  have  seemed  to  feel  justified  in  taking  a  tolerant 
if  somewhat  disapproving  view  of  atmospheric  pollution.  Even  during  the 
smog  hundreds  of  smokestacks  could  be  seen  throughout  the  urban  area  belching 
their  usual  filth,  although  we  have  laws  and  enforcement  agencies  intended  to 
reduce  such  practices. 

It  is  time  we  take  a  practical  view  of  this  public-health  problem,  before  we 
find  ourselves  confronted  with  tragedy  instead  of  the  smarting  eyes  and  irritated 
throats  suffered  during  the  last  few  days. 


[From  the  Philadelphia  (Pa.)  Evening  Bulletin,  August  5,  1&53] 
Facttort  Odors  Blanket  South  Philadelphia  and  Center  City 

Unpleasant  odors,  wafted  on  winds  from  the  southeast,  blanketed  south  Phila- 
delphia and  the  center  city  last  night,  setting  off  a  flood  of  telephone  calls  to  the 
electrical  bureau  and  police  stations. 

Investigators  of  the  air  pollution  control  division  of  the  department  of  health 
said  the  odors  emanated  from  several  riverfront  industrial  plants. 
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FUMES  SOT  DASGEBOUB 

Xewen  K.  CbamberUiii,  execatiTe  director  of  the  divlsioii,  said  Hie  odors  were 
''More  otiDOxkKis  tliaii  Doxioos.'*  And  since  tbe  fumes  were  not  iiUnriovs  to 
htahh^  the  defMutinent  of  bealtfa  otmld  not  order  the  pUnts  shut  down,  he 
ndded. 

^nder  the  exl«tin|^  ordinance,  we're  practically  powerless  nnless  the  fames  are 
d^aeeroos,''heaaid. 

He  said  his  investisators  had  t^acticallv  nailed  down**  the  smells  to  one  plant 
which  he  declined  to  name  nntil  the  inrestije^tion  was  completed. 

Howerer,  Jesse  Li^^erman,  a  <dieniical  engineer,  said  sereral  iDdnstrial  firms 
were  inrolred.  The  smells,  be  said,  were  a  mixture,  the  principal  ingredients 
fceini^  fermenting  mash  and  f^rtilicer. 


USFLEASAST   OOOSS    DMIT   OfT»    CiTT 

Unpleasant  odors  drifted  through  the  sonth  and  central  parts  <^  the  city  last 
Bight,  causing  complaints  to  police  and  the  electrical  bureau. 

Newell  K.  Chamberlin.  executive  director  of  tbe  air  pollution  control  board, 
said  inrestigators  from  the  departm«it  of  health  were  out  until  2  a.  m.  tracing 
thesmelL 

Chamberlin  said  he  was  pretty  sure  the  odor  had  been  traced  to  one  plant, 
but  be  declined  to  name  it  until  his  investigation  was  complete.  He  said  the 
amells  were  a  mixture  of  fermenting  mash  and  fertilixer. 


[Sditorial] 
AlX  POUAJTIOIS  liOOPHOLK 

It  is  not  only  in  enforcem«it  of  tbe  air-pollution  ordinance  that  loopholes  can 
be  found.    There  are  some  in  tbe  ordinance  itself. 

That  was  apparent  Monday  night.  A  summertime  aroma  far  from  that  of  new- 
mown  liay  pervaded  South  and  Central  Philadelphia.  It  brou^t  a  flood  of  in- 
quiries and  descriptions  that  it  was  a  mixture  of  fermented  mash  and  fertUiaer. 

However,  tbe  city  health  departm^it  found  that  the  odors  were  not  harmful  to 
health,  unpleasant  as  they  were.  Consequently  it  was  powerless.  Fumes  may 
make  life  virtually  unbearable,  but  unless  they  threaten  health  nothing  can  be 
done  about  them. 

Meantime  there  are  some  weak  spots  in  enforcem^it,  too.  More  than  one  In- 
doslrial  plant  spews  out  its  black  smoke  daily  and  nobody  seems  to  care. 

If  s  no  wonder  that  on  many  a  morning  a  pall  bangs  over  the  city,  plainly  vis- 
ible to  suburban  commuters  who  find  the  sun  obscured  before  they're  far  into  the 
dty. 

Air-pollutioD  control  obviously  needs  a  better  ordinance  as  well  as  better  en- 
Ibrcem^it  if  it  is  to  be  effective. 


[Bditorial  from  Philadelphia  (Pa.)  BulleUn.  Janoar.r  S,  195S] 
UXABATED   NlTXSlAltCIS 

Imposition  of  a  fine  on  a  South  Pbiladelpbia  firm  which  had  failed  to  end  the 
diadiarge  of  fumes  after  repeated  warnings  marks  one  of  the  first  prosecutions 
under  the  city's  air-pollution  ordinance.  It  is  likewise  notice  to  other  Tl<^tors 
that  warnings  can't  eo  unheeded. 

PhiladelohiA  hM»  d^  «une  nrogr^ss  in  cleaning  its  air  of  smoke  and  fume8» 
but  7  parts  of  the  city  indicate  that  the  campaign 

'fn<r        hours  of  the  morning  when  tmc- 
i  gr  in  tracing  the  source  of  mndli  of 

GhimneT  after  chimney  baches  a 
teolng. 
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[From  the  PhUadelphia  (Pa.)  Bulletin.  January  28,  1963] 
Smoke  Nuisances  Get  Attention 

Following  publication  of  your  editorial  Unabated  Nuisances  (December  31), 
we  sent  three  inspectors  out  from  daylight  to  9  a.  m.  on  January  7,  8,  and  9. 
They  covered  the  entire  city  on  their  trips. 

The  results  were:  6  violations  on  January  7;  5  violations  on  January  8;  4 
violations  on  January  9. 

Four  of  these  violations  were  new  ones.  Eight  were  in  plants  which  are 
really  trying  to  correct  conditions. 

We  think  your  suggestion  was  worthwhile,  and  we  shall  run  such  checks 
again.  We  would  appreciate  a  direct  message  any  time  you  note  a  smoke 
nuisance. 

N.  K.  Chamberlin, 
Executive  Director,  Division  of  Air  Pollution  Control, 

The  Chairman.  Our  next  witness  is  the  Honorable  Lucio  Russo, 
member  of  the  New  York  State  Assembly.  It  is  nicre  to  have  you,  sir. 
Do  vou  have  a  prepared  statement? 

Mr.  Russo.  No ;  1  don't,  Senator.  I  would  like  to  speak  off  the  cuff, 
and  it  might  take  5  minutes. 

The  Chairman.  That  is  sometimes  the  best.    You  may  proceed. 

STATEMENT  OF  LUCIO  RUSSO,  MEMBER,  NEW  TORE  STATE 

ASSEMBLY 

Mr.  Russo.  First  of  all,  my  name  is  Lucio  Russo.  I  am  a  member 
of  the  New  York  State  Assembly,  and  I  represent  the  second  assembly 
district  of  Richmond  County,  which  is  known  as  Staten  Island. 

The  Chairman.  Will  you  yield  just  one  moment? 

Mr.  Russo.  Yes,  sir. 

The  Chairman.  This  bill  I  referred  to  is  now  law,  is  it  not? 

Mr.  Russo.  That  is  right.  Governor  Dewey  signed  that  bill  on 
March  30. 

The  Chairman.  Without  objection,  I  would  like  to  make  this  act 
a  part  of  the  record.    You  say  it  was  just  recently  signed? 

Mr.  Russo.  That  is  right,  on  March  30. 

(The  act  referred  to  follows:) 

[State  of  New  York.  No.  47,  Int.  47,  in  Assembly,  January  6,  1954] 

AN  ACT  Authorising  and  empowering  the  intersta'te  sanitation  commission  to  make  a  study 
of  smoke  and  air  pollution ;  and  making  an  appropriation  therefor  and  repealing  chapter 
four  hundred  fifty-four  of  the  laws  of  nineteen  hundred  fifty-two,  entiUed  **An  act 
authorising  and  empowering  the  interstate  sanitation  commission  to  make  a  study  of 
smoke  and  air  pollution ;  and  making  an  appropriation  therefor*' 

The  People  of  the  State  of  New  York,  represented  in  Senate  and  Assembly, 
do  emact  as  follows: 

Sbotion  1.  The  interstate  sanitation  commission  is  hereby  authorized  and 
empowered  to  make  a  comprehensive  study  of  smoke  and  air  pollution  In  the  ai*eas 
of  New  York  and  New  Jersey  specified  in  section  three  of  chapter  three  of  the 
laws  of  nineteen  hundred  thirty-six  and  the  problems  caused  thereby.  The 
0tady  shall  inclode  a  survey  of  the  sources  and  extent  of  such  pollution,  property 
damage  caused  thereby,  its  effect  upon  public  health  and  comfort,  and  relevant 
meteorological,  climatological,  and  topographical  factors. 

BzPXJLNATiOir. — scatter  in  italics  is  new ;  matter  in  brackets  [   ]  is  old  law  to  be  omitted. 

f  2.  For  the  accomplishment  of  the  study,  the  commission  shall  have  power 
to  appoint  and  remove  its  own  officers  and  staff,  prescribe  the  duties  of  such 
employees  and  fix  their  compensation  within  the  appropriations  available  therefor. 

f  a.  The  ccmimlssion  shall  make  a  report  to  the  governor  and  the  legislature 
«n  or  before  February  first,  nineteen  hundred  fifty-five.    The  report  shall  set 
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forth  the  findings  of  th*?  commission,  its  ivcommendations  for  a  smoke  and  air 
pollution  control  program  and  a  plan  for  the  administration  of  such  a  pro^m 
by  an  appropriate  a^en<^T-  It  shall  also  include  a  study  and  evaluation  of  exist- 
ing laws  in  the  states  of  New  York,  N»^w  Jersey.  Connecticut  and  in  other  juris- 
dictions relating  to  smoke  and  air  pollution  and  drafts  of  proposed  legislation 
to  carry  out  the  recommendations  of  the  commission. 

§  4.  The  sum  of  thirty  thousand  doUars  (SSO.OtiOi.  or  so  much  thereof  as  may 
be  necessary,  is  hereby  appropriated  to  the  interstate  sanitation  commission  from 
any  moneys  in  the  state  treasury  in  the  general  fund  to  the  credit  of  the  state 
purposes  fund,  not  otherwise  appropriated,  for  the  purposes  set  forth  in  this  act 
including  personal  service  and  other  necessary  expenses,  payable  on  vouchers 
certified  or  approved  by  the  chairman  of  the  interstate  sanitation  coromission 
with  the  approval  of  the  director  of  the  budset  in  the  manner  prescribed  by  law. 

$  5.  This  act  shall  take  effect  when  the  state  of  Xew  Jersey  shall  make  avail- 
able a  similar  appropriation  for  the  study  and  survey  authorised  by  this  act. 

§  6,  Chapter  four  hundred  fifty-four  of  the  laws  of  nineteen  himdred  fifty-two, 
entitled  **An  act  authorizing  and  empowering  tlie  interstate  sanitati<Hi  commission 
to  make  a  study  of  smoke  and  air  pollution ;  and  makint;  an  approfniation  there- 
for," is  hereby  repealed. 

The  Chairmax.  Proceed,  ilr.  Riisso. 

Mr.  Ru.sso.  I  am  also  here  representing  the  borough  president's  Com- 
mittee on  Pollution  and  Abatement,  of  Staten  Island.  Of  course,  this 
is  a  problem  that  seriously  affects  Staten  Island.  We  are  right  across 
the  Kill  van  Kull,  and  across  the  Kill  van  Kull  are  many  factoriies  in 
New  Jersey,  in  Elizabeth,  X.  J.,  and  the  Amboys,  and  so  on. 

I  thought  that  if  we  could  enter  into  a  compact  with  the  State  of 
New  Jersey,  we  could  at  least  cure,  or  attempt  to  CAire  some  of  the 
evils.  I  introduced  this  bill  in  Albany.  We  had  no  diflSculty  in 
Albany.  It  came  out  of  the  committee  and  passed  without  any  opposi- 
tion, and  the  Governor  was  for  it,  and  the  Gk)vemor  signed  it.  Gov- 
ernor Dewey  spoke  to  Governor  Meyner.  and  Grovemor  ileyner  felt — 

The  CiiAiRMAX.  That  is  Grovernor  Me3mer  of  the  State  of  New 
Jersey  ? 

Mr.  Russo.  Governor  Meyner  of  the  State  of  New  Jersey.  They 
had  a  long  telephone  conversation  on  this  subject,  and  it  is  nay  under- 
stiinding  that  Governor  Meyner  is  also  for  the  bill. 

Assemblywoman  Florence  P.  Dwyer,  of  Union  County,  introduced 
a  companion  bill  similar  to  mine,  in  the  assembly  in  the  State  of  New 
Jersey,  and  that  bill  is  now  before  the  joint  appropriations  conunittee. 
It  appears  that  it  is  having  a  little  difficulty  getting  out  of  committee. 
Of  course,  mv  bill  will  not  take  effect  until  New  Jersev  matches  a  simi- 
lar amount  of  $30,000. 

Now,  there  are  some  people  in  New  Jersey  who  feel  that  this  prob- 
lem should  be  approached  on  an  intrastate  level.  In  fact.  Senator 
Jones  there  has  a  bill  on  that.  But  I  can't  see  that  approach  because 
certainlv  air  pollution  and  smoke  doesn't  stop  at  a  particular  boundary 
and,  naturally,  if  New  Jersey  made  their  own  study  and  found  that 
some  evils  come,  say,  from  Staten  Island  or  New  York,  or  Connecticut 
certainly  thev  can't  legislate  for  the  i>eople  of  the  State  of  New  York' 
and  we  couldn't  p<       bly  either.  ' 

Now,  I  don't  Vr.r  iiief  -^  .f,  is  goiug  to  happen  to  that  bill  in  New 
Jersey.    I  ^  reluctant  to  appronriate  money,  to 

then  find  ^  ^''^^  «^  ^h^  offenders.    And  some 

people  ^^    ^;to  merely  find  that  out 

TTi€  ^»^e  Governor's  counsel, 

vcai,  there  is  nothing 
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we  could  do  about  Camden,  as  far  as  New  York  is  concerned.  If  we 
formed  a  compact  with  New  Jersey  and  made  a  study,  you  could  also 
make  a  compact  with  the  State  of  Pennsylvania." 

This  could  go  on  and  on,  of  course,  and  every  State  would  have  to 
make  a  compact  with  another  State.  And,  since  it  is  an  interstate 
problem,  a  problem  that  apparently  affects  the  health  of  people  and 
affects  housmg — I  know  in  my  borough  when  you  have  fog  and  smoke, 
and  have  the  so-called  smog,  you  don't  know  whether  you  are  in  the 
city  of  London  or  in  Staten  Island.  There  is  no  question  that  it  is 
injurious  to  health,  and  it  is  also  injurious  to  plants  and  vegetation  on 
Staten  Island. 

I  sincerely  feel  that  this  is  a  problem  where  the  Federal  Government 
should  be  interested.  It  is  an  interstate  problem,  and  it  affects  all  of 
the  people  of  the  United  States,  and  I  feel  that  this  amendment  to  your 
housing  bill  should  pass. 

The  Chairman.  Did  you  have  any  testimony  in  your  assembly  in 
Albany  on  this  subject? 

Mr.  Russo.  Nothing  whatsoever.  Senator. 

The  Chairman.  Nothing  that  would  be  helpful  to  us  ? 

Mr.  Russo.  You  see,  we,  2  years  ago,  in  the  Interstate  Cooperation 
Committee,  which  is  composed  of  members  of  the  legislatures  of  both 
States,  an  agreement  was  made  to  pass  this  legislation,  but  the  State 
of  New  Jersey  never  introduced  a  bill ;  this  year  they  did.  But,  as 
I  say,  it  is  a  problem  of  whether  or  not  it  would  pass  tliere.  There  are 
a  lot  of  factories  there,  and  naturally  they  are  opposed  to  the  bill  for 
fear  that  we  may  legislate  on  controls  for  these  factories.  I  could 
very  well  understand  their  interests.  Yet,  I  think  the  interests  of  the 
public,  the  general  welfare,  is  paramount  to  any  private  interests. 

The  Chairman.  If  the  Federal  Government  became  interested  in 
this,  by  legislation,  and  agreed  that  if  the  city  or  State  or  a  section 
did  certain  things,  that  anyone  that  eliminated  their  smoke  would  be 
entitled  to  5-year  amortization  for  tax  purposes,  and  could  have,  if 
they  cared  to,  a  loan  to  put  in  the  necessary  equipment,  and  the  FHA 
would  guarantee  their  mortgages,  and  they  would  build  a  new  home 
and  the  Federal  Government  of  course  would  interest  itself  by  re- 
search and  show  them  how,  there  is  no  question  then  but  what  it  would 
make  it  much  easier  for  the  city  of  New  York  and  Staten  Island,  and 
New  Jersey  to  proceed  under  the  popular  methods  of  handling  this 
thing,  would  it  not? 

Mr.  Russo.  Certainly,  Senator. 

The  Chairman.  It  will  be  awfully  hard  for  you  to  do  it  without 
the  help  of  the  Federal  Government. 

Mr.  Kusso.  I  don't  see  how  it  could  be  done.  Even  assuming  we 
did  it  in  New  York  and  New  Jersey,  what  about  Pennsylvania,  and 
so  on  and  so  forth? 

The  Chairman.  What  we  are  recommending  at  the  moment,  of 
course,  has  nothing  to  do  with  States  rights.  In  fact,  it  will 
strengthen  States  rights,  rather  than  weaken  them,  because  it  cer- 
tainly is  interstate.  It  has  to  be  interstate  and  can't  be  anything  else, 
because  smoke  is  something  that  comes  up  and  moves. 

Mr.  Russo.  It  doesn't  stop  at  a  State  line. 

The  Chairman.  That  is  right.  We  have,  I  suspect,  several  hun- 
dred instances  in  the  United  States  where  cities  are  on  State  lines. 
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Large  cities  I  cmn  think  of  at  the  nMMnent,  like  Philadelphia  and 
Camden,  and  New  York  City  and  cities  in  New  Jersey,  and  the  Kansas 
Cities,  Minneapolis  and  St.  PauL  Chicago  and  Hammond  and  Gary — 
and  yoa  coald  go  on  and  on.  and  you  find  cities  that  are  sitting  right 
on  State  lines,  and  large  cities,  too. 

Mr.  Brseo.  Yon  see.  Senator,  everyone  you  speak  to  is  for  this  par- 
ticular bilL  in  Xew  Jersey,  but  somehow  or  other  it  just  doesn't  get 
cot  of  committee. 

The  Ch.ukm.%x.  Maybe  we  ought  to  speak  to  Senators  Hendrick- 
aon  and  Smith. 

Mr.  RrsftO.  Mayor  Nicholas  LeCorte  is  going  to  testify  tomorrow 
aivi  he  is  interested  in  the  bill.  ETervone  sewns  to  be  interested  in  it, 
bat  I  am  afraid  that  it  is  a  very  difccult  approach  to  the  problem, 
ereri  assuming,  as  I  say.  that  we  adopted  this  compact.  But,  after 
all.  there  are  other  paits  of  the  country  inrolTed,  and  I  think  if  we 
appr^jached  this  on  a  national  scale,  it  would  be  very,  very  helpful. 

jTie  Cif  AiRMA  V.  Did  you  check  with  Governor  Dewey  to  see  whether 
or  not  he  is  in  favor  of  this  Federal  legislation  we  are  discussing? 

Mr.  Ku.sMj.  I^t  me  say  this:  Governor  Dewey  is  in  favor  of  the 
abatement  of  air  pollution,  and  he  is  in  favor  of  the  control  and  study 
of  air  pollution.  Xow  I  would  assume  from  that,  being  interested 
in  tlie  subject,  having  made  several  phone  calls  to  Governor  Dewey, 
that  he  would  be  interested  in  your  amendment- 

The  CHAiKifAK.  And  he  did'sign  your  bill! 

Mr.  RusfiO.  He  definitely  sign^  it,  on  March  30.  It  is  law  in  New 
Tort 

The  Chairman.  Can  you  think  of  any  way  in  which  the  Federal 
Government  might  help!  beyond  what  is  a  part  of  the  bill,  this  pro- 
posed bill  ? 

Mr.  Russo.  Which  bill  are  vou  speaking  of.  Senator? 

The  Chaikmax.  The  amendment  I  introduced,  the  Capehart  amend- 
ment. 

yir.  Russo.  How  the  Federal  Government  can  what?  I  didn't 
understand  your  question.  Senator. 

The  Chairmax.  My  amendment  to  S.  293S.  Is  there  any  way  in 
which  you  feel  the  Federal  Government  could  be  helpful,  beyond  what 
ia  proposed  in  this  legislation  ? 

>fr.  Russo.  I  see  what  yon  mean.  Senator.  I  read  the  bill  care- 
fully. I  think  it  is  a  well  drafted  and  a  very  good  measure.  It  covers 
the  subject  very  well. 

The  Chairmax.  Is  your  assemblv  in  session  at  the  moment  ? 

Mr.  Russo.  No,  sir ;  we  adjourned  on  March  20. 

You  see,  that  brings  up  another  difficult  pn>blem.  Let's  assume^ 
now,  the  State  of  New  Jersey  wanted  to  amend  that  bill  and  make  a 
certain  change.  You  can't  do  that,  because  we  are  not  in  session. 
So,  itisdifficiilttomake  f  r   i,  ,  t^ 

The  Chaxioi^x.  Hi  s  ^Tuiients  move  slowly,  in  fact 

Bometimea  too  alqij^  ^  ^  m-  ^         ^   ^  ^^^^*  *^>  fn^t. 

Thank  you  w*^  '  j  i    mat^  your  testimony  and 

it  js  nice  of  ^ 

Mr.  RuflBM-  I       .        ,^     .  . 

The  CflAjP^  -fl^iftncan  Municipal 

Af*sr*ciiitifil! 
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STATEMENT  OF  KANBT  HAMILTON,  WASHINGTON  DIBECTOB, 
AMERICAN  MUNICIPAL  ASSOCIATION 

Mr.  Hamilton.  Thank  you.  Senator. 
^  I  am  the  Washington  director  of  the  American  Municipal  Associa- 
tion.    I  had  not  intended  to  appear,  but  we  are  running  well  so  I 
thought  I  would  say  verbally  what  we  have  already  placed  in  the 
record. 

On  behalf  of  the  12,000  cities  in  44  States,  which  are  members  of 
our  association,  sir,  I  would  like  to  urge  members  of  your  committee 
to  adopt  the  provisions  of  S.  2938 

The  Chairman.  Will  you  say  that  again,  please? 

Mr.  Hamilton.  On  behalf  of  the  12,000  cities  in  44  States,  which 
comprise  our  membership,  I  would  urge  the  adoption  of  the  Capehart 
amendment. 

The  Chairman.  You  are  the  executive  secretary  ? 

Mr.  Hamilton.  The  Washington  director. 

The  Chairman.  For  the  American  Municipal  Association.  And 
you  have  12,000  members  ? 

Mr.  Hamimon.  That  is  correct. 

The  Chairman.  And  the  12,000  cities  are  urging  the  adoption  of 
this  legislation? 

Mr.  Hamilton.  Yes,  sir.  I  may  say,  sir^  we  adopted  a  resolution 
at  our  Los  Angeles  meeting  2  years  ago,  which  was  the  second  largest 
meeting  of  municipal  officials  ever  held  in  this  country,  and  the  prin- 
ciples embodied  in  your  bill  were  embodied  in  our  resolution. 

The  Chairman.  Do  you  have  a  copy  of  that  resolution  ? 

Mr.  Hamilton.  It  has  been  made  a  part  of  the  record.  Senator,  by 
letter. 

The  Chairman.  And  this  resolution  endorses  the  legislation? 

Mr.  HAMiim>N.  Yes,  sir.    And  it  was  adopted  unanimously. 

The  Chairman.  That  is  by  the  12,000  cities? 

Mr.  Hamilton.  That  is  right. 

The  Chairman.  How  many  cities  are  not  members  of  your 
association  ? 

Mr.  Hamilton.  There  are  about  16,000.  We  represent  both  large 
and  small  cities.  Our  membership  runs  from  the  largest  cities  in  the 
country,  down  to  Bellview,  N.  C,  with  1,300  inhabitants. 

The  Chairman.  New  York  City? 

Mr.  Hamilton.  It  was  a  member  until  the  first  of  last  year. 

The  Chairman.  Chicago? 

Mr.  Hamilton.  Yes. 

The  Chairman.  Indianapolis? 

Mr.  Hamilton.  Yes.  Chicago  is,  by  virtue  of  its  membership  in  the 
Illinois  Municipal  League. 

Direct  membership  includes  Philadelphia,  St.  Louis,  Los  Angeles. 

The  Chairman.  You  have  been  authorized  by  your  12,000  members 
to  approve  this  legislation? 

Mr.  Hamilton.  Yes,  sir. 

The  Chairman.  Thank  you  very  much,  unless  you  have  something 
further  to  say. 

Mr.  Hamilton.  I  just  want  to  make  one  point,  in  addition  to  that 
made  this  morning:  That  is  that  the  subject  is  too  definitely  inter- 
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state  in  character,  that  we  feel  that  its  adoption  is  Federal-State-local 
partnership,  in  the  best  sense  of  the  word. 

We  are,  of  course,  always  jealous  of  State's  rights,  to  use  that 
expression,  and  we  do  not  feel  that  this  bill  is  in  any  way  an  impair- 
ment or  infringement  of  State's  rights,  and  we  think  it  is  an  extension 
of  the  partnership  in  tlie  most  desirable  fashion.  And  we  think  that 
point  should  be  stressed. 

The  Ch.\irmax.  Thank  you  ver}',  very  much.  We  appreciate  your 
testimony. 

Xow,  Congressman  Hiestand  would  like  to  make  a  statement  here, 
and  we  are  delighted  to  have  him  do  so. 

STATEMENT  OF  EBOAB  W.  HJESTAND,  A  KEPBESEHTATIVE  IN 
CONGRESS  FROM  THE  STATE  OF  CALIFORNIA 

Representative  Hiestand.  Thank  you,  Mr.  Chairman. 

My  name  is  Edgar  W.  Hiestand,  Congressman  from  the  21st  Dis- 
trict of  California,  roughly  comprising  tlie  northern  two- thirds  of  the 
county  of  Los  ^Vngeles. 

The  smog  problem  there  is  very,  very  well  known.  It  is  particu- 
larly acute  due  to  climatic  conditions,  without  wind.  I  think  that  is 
important  that  we  have  consideration  of  an  amendment  of  this  type. 
I  am  a  member  of  the  Banking  and  Currency  Conunittee  which  has 
just  passed  the  bill,  and  I  am  an  author  of  one  of  the  amendments 
that  was  added  to  it,  and  I  am  very  much  interested  in  this  amend- 
ment because  it  can  relieve  a  whole  lot  of  communities. 

But  I  am  interested  in  it  for  sevenil  other  re^isons.  The  enforce- 
ment of  anti-air  pollution  measui^es  presents  gi^eat  difficulties  to  mu- 
nicipalities and  communities,  because  it  is  unavoidably  so  expensive 
to  tne  people  who  are  guilty  of  polluting  the  air,  and  the  authorities 
are  reluctant  to  force  them  either  into  bankruptcy  or  to  severely  im- 
pair their  financial  standing. 

Now,  if  we  can  arrange  for  the  financing,  in  accordant^  with  this 
measure,  and  ^arantee  the  financing,  and  furthermore,  permit  rapid 
amortization,  it  certainly  can  go  a  long  way  toward  the  enforcement  of 
the  measure  of  the  local  ordinances. 

It  will  conceivably,  also,  protect  present  investments  and  guaranties 
of  the  FHA  against  depreciation.  AVe  could  fai^e  considerable  loss 
in  that  regard.  It  should  cost  the  taxnayers  nothing.  In  the  long 
run,  rapia  amortization  equalizes  itself,  and  ciKsts  the  taxpayers 
nothing.  If  there  are  no  losses  from  guamnties  under  FHA— and 
the  probabilities  are  there  will  l>e  nontv— it  will  cixst  the  taxpayers 

Everybody  seems  to  be  in  favor  of  tJie  amendmwit.  Senator,  and  I 
join  with  those  who  espouse  its  policii^ 

The  Chairmax.  Tha^UM|yyyJ||Mn  glad  to  have  you  as  a 
witness,  and  we  are  g^4pP^^H|PBH|^*^^^^^^^  ^^^^^'^  ^^^  hearings, 
and  we  hope  you  atteiv'^^^^^^^^^TMP*  , 

We  will  recess  untf  T»nin|^at  whicJi  time  we 

will  have  as  witnMi^  -,        ^  ^  bureau  of  Stat© 

Services,  Public  w^  \  Education, 

and  Welfare;  £w  -*i  Robert  A. 
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City  of  Los  Angeles ;  Hon.  Warren  Billings,  councilman  from  South 
Pasadena,  Calif.  He  will  represent  the  Los  Angeles  Division  of  the 
Leagrue  of  California  Cities.  Then,  John  P.  Robin,  director  of  the 
Pittsburgh  Redevelopment  Authority,  Pittsburgh,  Pa.  He  will  repre- 
sent the  United  States  Conference  of  Mayors.  Then,  Hon.  Joseph  S. 
Clark,  Jr.,  mayor  of  the  City  of  Philadelphia;  Hon.  Nicholas  S. 
LeCorte,  mayor  of  Elizabeth,  N.  J. ;  and  Harold  W.  Kennedy,  county 
counsel,  Los  Angeles  County,  Los  Angeles,  Calif. 

So,  we  will  stand  in  recess  until  10  o'clock  tomorrow,  at  which  time 
we  will  hear  the  witnesses  that  I  just  named. 

(Whereupon,  at  11 :  30  a.  m.,  the  committee  recessed,  to  reconvene 
at  10  a.  m.,  Wednesday,  April  14, 1954.) 
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HOUSING  ACT  OF  1954 
AiriPoUution  Prevention  Amendment 


WEDNESDAY,  APBIL   14,   1054 

United  States  Senate, 
Committee  on  Banking  and  Currency, 

Washington^  D.  C. 
The  committee  met,  pursuant  to  call,  at  11 :  20  a.  m.,  in  room  301, 
Senate  Office  Building,  Senator  Homer  E.  Capehart  (chairman)  pre- 
siding. 

Present :  Senators  Capehart  and  Goldwater. 
Also  present :  Senator  Thomas  H.  Kuchel  of  California. 
The  Chairman.  The  committee  will  please  come  to  order. 
We  will  resume  the  hearings  which  we  recessed  yesterday  morning 
on  the  smoke  elimination  and  air  pollution  amendment. 

Our  first  witness — and  let  me  say  coauthor  of  the  amendment  with 
myself — is  Senator  Kuchel  from  California.  Senator,  we  are  de- 
lighted to  have  you.    Why  don't  you  proceed  in  any  way  you  care  tol 

STATEMENT  07  THOMAS  H.  KUCHEL,  A  ITNITEB  STATES  SENATOR 
]?£0M  THE  STATE  OF  CALIFORNIA 

Senator  Kuchel.  Mr.  Chairman  and  members  of  the  committee, 
in  coming  here  today,  I  desire  to  express  not  only  my  own  apprecia- 
tion, but  that  of  many  ^oups  and  agencies  in  California  for  the  oppor- 
tunity to  urge  legislation  that  will  give  an  impetus  to  and  supplement 
the  varied  efforts  of  local  governments,  civic  organizations,  and  in- 
dustries to  overcome  the  vexatious  problem  of  air  pollution. 

Because  this  smog  problem  is  complicated,  I  have  been  very  happy 
to  join  with  the  chairman  of  this  committee,  Senator  Capehart  of 
Indiana,  in  sponsoring  the  proposals  now  before  the  committee. 

I  should  like  to  make  a  general  statement  on  the  seriousness  of  this 
problem  which  is  becoming  more  and  more  acute  in  many  metropolitan 
areas  throughout  the  country.  With  me  today  are  officials  from  south- 
em  California  and  others  who  as  witnesses  will  go  into  detail  about 
the  extent  of  this  problem,  the  activities  and  measures  in  progress  to 
reduce  if  not  eliminate  the  costly  and  dangerous  hazard  to  the  health 
and  welfare  of  our  people  and  to  both  the  growth  and  the  economic 
development  of  our  cities,  and  the  mounting  damage  to  agriculture, 
properties,  and  even  day-to-day  affairs. 

As  most  of  you  undoubtedly  are  aware,  air  pollution — generally 
referred  to  as  smog — ^has  become  a  matter  of  great  concern  in  the  Los 
Angeles  metropolitan  area  and  is  of  growing  concern  to  the  areas  of 
San  Diego  and  San  Francisco.    A  variety  of  bold  steps  have  been 
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thliiMi  (o  rniitiirr  I  ho  pn>hh»iu  ui\(l  at  ovory  level  our  citizens  are  facing 
Hill  llirriil  (u  (heir  hiippiness  niul  well-hein^. 

oKimN  or  numij-'.M 

Sinoj?.  »?•  no  new  phenouuMUMi.  Back  in  the  Middle  Ages,  Ix)ndon 
llr«.(  hnume  ahniued  nhoui  the  s«Miiuis  ei»nsequenoes  of  oont:iminate<l 
mr  liul,  n\  the  hisc  few  yeais,  gnnvth  of  imlnstrv  and  the  rapid 
e\p.in-.;\»n  ol'  tnajor  eilies  have  eausiHl  public  otUcials  and  civic  leaders 
to  U\^\\\\\  wwwAWiwix  tlie  cosi  of  anno>pheric  pollution  which  has  a 
w  »dr  i;u\x*e  \»f  vousiHpiencivs. 

\\\ih  J  he  cotuvt\irauo!\  of  ivi^ple  in  lar^e  comnnniitie;?,  we  l:av^ 
apple*  iucd  ihe  nee\J  for  joint  elioris  to  solve  pivblems  which  the 
b»  n\^'M\4;  (04*\nher  \M'  hu'jie  niass*^-^  of  workei^  and  ivsidents  :!iev:::\i  .7 
Im mc'  *nio  lAiMcnco.  i^^Vie  of  ib,e<e  probleir.s,  av.vi  oi.e  thi-i  :.■  I-  •:;.- 
\letv.ev  jusr,tio>  >ulMar,ttal  evivnditiiiv.s  is  the  collection  and  ir^i:- 
u\e!u  v^?  ^vNx.^iixv  l\^  safciiua'Al  the  l.e;iU:i  of  the  Xatioii,  to  :^revr::: 
suv.x;;n',  .^^v.  01  v..;;v.val  ivsk»'.uvos,  a!id  to  avert  de:er:orti :':•;::  of  :ur 
sxv,.v,'  V,  ;:ov,  c*al\"V;r,e  s\>'.c:ns  ..a\e  iw:  la*.vi  01;:  ar.vi  b'.::l:  :»:  iiiTliTr 
}«v.,;  »v^\;c'  !\s:^^*/.ow  ;rui  'cn^  v^!f;'v.s:\o  v^asTcs  f:v:'.:  ::■.  /..s:r:es,  1.  -_ir-^. 
;*'\\  x^VxV  ^*v\v.vc^  ;'\;:  i:><\;  to  :!o«  ::;%^  c;:v  >::■^:;;:::^.  Difr->;il  : 
^ .; :  \ *  i  .xv  r  \;  ;  *  .^ V. :    * -,  :  v. x\>:  Arr/.: v. v. v, : : ". t^  .s  .^  v. . ,; :: "  c ".  :\i .  f .::: v :  :•.  r.  n.i  ir- 

j<N       ^   ,' ,.  ^.\.>c  ,  •  >*.'^^   ,::v.  ;:  ■  A^^^.  -  *  :t*i<'.   '    •'-"?-•"■-  7"    ■::-: 
iv\  X   v.*       s'  ^  ^^ii  \":\v  :'  ..    >  ,v":v  -./.Tie  1  .  i"z    :>-f:.  ^t~.~~  t 
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will  not  solve  the  problem.  Adoption  and  enforcement  of  r^ulations 
and  ordinances  are  only  a  partial  answer  to  the  question  of  how  we 
are  going  to  clean  up  our  atmosphere.  Closing  of  industries  would 
upset  our  economy  drastically,  and  dispei'sal  would  bring  at  best 
only  temporary  relief  and  be  exceedingly  costly. 

The  damages  from  smog  are  so  great  they  cannot  be  computed. 
No  one  knows  the  toll  in  the  way  of  infection  of  humans.  Agriculture 
has  suffered  greatly — the  loss  to  crops  in  the  Los  Angeles  area  during 
one  short  period  of  serious  smog  last  year  was  figured  at  $500,000 — 
and  properties  of  all  kinds,  homes  and  automobiles  and  clothing,  are 
affected. 

PURPOSE  OF  AMENDMENT 

All  three  phases  of  the  proposed  legislation  will  be  of  great  value 
in  furthering  the  attack  against  air  pollution. 

When  we  require  industries  to  cut  the  output  of  smoke  and  fumes, 
we  force  them  to  make  substantial  outlays  for  equipment  and  construc- 
tion changes.  Floating  roofs  on  oil  storage  tanks,  precipitators  for  ex- 
haust stacks,  and  intricate  apparatus  are  very  expensive.  One  feature 
of  the  legislation  would  permit  accelerated  depreciation  of  these  capi- 
tal expenditures.  And  I  know  many  small  industries,  of  which  we 
have  thousands  in  my  State,  cannot  put  out  the  money  required  to 
comply  with  antismog  regulations  unless  they  get  help  in  the  shape 
of  tax  relief. 

The  granting  and  insuring  of  loans  for  structural  changes  and  new 
devices  that  will  reduce  the  seriousness  of  air  contamination  is  essen- 
tial to  encourage  and  make  possible  cooperation  by  homeowners  and 
builders.  In  many  communities,  residences  with  furnaces  that  bum 
coal  or  oil  contribute  fumes  and  particles  that  could  be  reduced,  if  not 
eliminated,  so  the  provisions  of  tnis  legislation  dealing  with  loans  and 
insurance  would  provide  practical  assistance  to  property  owners  and 
further  the  efforts  of  local  agencies  of  government. 

The  section  of  the  legislation  authorizing  research  and  investigation 
is  desirable  to  bring  together  the  results  of  work  previously  and  cur- 
rently being  done  by  Federal  authorities  and  others  and  to  make  pos- 
sible new  programs  that  hold  hope  of  showing  the  way  for  more  effec- 
tive results  in  reducing  and  wiping  out  air  pollution.  As  evidence 
that  the  Federal  Government  is  not  being  asked  to  do  the  entire  lob, 
I  should  like  to  mention  that  in  Los  Angeles  there  is  just  getting  under- 
way an  ambitious  and  promising  areometric  survey  by  the  Southern 
California  Air  Pollution  Foundation  recently  set  up  with  the  backing 
of  governmental  bodies,  industry,  and  civic  groups. 

The  proposed  legislation  which  I  earnestly  urge  this  committee  to 
include  in  the  new  housing  bill  has  been  endorsed  by  several  public 
agencies  in  California  which  feel  it  will  promote  efforts  to  deal  with 
the  smog  problem.  I  should  like  to  call  your  attention  to  the  fact  that 
the  Los  Ajigeles  County  Board  of  Supervisors  only  a  week  ago  unani- 
mously urged  Congress  to  enact  such  a  measure.  Earlier  the  tax  fea- 
tures allowing  fast  amortization  of  antismog  expenditures  was  advo- 
cated by  the  Legislature  of  the  State  of  California  and  the  League  of 
California  Cities. 

Before  you  hear  the  California  witnesses  who  have  come  here  to  dis- 
cuss these  proposals,  I  want  to  tell  the  committee  that  I  am  deeply 
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grateful  you  are  giving  comprehensive  consideration  to  this  situation 
that  has  been  plaguing  our  city,  county,  and  State  governments, 
private  industry,  and  business  organizations,  and  scientific  institu- 
tions. In  taking  up  these  proposals  and  hearing  testimony,  you  are 
giving  badly  needed  encouragement  to  worried  and  perplexed  officials 
and  citizens  who,  I  am  sure,  appreciate  your  interest. 

Mr.  Chairman,  I  don't  care  wliether  it  is  called  smog  as  it  is  in  Cali- 
fornia, or  smaze  as  the  New  York  newspapers  referred  to  it  when  pic- 
tures on  all  their  front  pages  some  weeks  ago  indicated  the  same  type 
of  pollution  which  overcame  the  community.  I  do  suggest  to  this 
committee  it  is  in  no  sense  a  local  matter.  It  is  a  matter  for  concern 
to  all  sections  of  the  country,  and  the  fact  that  you,  as  an  able  Repre- 
sentative of  the  State  of  Indiana,  and  I  have  joined  in  sponsoring  in 
this  legislation,  I  think,  is  some  indication  in  proof  of  that  fact. 

I  want  for  the  record  to  offer  a  copy  of  a  resolution  of  the  legislative 
branch  of  the  government  of  California,  and  ask  you  now  to  hear  three 
representatives  of  the  political  divisions  in  California,  the  first  of 
whom  is  a  former  member  of  the  House  of  Representatives,  now  tlie 
mayor  of  the  city  of  Los  Angeles,  the  Honorable  Norris  Poulson,  whom 
I  would  like  to  present  to  you,  Mr.  Chairman. 

The  Chairman.  Without  objection,  the  joint  resolution  of  the  Cali- 
fornia General  Assembly  will  be  printed  in  the  record. 

(The  resolution  referred  to  follows:) 


Chapter 


Assembly  Joint  Resolution  No.  6 — ^Memorializing  Conobess  To  Enact  S.  29SB 
AND  S.  3115,  Relative  to  Aib-Pollution  Control 

Whereas  There  is  pending  before  the  Congress  of  the  United  States  S.  2d3S 
and  S.  3115  relative  to  air-pollution  control  facilities  and  research  in  the  flel^ 
of  air  poUution ;  and 

Whereas  S.  3115  would  provide  for  a  60-month  rapid  amortization  for  ta^ 
purposes  of  facilities  constructed  by  private  industry  for  the  control  of  air 
pollution;  and 

Whereas  S.  2938,  in  addition  to  the  accelerated  writeoff  provision,  also  would 
authorize  insurance  of  loans  to  corporations  or  individuals  to  construct  or  in- 
BtaU  air-pollution  control  facilities  and  an  appropriation  for  research  in  the  field 
of  air-pollution  control ;  and 

Whereas  Air  pollution  creates  blight,  deters  development  of  homesites  and 
home  building,  contributes  to  the  production  of  slums,  injures  health,  damages 
and  destroys  crops,  and  is  a  hazard  to  the  well-being  of  any  community ;  and 

Whereas  Both  the  industries  and  local  governmental  agencies  of  California, 
which  create  part  of  the  problem  of  air  pollution  and  whose  interests  are  ad- 
versely affected  by  air  pollution,  are  in  agreement  regarding  the  necessity  for 
construction  of  air-pollution  control  facilities  and  equipment  and  for  research 
in  the  field  of  air-pollution  control ;  and 

Whereas  It  is  becoming  increasingly  difficult  for  private  industry  to  finance 
construction  of  these  facilities  since  most  such  devices  are  nonproductive,  and 
it  may  be  necessary  to  restrict  indus^JaU  production  at  a  time  when  added  pro- 
duction is  essential  to  the  econaBMM|g^^|ghft  Country :    Now,  therefore, 

Resolved  by  the  Assembly  cwj^^^^^^B^^^^BfeClili/ortiia  (jointly),  That 
the  Legislature  of  the  Sta^  ^P-  ^^fm  memorializes  the  Con- 
gress of  the  United  States  jp  ^                     "^^dji^iliiirther 

Resolved,  That  the  Ohld^"  ^^  ^^fe?  *o  transmit 

copies  of  this  resolution Jf  ^jk  on  Banking 

and  Currency  jind  Finaff  *^;lpQm  Cali- 
fornia in  4  ~ 

The 
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STATEHENT  OF  NORRIS  FOULSON,  M ATOR,  CITT  OF  LOS  ANGELES, 

LOS  ANGELES,  CALIF. 

Mayor  Poulson.  Mr.  Chairman  and  members  of  the  committee, 
my  experience  in  Congress  has  taught  me  that  ^ou  want  to  be  concise 
in  what  you  have  to  say.  Therefore,  I  am  going  to  ask  that  while 
submitting  my  statement  for  the  record,  I  am  likewise  submitting  a 
statement  Dy  Mr.  Charles  Bennett,  the  director  of  planning  of  the  city 
of  Los  Angeles,  in  which  he  has  very  ably  brought  out  the  matters 
under  consideration. 

The  Chairman.  Without  objection,  Mr.  Bennett's  statement  will 
be  printed  in  the  record. 

(The  statement  referred  to  follows:) 

Statement  op  Charles  B.  Bennett,  Dibegtob  of  Planning,  City  op  Los  Angeles, 
ON  Aib  Pollution  and  Housing 

Of  all  the  many  conditions  which  tend  to  create  slums  and  blighted  neighbor- 
hoods, air  pollution  is  one  of  the  foremost.  Air  pollution  includes  such  factors 
as  smoke,  dust,  odors,  gases,  and  related  airborne  irritants.  The  term  "smog"  is 
generally  applied  to  this  condition,  especially  in  those  areas  such  as  Los  Angeles 
where  these  irritants  combine  with  fog  to  form  the  dirty,  grayish-brown  mixture 
becoming  all  to  familiar  during  certain  months  of  the  year. 

Air  i)ollution  is  ordinarily  most  acute  and  noticeable  in  the  areas  immediately 
surrounding  large  industrial  establishments;  particularly  those  which  do  con- 
siderable burning  in  their  operations  and  expel  both  smoke  and  gases.  Housing 
in  or  adjacent  to  these  districts  deteriorates  rapidly,  and  soon  drops  into  the 
blighted  or  slum  category.  People  who  are  able  to  move  out ;  vacancies  occur ; 
the  property  return  diminishes;  the  owners  fail  to  maintain  the  structures, 
and  the  housing  gets  worse  and  worse. 

Studies  of  the  Los  Angeles  City  Planning  Commission  reveal  that  the  worst  of 
the  blighted  housing  in  the  city  closely  parallels  the  location  of  the  principal 
industrial  districts.  These  are  the  districts  where,  as  previously  mentioned, 
there  is  the  greatest  predominance  of  air  pollution  and  "smog."  The  elimination 
of  this  nuisance  would  not  in  itself  eliminate  the  slums,  but  it  would  certainly 
improve  the  existing  situation  by  removing  one  of  the  most  annoying  and  un- 
healthy conditions.  Many  other  steps  are  presently  being  taken  to  rehabilitate 
the  blighted  neighborhoods  of  Los  Angeles.  Our  first  community  redevelopment 
project  presently  under  consideration  involves  the  removal  of  blighted  housing 
from  an  industrial  district.  The  encouragement  of  the  installation  of  smog 
abatement  equipment  would  be  another  significant  move  in  the  right  direction. 

Of  even  greater  concern  than  the  physical  housing  is  the  health  of  the  people. 
Air  pollution  is  a  health  menace.  It  adversely  affects  the  environment  of  a 
neighborhood,  making  it  less  and  less  desirable  in  which  to  live.  At  a  national 
air  pollution  symposium  held  in  Pasadena  in  1949,  Dr.  Robert  A.  Kehoe,  M.  D., 
director  of  the  Kettering  Laboratory  of  Applied  Physiology  at  the  University  of 
Cincinnati,  stated : 

"The  exi)erience  of  urban  communities  *  *  *  has  demonstrated  that  the  pollu- 
tion of  the  atmoshpere  with  airborne  industrial  wastes  *  *  *  is  capable  of 
causing  respiratory  irritation  and  distress  on  the  part  of  large  proportion  of  the 
residents  and  *  ♦  *  fatalities  among  the  older  segment  of  the  population  with 
special  reference  to  those  afflicted  with  cardiorespiratory  impairment." 

In  1951,  the  county  board  of  supervisors  made  a  survey  among  the  members 
of  the  Los  Angeles  County  Medical  Association.  Of  the  2,803  replies  received, 
2,561,  or  over  90  percent,  said  that  smog  definitely  affects  health  in  some  fashion. 
The  majority  agreed  that  the  eyes,  nose,  throat,  and  lungs  were  most  generally 
affected,  but  many  included  such  other  bodily  functions  as  nervous  system,  heart, 
liver,  teeth,  and  many  others. 

Health  department  records  reveal  that  the  incidence  of  tuberculosis  is  greater 
in  the  blighted  than  in  the  good  areas  of  the  city.  Air  pollution  in  the  blighted 
districts  undoubtedly  is  a  contributing  factor. 

The  foregoing  data  tend  to  substantiate  the  fact  that  air  pollution  is  generally 
most  severe  within  and  adjacent  to  heavy  industrial  districts,  and  that  air  pollu- 


Digitized  by  VjOOQ IC 


1202  AIR   POLLUTION   PREVENTION  AMENDMENT 

tion  adversely  affects  nearby  housing  and  its  occupants.    It  has  been  a  oon- 
tributant  to  the  spread  of  blighted  living  conditions. 

While  smog,  as  shown  on  the  accompanying  map,  also  is  thickest  in  the  down- 
town industrial  district,  because  of  atmospheric  conditions  the  smog  attacks 
many  other  of  the  better  residential  areas  of  the  city.  Should  this  air  pollutiou 
be  permitted  to  spread  unchallenged,  these  other  residential  neighborhoods  will 
likewise  deteriorate  and  the  residents  will  be  compelled  to  search  for  more 
healthful  surroundings.  It  is  essential  that  vigorous  steps  be  taken  immediately 
to  smother  this  growing  air-pollution  danger.  One  effective  means  of  alleviating 
the  problem  is  through  the  installation  of  smog-abatement  equipment. 

The  Chairman.  Go  ahead.  Mayor  Poulson. 

Mayor  Poulson.  It  has  been  definitely  established  that  this  is  not 
a  local  problem,  but  it  is  general  throughout  the  country.  Likewise,^ 
it  is  one  of  the  contributing  factors  to  the  creation  of  slums  and  cer- 
tainly the  deterioration  of  all  housing  that  comes  within  the  area. 

I  have  here  before  you  a  map  taken  of  the  Los  Angeles  County  area 
in  which  it  shows  the  various  sections  affected  by  the  smog.  Smog 
is  a  localized  name.  It  means  the  same  in  any  other  area.  In  our 
particular  section,  along  the  coastline  in  blue,  you  will  notice  where 
the  fog  comes  in  from  9ie  ocean.  Then,  in  red,  the  red  spots  are  the 
source  of  the  industrial  area  where  the  main  source  of  the  air  pollution 
originates.  With  the  wind  currents  coming  from  the  ocean  you  will 
find  that  it  drives  them  not  in  the  particular  section  toward  the  beach 
away  from  the  source  of  the  industrial  area  and  up  into  the  portion  of 
the  city.  In  the  yellow  lines  there,  you  will  see  that  portion  of  Los 
Angeles  which  is  like  a  jigsaw  puzzle  because  we  surroimd  Beverly 
Hills  and  3  or  4  other  cities  and  we  have  coimty  areas  within  tlie  city. 
Nevertheless,  you  will  see  just  a  portion.  But,  the  intensity  of  this 
smog  over  in  some  of  the  finer  residential  areas  of  the  county,  includ- 
ing Pasadena,  and  Monrovia,  Sierra  Madre,  and  Altadena,  and  San 
Marino,  which  is  considered  where  the  elite  live.  That  happens  to  be 
right  in  the  very  center. 

Now,  the  fact  that  this  smog  originates  and  with  the  inclusion  of 
the  fog  as  it  comes  in  and  with  the  wind  currents  travels  over  to  an 
area  entirely  foreign  to  the  source  where  it  originates,  you  will  find 
that  the  people  who  are  affected  have  no  connection  at  all  with  the 
source  oi  this.  So,  therefore,  any  contribution  or  any  effort  made 
on  the  part  of  the  industries  to  eliminate  that  or  to  curtail  it — and 
mind  you  it  intensifies  as  it  goes  farther  away  from  the  factories — 
is  a  public  service.  When  these  industries,  which  include  many  kinds,, 
including  our  oil  industry,  and  the  various  types  of  factories  we  have, 
and  automobiles.  When  they  install  any  type  of  contrivance  to  elim- 
inate or  curtail  the  air  pollution,  that  particular  addition  to  their 
factory  is  a  nonproducing,  as  far  as  profit  is  concerned,  contribution. 
It  runs  into  millions  and  millions  of  dollars.  So,  my  contention  is 
that  while  I  am  a  great  believer,  and  my  record  in  Congress  will  sub- 
stantiate it,  and  I  still  believe  in  local  autonomy  and  local  responsi- 
bility, and  it  is  the  responsibility  to  enforce  the  law  and  to  carry  it 
out,  I  suggest  that  where  the  Federal  Government  enters  into  the 
picture  is  that  it  is  penalizing  those  industries  which  are  making  these 
installations  costing  millions  of  dollars.  It  is  penalizing  them  by 
compelling  them  to  set  this  up  as  a  capital  investment  and  to  depreci- 
ate it  over  a  long  term  of  yeai*s,  rather  than  setting  it  up  as  they  would 
an  expense,  or  at  least  allowing  them  a  quick  writeoff,  which  is  not  a 
contribution.     We  are  not  asking  for  any  handout.    We  are  simply 
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asking  that  the  Federal  Government  stop  penalizing  those  industries 
trying  to  give  a  public  service. 

Now,  I  would  like  to  show  you  a  most  interesting  picture.  In  the 
city  of  Los  Angeles,  as  you  will  see  by  these  lines  through  the  San 
Fernando  Valley  which  is  white  and  which  is  not  affected,  last  year  in 
order  to  get  our  fair  share  of  the  gasoline  tax  funds  we  had  a  Federal 
census  taken  of  the  city  of  Los  Angeles.  The  city  of  Los  Angeles  paid 
for  it.  It  was  conducted  by  the  Federal  Census  Bureau.  During  that 
period  we  gained  a  net  of  134,000  people  in  the  3  years.  But,  here  is 
the  story  which  is  astounding.  In  this  particular  area  right  through 
the  center  of  Los  Angeles  where  we  have  the  smog,  there  were  71,000 
people  less  than  in  1950.  Out  in  this  area  that  is  affected  we  have  an 
increase  of  205,000  people.  Then,  if  we  take  the  figures  in  here  accord- 
ing to  the  county  planning  agency,  we  find  that  we  have  increased  ap- 
proximately 600,000  and  it  has  always  gone  down  into  the  area  of 
oanta  Ana,  where  they  are  not  affected  by  smog.  That  should  be  as 
conclusive  a  picture  as  there  is  that  it  positively  does  affect  housing. 

Of  course,  we  all  know  that  it  is  a  penalty  for  any  company  to  have 
to  spend  money  on  nonproductive  equipment.  I  am  not  a  crepe 
hanger.  I  have  criticized  the  various  groups  in  my  county  who  at- 
tempted to  make  a  political  football  out  of  the  fact  that  we  are  level- 
ing off,  but  nevertheless,  we  don't  want  to  penalize  it.  We  don't  want 
to  add  any  additional  burdens  to  these  businesses  by  compelling  them 
to  charge  that  off  at  such  a  low  rate. 

The  Chairman.  The  proposed  legislation  calls  for  the  Federal  Gov- 
ernment to  do  three  things.  One  is  to  permit  quick  amortization.  The 
second  is  that  the  FHA  would  guarantee  any  mortgages  to  buy  the 
necessary  equipment  for  eliminating  the  smog.  The  third  is  that  the 
Federal  Government  would  set  up  a  research  department,  but  only 
on  the  basis  that  cities  and  counties  and  States  cooperate  100  percent. 
The  Federal  Government  can  do  very  little  unless  the  cities 
•cooperate. 

Is  it  your  best  judgment,  as  the  mayor  of  the  third  largest  city  of 
the  United  States,  that  your  city  will  cooperate  ?  Do  you  think  other 
-cities  will  ? 

Mayor  Poulson.  Positively.  In  fact,  as  we  explain  later,  when  Mr. 
Hal  Kennedy,  counsel  for  the  air  pollution  control  district  here  testi- 
fies, he  will  tell  you  how  many  millions  have  been  spent  there  already. 
We  know  that  it  is  a  local  responsibility.  I  believe  that  it  is  a  local 
responsibility.  I  believe  in  local  autonomy.  But,  there  are  certain 
<;ases  in  which  you  can  help. 

The  Chairman.  The  Federal  Government  has  to  get  into  it  be- 
cause it  is  interstate.  While  this  is  not  true  in  Los  Angeles,  it  is  true 
in  many  of  our  larger  cities  that  they  are  right  on  State  lines.  For 
•example,  it  wouldn't  do  New  York  City  much  good  to  have  the  best 
ordinance  in  the  world  and  enforce  their  smog  regulations,  if  across 
in  New  Jersey  they  did  nothing  about  it.  Or,  let  us  consider  Washing- 
ton, D.  C.  You  have  Arlington,  Va.,  and  you  have  nearby  Maryland. 
So,  it  is  an  interstate  commerce  problem  and  the  Federal  Government, 
in  my  opinion,  ought  to  assist. 

Mayor  Poulson.  If  the  Federal  Government  can  finance  other 

Srojects  such  as  housing  and  the  like,  certainly  this  ties  in  with  the 
et^dration  of  housing  and  the  helping  of  the  financing  of  those 
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inrluHtries  which  are  unable  to  arrange  for  the  particular  cash  at 
thiit  lirne  for  the  installation. 

T\m  (Chairman.  In  other  words,  you  think  it  is  a  good  thing  at  the 
rnouK'nt  because  you  think  it  will  create  jobs  and  we  need  some  jobs 
ritfhtnowf 

Mayor  Poulson.  We  certainly  don't  want  to  hurt  business.  We  are 
anking  the  industries  to  spend  millions  of  dollars  in  equipment  which 
will  not  produce  one  single  bit  of  revenue.  If  the  Government  takes 
off  Ihe  penalty  of  the  long  writeoff  that  is  not  a  handout. 

'Umi  ("hairman.  You  tnink  we  are  justified  in  feeling  that  a  local 
govoriiMicMit  nuist  take  the  lead  and  cooperate? 

Miiyor  Poulson.  Under  all  circumstances,  I  would  reconunend  that 
th(^  ciiy  and  the  county  and  the  local  agencies  should  take  the  lead  and 
all  I  hat  C^ongress  should  do  is  the  proper  function  of  government  in 
this  way  of  assisting  wherever  you  can. 

'I'he  Chairman.  And,  leave  the  procedures  entirely  up  to  the  cities 
and  I  ho  States  and  the  counties? 

Mayor  l^oui^ox.  That's  right. 

Tho  (^iiAiRMAN.  Have  you  anv  sections  out  there  in  Los  Angeles  as 
M  rt^Hult  of  this  smog  situation,  tliat  is,  new  projects,  that  will  become 
blighted  ai*eas  or  slum  areas  in  a  comparatively  short  time  if  you  do 
not  cMm*  that  situation? 

Mayor  Pon^sox.  You  probably  know  the  history  of  public  housing. 
It  has  Invn  publicized  throughout  the  Xation.  We  have  stopped 
pijblic  housing  since  I  have  l>ecome  mayor.  But,  in  the  particular 
arras  in  which  we  have  public  housinsr  they  are  right  here  in  the  center 
of  ( ho  su\og  area.  The  millions  of  dollars  which  the  local  communities, 
and  tho  Foilonil  (Tovernment,  has  been  investing  will  be  lost  simply 
lH>oausv  of  this  ct^ulition  right  here.  It  is  best  evidenced  by  the  fact 
that  \\\  tho  finer  areas  on  this  map  where  the  nicer  homes  are  along  the 
hillsido,  the  prices  have  droppeii  thousands  of  dollars  already. 

Tho  (""uAiRMAN.  What  goixl  is  it  going  to  do  to  build  a  new  sub- 
\li\  isiou  and  thou  have  s^Mue  factories  pour  a  lot  of  smoke  on  it  and 
within  t>  nionths'  time  you  onn't  tell  what  ct^lor  the  paint  was  originally 
and  vtnt  have  gi>t,  maybe  within  :2  or  o  years,  a  blighted  area- 
Mayor  Porisox.  It  !5  the  same  as  taking  medicine  for  something 
instead  of  trying  to  find  the  cause. 

*rho  l^i MKMAX.  I  was  amazed  at  the  testimony  we  had  yesterday 
fl\vn\  The  j:vntlemar.  fr^nn  Philadelphia  on  the  situations  they  find  up 
thotv  iti  ivrtain  sev^ior.s,  I  wtis  ami^zed  that  they  have  that  situation 
in  Vhiladelphia,  I  knew  you  had  those  situations  out  where  you  had 
?^xvl  u\ills  a!\d  where  yo::  usiEni  some  soft  ci\al,  but  I  didn\  know  you 
h^id  it  whon^  the  cvxa!  i:sev:  was  primarily  anthracite, 

Mawr  lVri5>».  X.  I  ih:r.k  you  will  find  this  is  pr^evalent  tliroughout 
iKt^  vvunt  rv.  The  inore  we  ir.duftrialize  and  oentralire,  the  more  we  are 
jjvv^^jTtohave  it. 

*rht^  t^H  \iiiVAX.  T>iay  scier.oe  has  producv^l  industrial  equipment 
iK^I  elimir^sies  siux^kr,  ever,  frvxr.  the  most  smoky  type  of  cx>al.  It 
\^Mil\J  Iv  dov.-e.  There  is  r.o  c;!?estior.  aixMU  it,  Yimi  vxxild  elimir^ate  all 
%\f  the  >a:>i>ke  v*  ih-e  Uri:e\i  States^  or  ax  Wst  ^  perwnt  of  it  if  you 
>ra^t»e\i  ro  si>?r,v:  :he  r.x^r.'ev  to  do  it, 

M*\\vr  1\  vi^^  X.  I  w.^d  !:ke  to  say  fc^  the  r^>>rd  right  now  that 
I  ¥^>5ix>r  i:;  her^f  a  very  promiiierit  citiien  fi\Mn  o«r  an»,^  T>i>s  group 
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of  public  spirited  citizens  have  organized  a  foundation  in  which  they 
have  placed  about  $500,000  already  to  go  out  and  make  a  study  and  a 
survey.  I  think  I  could  say  this  much  in  their  behalf,  that  they  would 
be  very  anxious  to  have  a  centralized  agency  here  in  the  Federal  Gov- 
ernment which  they  could  work  through  in  their  future  study  of  this* 
That  is  an  additional  reason  why  the  penalties  should  be  taken  off 
from  the  standpoint  of  depreciation  on  these  companies  which  make 
these  installations.  It  is  not  a  proven  fact  yet  that  the  particular 
installations  will  absolutely  remove  the  cause.  There  is  still  a  great 
chance  in  there.  Certainly  with  that  chance  they  should  be  given  a 
fair  treatment. 

The  Chairman.  We  are  going  to  do  everything  we  can  to  get 
this  legislation  through  and  if  we  can't  get  it  through  this  year,  we 
are  going  to  try  again  next. 

Mayor  Poulson.  Thank  you. 

The  Chair^ian.  I  am  personally  going  to  try  to  oret  this  sort  of 
legislation  through  as  long  as  I  am  in  the  United  States  Congress. 
To  me  it  is  one  of  the  most  important  things  that  the  Government 
can  do,  getting  rid  of  smoke  and  smog  and  dirt. 

Mayor  Poulson.  I  would  say  that  in  Los  Angeles  County  this  is  our 
No.  1  problem,  and  we  are  not  ashamed  to  admit  it,  because  we  know 
that  the  same  condition  prevails  in  other  places. 

The  Chairman.  There  are  a  lot  of  cities  that  have  it  as  the  No.  1 
problem  if  they  would  just  admit  it. 

Senator  Kuchel.  Mr.  Chairman,  I  would  like  to  make  a  comment 
with  respect  to  the  revenue  changes  which  your  amendment  and  my 
amendment  propose  to  make.  I  think  as  an  incentive  piece  of  legisla- 
tion it  would  constitute  an  incentive  to  business  to  assist  in  the  solu- 
tion of  the  air-pollution  problem.  I  would  like  to  introduce  to  the 
chairman  and  the  members  of  the  committee  the  county  counsel  of  the 
county  of  Los  Angeles,  Mr.  Hal  Kennedy,  who  will  speak  not  alone 
for  Los  Angeles  County,  but  for  the  County  Supervisors  Associa- 
tion of  the  State  of  California,  since  this  is,  as  Mr.  Kennedy  I  am  sure 
will  suggest,  a  problem  that  is  not  unique  to  Los  Angeles.  We  have 
the  same  problem  in  San  Francisco,  in  Alameda  County,  in  San  Diego 
County,  and  in  San  Bernardino  County  and  Riverside  in  the  interior. 

The  Chairman.  Where  is  Mr.  Billings;  is  he  out  there?  Why 
don't  you  come  forward,  too,  Mr.  Billings,  and  sit  up  there  where  we 
can  see  you. 

STATEMENT  OF  HAROLD  W.  KENNEDY,  COUNTY  COUNSEL,  COUNTY 
OF  LOS  ANGELES,  CALIF. 

Mr.  Kennedy.  Mr.  Chairman,  my  name  is  Harold  W.  Kennedy. 
I  am  speaking  as  the  county  counsel  of  the  County  of  Los  Angeles, 
and  as  the  attorney  for  the  Los  Angeles  County  Air  Pollution  Control 
District.  I  would  also  like  to  speak  as  the  executive  vice  president  of 
the  National  Association  of  County  and  Pi'osecuting  Attorneys,  a 
national  organization  composed  of  prosecuting  and  county  attorneys 
throughout  the  Nation,  which  organization  is  very  much  in  favor  of 
air-pollution  abatement  and  control. 

The  Chairman.  You  may  proceed. 
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Mr.  Kennedy.  In  1946,  at  the  request  of  the  Board  of  Los  Angeles 
County  and  Assemblyman  A.  I.  Stewart,  of  Pasadena,  I  had  the 
privilege  of  drafting  the  California  Air  Pollution  Control  Act  of 
1947.  This  act  provides  an  entire  procedure  and  legal  machinery 
for  abating  air  pollution.  As  you  have  already  pointed  out,  Senator 
Capehart,  smog  does  not  recognize  geograpnical  boundary  lines. 
Therefore,  all  the  46  cities  in  Los  Angeles  County  are  under  the 
police  power  and  jurisdiction  of  the  air-pollution-control  district 
The  League  of  Cities  yielded  their  jurisdiction  to  the  board  of  super- 
visors, which  is  the  policymaking  agency  and  chargeable  with 
enforcement. 

I  say  without  reservation  that  air  pollution  is  the  curse  of  the 
modern  community.  In  my  opinion,  sound  governmental  policy 
-dictates  abating  it  in  the  manner  that  you  have  indicated  in  the 
bill  which  you  and  Senator  Kuchel  are  proposing. 

I  have  here  a  certified  copy  of  a  resolution  placing  the  Board  of 
Supervisors  of  the  County  of  Los  Angeles,  which  is  the  governing 
boay  of  Los  Angeles  County  Air  Pollution  Control  District,  in  firm 
support  of  S.  2938  with  reference  to  the  amendments  relating  to  air- 
pollution  control. 

The  Chairman.  It  will  be  made  a  part  of  the  record. 

(The  information  referred  to  follows:) 

County  of  Los  Angeles, 

boabd  op  supebvisoes, 
Los  Angeles^  April  6,  1954. 

Rcfiolution  introduced  by  Supervisor  Roger  W.  Jessup 

The  board  met  in  regular  session.  Present :  Supervisors  John  Anson  Ford, 
•chairman,  presiding:  Herbert  C.  Legg,  Kenneth  Hahn,  Burton  W.  Chace, 
Roger  W.  Jessup,  and  Harold  J.  Ostley,  clerk;  by  Ray  E.  Lee,  deputy  clerk. 

IN   RE  AlR-POLLXmON   CONTBOL 

Resolution  urging  Ck>ngress  to  enact  S.  2938  and  S.  3115,  and  authorizing 
Harold  W.  Kennedy  to  support  such  legislation  at  hearing  to  be  held  in 
Washington,  D.  C. 

On  motion  of  Supervisor  Jessup,  unanimously  carried  (Supervisor  Chace  being 
temporarily  absent),  it  is  ordered  that  the  foUowing  resolution  be  and  the  same 
is  hereby  adopted: 

•*Whereas  there  is  pending  before  the  Congress  of  the  United  States  S.  2938 
proposed  by  United  States  Senator  Thomas  Kuchel,  of  California,  and  United 
States  Senator  Capehart,  oi  Indiana,  and  S.  3115  introduced  by  Senator  Kuchel 
relative  to  air-pollution-oontrol  facilities  and  scientific  research  in  the  field  of 
Air  pollution ;  and 

** Whereas  S.  3115  (Ku<±el)  would  provide  for  a  GO-month  rapid  amortization 
for  tax  purposes  of  facilities  constructed  by  private  industry  for  the  control 
of  air  pollution ;  and 

*'Whereas,  S.  2938,  in  addition  to  the  accelerated  writeoff  provision,  also  would 
authorize  insurance  of  loans  to  businesses  or  individuals  to  construct  or  install 
air-pollution-control  facilities,  and  also  provides  an  important  provison  author- 
izing and  making  an  appropriation  for  scientific  research  in  the  field  of  air- 
pollution  control,  and  would  permit  the  Secretary  of  Health,  Education,  and 
Welfare  to  ^undertake  research  and  studies  cooperatively  with  agencies  of  State 
or  local  governments,  and  educational  institutions  and  other  nonprofit  organisa- 
tions, ♦  ♦  ♦' ;  and 

"Whereas  such  provision  on  scientific  research  would  permit  the  Federal  Gov- 
ernment to  enter  into  a  contract  with  the  Los  Angeles  County  Air  PolluticNi 
Control  District :  Now,  therefore,  be  it 

"Resolved,  That  the  board  of  supervisors  of  the  county  of  Los  Angeles,  in  ae- 
•cordance  with  the  policy  heretofore  adopted  by  this  board  of  supervisors,  reaffirms 
its  support  of  such  Federal  legislation  which  would  accelerate  the  amortization 
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of  money  spent  for  air-pollution-control  equipment,  and  hereby  strongly  supports 
the  amendments  to  the  Kuchel-Capehart  bill,  S.  2938,  that  would  make  available 
to  the  air  pollution  control  district  assistance  from  the  Federal  Government  in 
connection  with  greatly  needed  scientific  research  in  the  field  of  air  pollution; 
and  be  it  further 

^'Resolved,  That  County  Counsel  Harold  W.  Kennedy,  as  an  official  represent- 
ative of  the  county  of  Los  Angeles,  is  hereby  authorized  and  directed  to  support 
such  legislation  at  the  hearing  scheduled  in  Washington,  D.  C,  before  the  Com- 
mittee on  Banking  and  Currency  scheduled  for  Wednesday.  April  14, 1954 ;  and  be 
it  further 

^'Resolved,  That  copies  of  this  resolution  be  sent  to  United  States  Senator 
Kuchel  and  United  States  Senator  Homer  Capehart.  and  that  copies  be  sent  to 
all  the  Members  of  the  congressional  delegation  representing  the  county  of  Los 
Angeles." 

I  hereby  certify  that  the  foregoing  is  a  full,  true  and  correct  copy  of  a  resolu- 
tion which  was  adopted  by  the  board  of  supervisors  of  the  county  of  Los  Angeles^ 
State  of  California,  on  April  6.  1954.  and  entered  in  the  minutes  of  said  board. 

Hasold  J.  Obtly, 
County  clerk  of  the  County  of  Los  Angeles,  State  of  California,  and 
Ex  Officio  Clerk  of  the  Board  of  Supervisors  of  Said  County. 

[seal]  By  Ray  E.  Lee, 

Deputy  Clerk. 

AMPLE  AUTHORITY  TO  ABATE  NUISANCES 

Mr.  Kennedy.  I  would  like  to  say  briefly  that  from  the  standpoint 
of  the  legal  aspects,  there  is  no  question  at  all  that  under  the  police 
power  given  to  government,  whether  it  be  at  the  level  of  the  State, 
the  coimty,  or  the  city — ^and  most  constitutional  provisions  in  other 
States  of  the  Union  are  the  same  as  section  11  of  article  XI  of  the 
California  constitution — that  there  is  ample  authority  under  the  law 
to  abate  the  air-pollution  nuisance.  As  long  ago  as  1915  the  Supreme 
Court  of  the  United  States  in  the  Northwestern  Laundry  v.  City  of 
Des  Moines  case  held  that  if  it  is  necessary  to  close  down  a  factory 
in  order  to  abate  an  air-pollution  nuisance  under  the  police  power, 
it  is  legal  to  do  it.  Obviously,  in  a  modern  community  where  you 
have  a  payroll  dependent  upon  an  industry  and  where  you  have  a 

Prosperous  business,  you  would  not,  except  as  a  last  resort,  wish  to  close 
own  the  industry  in  order  to  abate  a  nuisance.  Therefore,  the  prac- 
tical approach  is  to  try  to  do  something  about  it  in  a  realistic  way, 
that  is  set  up  standards  of  compliance  and  through  scientific  research 
and  enforcement  do  everything  that  is  practically  possible  to  reduce 
the  pollution. 

We  believe  that  with  the  three  principal  points  of  your  bill  that  you 
have  provided  a  legislative  machinery  which  will  assist  city,  county 
and  State  governments  in  whatever  approach  they  desire  to  take  as 
far  as  police-power  jurisdiction,  is  concerned.  You  recognize  the 
local  autonomy  of  these  agencies.  You  do  not  superimpose  the  power 
of  the  Federal  Government  upon  them.  You  merely  say,  through 
the  proposed  amendments  to  S.  2938,  "We  will  give  you  these  supple- 
mental aids."  One  of  them  that  we  like  very  much  in  Los  Angeles 
County  and  one  that  will  be  of  tremendous  benefit  is  the  provision 
respecting  research  You  have  very  wisely  given  great  flexibility  to 
the  language  of  the  research  provisions  and  it  would  be  broad  enough, 
workii^  through  one  of  your  Federal  agencies,  for  example  the  Bu- 
reau oi  Mines  and  through  Dr.  Louis  McCabe  who  formerly  served 
as  air  pollution  control  director  of  Los  Angeles  County  to  permit 
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you  to  enter  into  a  contract  with  the  Los  Angeles  County  Pollution 
Control  District  for  a  specific  research  project.  The  Federal  agencies 
designated  could  enter  into  a  contract  with  the  Southern  California 
Air  Pollution  Foundation  which  Senator  Kuchel  and  Mayor  Poulson 
referred  to.  It  indicates  the  great  interest  on  the  part  of  the  entire 
community  in  doing  something  about  this  problem. 

Recently  we  had  a  research  team  come  to  Los  Angeles  from  the 
State  of  Michigan,  from  the  automotive  industry.  They  came  to  Los 
Angeles  for  2  weeks.  They  studied  the  Los  Angeles  smog  problem, 
with  particular  reference  to  the  effect  of  pollution  from  automobiles. 
We  have  come  to  the  conclusion  that  there  are  three  pincipal  remain- 
ing uncontrolled  sources  of  air  pollution  in  the  great  metropolitan 
area  of  Los  Angeles  County.  There  is:  (1)  The  pollution  from  the 
automobile  (the  hydrocarbon  from  automobile  exhausts).  We  have 
more  than  2  million  automobiles  in  Los  Angeles  County.  Then,  (2) 
there  is  the  hydrocarbon  that  comes  from  the  petroleum  industry 
itself,  that  is  in  the  movement  of  gasoline  from  the  tanks  to  the  mobile 
trucks  to  the  8^300  filling  stations  that  we  have  in  the  county,  and 
then  from  the  filling  station  into  the  tanks  of  the  individual  automo- 
biles. In  addition,  there  are  the  pollutants  that  come  from  the  burn- 
ing of  rubbish.  We  have  more  than  a  million  and  a  half  incinerators 
in  Los  Angeles  County.  Then,  the  fourth  category  would  be  the 
general  aggregate  of  pollutants  that  comes  from  all  other  types  of 
industry  which  have  been  quite  satisfactorily  controlled. 

I  would  like  to  place  in  your  record  an  extended  legal  opinion 
which  points  up  the  need  for  the  research  provision  in  your  bill.  I 
will  read  one  sentence  from  it.  It  is  an  opinion  written  by  the  Los 
Angeles  County  counsel's  office  that  holds  in  effect  that  under  the 
police  power  it  would  be  legal  to  require  the  owner  of  every  automo- 
bile sold  for  use  in  Los  Angeles  County  to  put  an  air-pollution  device 
on  his  car  when,  after  careful  scientific  research,  such  a  device  had 
been  perfected  and  was  tested  as  scientifically  effective.  That  same 
thing,  of  course,  would  be  true  of  any  other  local  unit  of  government 

(The  document  referred  to  follows:) 

Office  of  the  County  Counsetl, 
Los  Afi{;eles,  Calif.,  October  21,  195S, 
Re  requiring  air-polliitiou-control  device  on  every  new  motor  vehicle  sold  for 

use  here. 
Mr.  Kenneth  A.  Hahn, 

Supervisor,  Second  District,  Los  Angeles,  Calif, 

Dear  Mb.  Hahn  :  On  September  14,  1953,  you  requested  our  opinion  as  to 
whether  the  board  of  supervisors,  sitting  as  the  air  pollution  control  board,  after 
notice  and  hearing  expert  testimony  that  automobile  exhaust  gases  are  a  ma- 
terial contribution  to  the  smog  problem,  could  require  every  new  automobile  sold 
in  this  county  for  use  here,  including  those  sold  in  cities,  to  be  equipped  with  a 
device  which  would  eliminate  or  reduce  exhaust  gases,  or  set  a  time  limit  after 
which  any  new  automobile,  bus,  or  truck  would  be  required  to  be  equipped  with 
such  a  device  approved  by  the  air  pollution  control  district. 

Our  answer  is  that  the  rulemaking  power  of  the  board  of  supervisors,  sitting 
as  the  air  pollution  control  board,  is  broad  enough  to  cover  almost  any  conceiv- 
able situation  in  connection  with  the  control  of  air  pollution  in  this  county. 
Such  powers,  however,  may  not  be  exercised  arbitrarily,  capriciously,  or  un- 
reasonably. Board  action  must  be  based  on  proven  facts  or  sound  scientific 
opinion.  As  the  engineers  and  chemists  discover  new  sources  of,  or  new  rem- 
edies for,  air  poUution,  the  board's  power  extends  to  these  new  sources  and 
remedies.    Answering  your  question  more  si)ecifically,  the  board  wiU  have  the 
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power  to  require  motor  vehicles  to  be  equipped  with  a  device  to  eliminate  the 
emission  of  air  contaminants  as  soon  as  such  a  device  is  perfected,  shown  to  be 
effective,  available  on  the  market,  and  the  requirement  of  its  use  is  found  to 
be  reasonable. 

Our  reasons  are  as  follows : 

The  rulemaking  power  of  the  board  of  supervisors,  sitting  as  the  air-pollu- 
tion control  board,  extends  to  everything  which  causes  air  i)ollution  or  emits 
contaminants. 

Section  24260,  Health  and  Safety  CJode,  authorizes  the  board  of  supervisors, 
sitting  as  the  air  pollution  control  board,  to  make  rules  and  regulations  effective 
throughout  the  county.     It  read  as  follows : 

"The  air  pollution  control  board  of  an  air  pollution  control  district  may  make 
and  enforce  all  needful  orders,  rules,  and  regulations  necessary  or  proper  to  ac- 
complish the  purposes  of  this  chapter  for  the  administration  of  such  district, 
and  may  perform  all  other  acts  necessary  or  proper  to  accomplish  the  purposes 
of  this  chapter." 

The  purposes  of  "this  chapter"  are  stated  in  section  24198,  which  reads  as 
follows : 

"The  legislature  finds  and  declares  that  the  people  of  the  State  of  California 
have  a  primary  interest  in  atmospheric  purity  and  freedom  of  the  air  from  any 
air  contaminants  and  that  there  is  pollution  of  the  atmosphere  in  many  portions 
of  the  State  which  is  detrimental  to  the  public  peace,  health,  safety,  and  wel- 
fare of  the  people  of  the  State." 

Section  242^  states  in  further  details  the  standards  which  the  board  must 
follow  in  enacting  rules  and  regulations.    This  section  reads  as  follows : 

"Whenever  the  air  pollution  control  board  finds  that  the  air  in  the  air  pollu- 
tion control  district  is  so  polluted  as  to  cause  any  discomfort  or  property  damage 
at  intervals  to  a  substantial  number  of  inhabitants  of  the  district,  the  air  pollu- 
tion control  board  may  make  and  enforce  such  orders,  rules,  and  regulations  as 
will  reduce  the  amount  of  air  contaminants  released  within  the  district." 

We  are  informed  that  motor  vehicle  exhausts  do  emit  substantial  smoke  and 
fumes.  If  so,  they  are  therefore  within  the  jurisdiction  of  the  air  i)ollution  con- 
trol board  to  regulate  if  it  finds  that  the  air  in  the  district  is  so  polluted  as  to 
cause  discomfort  or  property  damage  at  intervals  to  a  substantial  number  of  in- 
habitants and  that  the  proposed  regulation  will  reduce  the  amount  of  air  con- 
tamination released  within  the  district. 

Were  the  situation  sufficiently  serious  and  the  fumes  from  motor  vehicles 
suflBoiently  dangerous  to  make  such  action  reasonable,  the  board  would  probably 
be  sustained  in  prohibiting  the  use  of  motor  vehicles  entirely,  at  least  in  the 
downtown  area,  until  such  time  as  a  control  device  is  available.  Obviously,  the 
situation  is  not  critical  enough  now  to  justify  such  drastic  action.  We  mention 
this  only  to  show  the  extent  of  the  board's  powers  when  the  facts  make  such 
action  reasonable. 

In  Ball^mtine  v.  tf ester  (350  Mo.  58;  164  S.  W.  2d  378,  at  383),  the  city  of  St 
I^uis,  authorized  to  abate  smoke,  adopted  an  ordinance  prohibiting  th6  burning 
of  soft  coal  except  when  used  with  a  mechanical  stoker.  In  that  case,  the  court 
said  (164  S.  W.  2d  at  382-383)  : 

"♦  ♦  ♦  There  can  be  no  doubt  that  under  the  above  sections  that  the  legisla- 
tive department  of  the  city  of  St.  Louis  has  the  iwwer  to  abate  the  smoke 
nuisance  in  the  city  by  any  reasonable  method.  To  accomplish  that  object,  it 
enacted  section  5340,  supra.  This  section  sought  to  obtain  that  object  by  regulat- 
ing the  kind  of  coal  that  can  be  burned  in  that  city.  *  *  *  *That  the  smoke 
nidsance  is  directly  contributed  to  and  almost  wholly  caused  by  burning  of  soft 
or  bituminous  coal  is  a  matter  of  general  knowledge,  •  •  *♦  *  *  •  «The 
methods,  regulations,  and  restrictions  to  be  imposed  to  attain,  so  far  as  may  be, 
results  consistent  with  the  public  welfare,  are  purely  of  legislative  cognizance. 
The  courts  have  no  power  to  determine  the  merits  of  conflicting  theories,  nor  to 
declare  that  a  particular  method  of  advancing  and  protecting  the  public  is 
superior  or  likely  to  Insure  greater  safety  or  better  protection  than  others.  The 
legislative  determination  of  the  methods,  restrictions,  and  regulations  is  final, 
except  when  so  arbitrary  as  to  be  violative  of  the  constitutional  rights  of  the 
citizens.' " 

"♦  ♦  ♦  It  is  'sufficient  to  satisfy  the  demand  of  the  Constitution  if  a  classl- 
fkatioii  is  practical  and  not  palpably  arbitrary.' 

"Coal  burned  mechanically  tends  to  create  less  smoke  than  the  same  coal 
l>iinied  by  hand.    Coal  burned  mechanically  is  distributed  evenly  in  the  firebox 
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f/t  xi»  fTimdce  and  would  tend  to  produce  less  SDoke  than  coal  that  Is  dia- 
tn^fUit^  T2neT4>TiIy  by  hand,  and  this  is  true  ercn  if  firing  bj  hand  is  carefully 
|)*?rfr>rnk?d.  SIxice  there  is  a  reasonable  dassificatioci  between  how  the  same  coal 
is  trimeft  and  it  applied  equally  and  uniformly  to  all  coal  users  in  the  dty  of 
St.  I»«iiii,  we  cannot  say  that  it  is  an  arbitrary  ciasaficatSon.** 

In  yorthw*:*UTn  Lnnndry  Co.  v.  D^n  Moimes  ♦239  U.  S.  4^6:  60  Lc  Ed.  396, 
401 :  3^  >:.  Ct-  2fffi,  2fl^K  th*^  c»>urt  said : 

-«o  far  a»  the  Federal  Con^timrioo  is  c«>ncemed.  we  hare  no  doobt  the  State 
may  by  itsetf,  or  throagh  aathorized  municipalities,  declare  the  emis^on  of  dense 
mDfJkf:  Id  citi^^  or  (jopoloas  neighborhoods  a  nuisance  and  subject  to  restraint 
as  ffftc-h ;  and  that  the  barshnes^s  of  sach  legislation,  or  its  effect  upon  business 
Interesas.  short  of  a  merely  arbitrary  enactment,  are  not  ralid  constitntiooal 
dtfjt^^Um^.  Sot  is  there  any  valid  Federal  consti rational  objection  in  the  fact 
that  the  regulation  may  require  the  discontinuance  of  the  use  of  property,  or 
«ob>^-t  the  occupant  to  large  expense  in  complying  with  the  terms  of  the  law 
or  ordinance.  Rec«^t  cases  in  this  court  are  Reimmom  v.  Little  Rock  ( 237  U.  S. 
171.  r^f  L  Ed.  900.  35  Sup.  Ct.  Rep.  511  >  :  Chi'^ifo  d  A.  R.  Co.  v.  Tranberger  (238 
C.  S-  6T.  oO  Ll  Ed.  12M,  35  Sup.  Ct.  Rep.  6TS>  :  Hadachrrk  r.  Sebcstiam,  decided 
D€<vmber  2fK  l^l^*  (239  U.  S.  3?^.  ante.  ^48.  36  Sup.  Ct.  Rep.  1«). 

•"That  such  emission  of  smoke  is  within  the  regulatory  power  of  the  State 
has  been  often  affirmed  by  State  courts.  Harmon  v.  C\%cngo  ( 110  IlL  400,  51  Ank 
Rep.  6&Si  ;  Bour^t  v.  IndianaprAis  \  169  Ind.  105,  SI  X.  E.  1097. 13  Ann.  Gas.  1198)  ; 
Peopl*'  T.  Le^iJt  ^86  iUch.  273.  49  X.  W.  140>  :  .<?f.  Paul  v.  Haugkbro  (93  Minn. 
50,  W  Lu  R-  A.  441.  106  .\m.  St.  Rep.  427.  100  N.  W.  470.  2  Ann.  Cas.  580)  ;  State 
T.  Toir^T  (185  Mo.  79.  68  1^  R.  A.  402.  84  S.  W.  10>  :  Rochester  v.  Macnuley-FeUi 
Mm  Co.  (199  X.  Y.  207.  32  L.  R.  A.  (X.  S.>  554.  92  X.  E.  Wl).  And  such  appears 
to  be  the  law  in  Iowa.  ifcOiU  x.  Pimisck  CompresHng  Co.  { 140  Iowa,  429.  20 
L.  R.  A.  (N.  S.)  466, 118  N.  W.  786>.- 

See  also:  Jud^on  v.  L.  A.  Suburban  Oa*  Co.  (157  Cal.  168).  where  an  injunc- 
tion was  granted  at  the  request  of  a  nei^bor  clo^nng  a  gas  plant  where  it  was 
shown  that,  although  it  had  the  mo«t  mo<lem  equipment,  it  could  not  operate 
without  emitting  objectionable  smoke  and  fumes.  Hulhert  v.  California  Portland 
Cemfmt  Co.  (161  Cal.  239  k  where  an  JL'^OIXOOO  cement  plant  was  closed  under 
similar  circum.«tances.  notwithstanding  the  fact  that  the  d»*fendant  was  willing 
to  buy  up  all  of  the  property  affected  by  its  cement  dust.  People  t.  Selby 
Sff*elting  and  Lrad  Co.  (163  Cal.  S4K  where  the  ct>urt  in  Siilano  County  enjoined 
the  operation  of  a  smelter  in  Contra  Costa  County  during  the  8  months  of  each 
year  when  the  winds  Mew  toward  Solano  County. 

Rules  of  the  air-p«»llution-control  district  are  effective  thn>nghoiit  the  district. 
The  district's  N^undaries  are  coextensive  with  those  of  the  CT>unty  (sec.  24201. 
Health  and  Safety  Code>.  Thus,  the  rules  of  the  district  are  enforceable  within 
cities  as  well  as  in  the  unincorporated  areas  of  the  ot^untv.  (See  sees.  24247- 
24250.  Health  and  Safety  Code.) 

Ser^tion  241*46.  health  and  safety  ctxie.  authorixes  the  air  pi>Uution  control  offi- 
cer to  •••  •  •  stop,  detain  and  inspect  any  vehicle  di^sieneii  for  and  used  on  a 
public  highway  but  which  d<^s  not  run  on  rails."  Failure  to  stop  for  such  inspec- 
tion  is  a  mi.sdemeanor  (sec.  24246,  health  and  «ifety  oixieK  Clearly,  the  Air 
Pollution  Control  Act  applies  to  motor  vehicles  the  same  as  to  other  sources  of  "air 
contamination. 

The  question  misrht  be  raised  as  to  whether  the  vehicle  ctxle  has  occupied  the 
field  8o  as  to  prevent  the  air  pollution  wntrol  board  fr\>m  adopting  further  regu- 
lations as  to  what  equipment  a  motor  vehicle  must  bear.  Because  of  the  different 
purposes  involved,  and  because  of  the  more  recent  and  more  si^ecific  authorization 
of  the  Air  Pollution  Control  Act.  we  think  that  doi'trlne  di^es  not  apply  and  the 
air  pollution  control  board  may  require  the  use  of  such  a  devlt>e.  If  that  is  reason- 
able and  practicable.  Furthermore,  division  9  of  the  vehicle  i^ode  is  entitled 
"Traffic  Laws.-  It  refers  "  ♦  •  ♦  exclusively  to  the  o^iemtiou  of  vehicles  upon 
the  highways  ♦  ♦  ^'^^|M^fi^||k||code. )  It  includes  stich  matters  as  stop 
signs,  reporting  aqi||^^^^^^^^KIneft  of  a  \  ehirle.  siHMHl  limits,  passing 
turning,  right  of  V^^^^I^^^WM^^^'^*  parking,  etc.  *^  ^' 

Section  458  {n.ir  ^fcpude,  ri^ads  as  follows : 

"The  provirf-*  ■^*'|»IHp«^ uniform  throughout  the 

State  and  in  j*  jf  *^^  ^^^^^  authority  shall 

enact  or  eofg^  ^  this  division  unless  ex- 

pressly autr 
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Division  10  of  the  vehicle  code  deals  with  equipment,  snch  as  lights  (sec.  618, 
€t  seq.).  brakes  (sec.  670).  horns  (sec.  671) ;  mufflers  (sec.  673),  mirrors  (sec. 
674),  windshields  (sec.  675),  safety  glass  (sec.  675.5),  windshield  stickers  (sec. 
676),  and  radiator  ornaments  (sec.  683).  None  of  these  provisions  deal  with 
smog  control  devices. 

There  is  no  provision  in  division  10  similar  to  the  prohibition  of  local  regula- 
tion in  division  9. 

"♦  *  •  Where  a  statute,  with  reference  to  one  subject  contains  a  given  pro- 
vision, the  omission  of  such  provision  from  a  similar  statute  concerning  a  related 
subject  is  significant  to  show  that  a  different  intention  existed'*  (23  Cal.  Jur.  778, 
statutes,  sec.  154)  ;  People  v.  Buster  (11  Cal.  215  at  221)  ;  Estate  of  Qarthwaite 
(131  CaL  App.  321  at  326,  21  p.  2d  465)  ;  People  v.  Valentine  (28  Cal.  2d  121  at 
142,  160  P.  2d  1)  ;  Weil  v.  Superior  Court  (97  Cal.  App.  2d  373  at  377,  217  P.  2d 
975  at  978)  ;  People  v.  Town  of  Corte  Madera  (97  Cal.  App.  2d  726  at  bottom  of 
page  729,  218  P.  2d  810)  ;  Richfield  Oil  Corporation  v.  Crawford  (39  Cal.  2d  729  at 
735, 239  P.  2d  600  at  604) . 

We  think  it  may  be  Inferred  that  the  legislature  did  not  Intend  to  occupy  the 
field  in  connection  with  equipment  required  in  division  10.  Thus,  the  district 
may  require  additional  equipment  not  in  conflict  with  provisions  of  State  law. 

The  classification  of  motor  vehicles  in  division  10  of  the  vehicle  code  for  the 
purpose  of  requiring  certain  equipment  frequently  distinguishes  between  new 
and  old  vehicles.  For  instance,  section  619,  as  to  the  location  of  headlamps, 
provides:  "♦  *  ♦  except  as  to  vehicles  registered  prior  to  January  1,  1930." 
Section  621.5  requires  vehicles  to  carry  certain  red  reflectors  after  January  1, 
1941,  unless  a  different  type  was  installed  as  original  equipment  prior  to 
January  1,  1941. 

Section  625  formerly  provided  that  certain  clearance  lamps  be  used  on  or 
after  January  1,  1940,  but  that  "vehicles  sold  or  operated  prior  to  January  1, 
1940,  may  be  equipped  with  ♦  *  *"  lights  of  another  type.  (See  also  sees.  645, 
648,  670.4,  675.5,  and  683.  vehicle  code.) 

Section  660  provides : 

"No  dealer  shall  sell  a  new  or  used  motor  vehicle  without  first  testing  and, 
if  necessary,  adjusting  the  lights  and  brakes  on  such  vehicle  to  conform  with 
the  provisions  of  this  code  unless  such  vehicle  is  sold  for  the  puri>ose  of  being 
wrecked  or  dismantled." 

Prior  to  1951,  this  section  provided:  "No  dealer  shall  sell  a  used  motor 
vehicle  ♦  *  *." 

Section  676  provides:  "•  •  •  Every  new  motor  vehicle  first  registered  after 
December  31,  1949,  •  •  •  shall  be  equipped  with  two  such  windshield 
wipers  ♦  •  *." 

A  regulation  such  as  this  is  not  invalid  because  it  classifies  the  subject  matter 
of  the  regulation.  However,  the  classification  must  be  reasonable  in  view  of  the 
purpose  of  the  act.  (East  v.  Van  Deman  and  Lewis  Co.  (240  U.  S.  342,  357; 
60  K  Ed.  679) ;  People  v.  Western  Fruit  Growers  (22  Cal.  2d  494,  506-507).) 

Thus,  treating  new  cars  differently  than  other  cars  is  a  valid  classification  if 
reasonable  under  the  circumstances.  The  ease  of  enforcement  and  the  practical 
advantages  of  having  the  air  pollution  control  device  Installed  either  at  the 
factory  or  by  a  responsible  new  car  dealer  would  seem  to  be  sufficient  to  justify 
a  distinction  between  new  cars  and  old  cars.  This  is  particularly  true  if  the 
device  is  difficult  to  install  or  requires  replacement  of  major  parts  of  the 
motor  vehicle. 

Details  of  the  proposed  rule  can  best  be  worked  out  after  some  such  device 
has  been  made  available  and  its  possibilities  and  limitations  known.  It  may 
work  on  certain  types  of  vehicles  and  not  on  others,  or  only  with  certain  fuels. 
From  its  very  nature  it  may  have  to  be  factory-installed.  Or  it  may  be  so  simple 
that  anyone  can  install  It  in  a  few  minutes,  in  which  case  it  might  be  unreason- 
able not  to  apply  it  to  all  motor  vehicles.  If  it  is  practicable  to  add  the  device  to 
vehicles  not  so  equipped  at  the  factory,  the  rule  could  set  a  time  limit  after  which 
the  use  of  the  device  would  l)e  required  on  all  motor  vehicles.  The  rule  should 
exempt  vehicles  sold  here  for  use  elsewhere. 

It  is  not  necessary  that  the  legislation  extend  to  all  possible  cases  {Miller  v. 
WUson,  236  U.  S.  373,  383 ;  Ballentine  v.  Nestor,  350  Mo.  58,  164  S.  W.  2d  378, 
383).    In  the  Miller  case,  the  Supreme  Court  said  (236  U.  S.  at  393-394)  : 

"♦  ♦  ♦  The  contention  as  to  the  various  omissions  which  are  noted  in  the  ob- 
jections here  urged  ignores  the  well-established  principle  that  the  legislature 
is  not  bound,  in  order  to  support  the  constitutional  validity  of  its  regulation,  to 
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extoid  it  to  all  cases  which  it  might  possibly  reach.  Dealing  with  practical 
exigencies,  the  legislature  may  be  guided  by  experience.  {Patsane  r.  PennsyU 
CMia,  232  U.  S.  138,  144.  58  L.  ed.  539,  543,  34  Snp.  Ct  Rep.  281.)  It  is  free  to 
rec(^3iize  degrees  of  harm,  and  it  may  confine  its  restrictions  to  those  classes 
of  cases  where  the  need  is  deemed  to  be  clearest.  As  has  been  said,  it  may  'proceed 
cautiously,  step  by  step.'  and  *if  an  evil  is  specially  experienced  in  a  particular 
branch  of  business*  it  is  not  necessary  that  the  prohibition  ^should  be  couched 
in  all-embracing  terms.'  *' 

However,  we  are  informed  by  the  air  pollution  control  district  engineers  that 
there  is  no  derice  on  the  market  as  yet  which  wiU  reduce  or  eliminate  the  emission 
of  fumes  from  motor  vehicles.  One  device  is  being  tested,  another  is  still  in  the 
designing  stage.  It  is  not  known  whether  either  will  work.  Neither  is  it  known 
how  long  it  will  be  before  some  such  device,  after  being  jH^ved  practicable,  will 
be  available  commercially. 

Until  such  a  device  is  perfected  and  on  the  market,  any  rule  requiring  the 
use  of  the  de\ice  is  arbitrary,  capricious,  and  void,  unless  the  hazard  to  life 
and  property  is  so  great  that  a  rule  would  be  justified  forbidding  the  sale  or  use 
of  motor  vehicles  in  this  county.  From  the  facts  given  to  us,  the  board  could 
conclude  that  there  is  no  such  emergency  now  in  Los  Angeles  County.  Once  a 
satisfactory  device  is  perfected,  shown  to  be  eifective  for  the  purpose  and  prac- 
ticable in  operation,  then  the  regulation  proposed  could  be  adopted,  allowing 
soflScient  time  before  it  becomes  effective  to  get  the  device  on  the  market  in 
reasonable  quantities.  As  it  is  impossible  to  tell  when  such  a  device  may  be 
invented,  or,  if  invented,  when  perfected  for  motor  vrfiicle  use  and  shown  to 
be  practicable,  no  such  regulation  could  be  adopted  now  to  be  effective  at  a  future 
date. 

We  conclude  that  the  rule  you  suggest,  with  certain  modifications,  can  be 
adopted  when  the  required  device  is  available,  but  not  until  then. 
Yours  very  truly, 

Hasolo  W.  Kennedy, 

County  Counsel. 
By  AxDBEw  O.  Porter, 

Deputy  County  Counsel. 

Noted  and  approved: 

Harold  W.  Kennedy. 

County  Counsel. 

Mr.  Kexxedt.  I  am  the  county  counsel  of  the  county  of  Los  Angeles. 
We  have  an  air  pollution  control  district  created  by  the  1947  Cali- 
fornia Legislature.  I  was  making  reference  to  the  situation  as  it 
exists,  not  only  in  Los  Angeles  County,  but  in  other  parts  of  the 
State  and  would  not  want  the  conmiittee  to  believe  that  the  air 
pollution  problem  was  exclusively  confined  to  the  county  of  Los 
Angeles, 

STATEWIDE   PROBLEM 

I  recently  attended  and  testified  at  a  public  meeting  called  by  the 
board  of  supervisors  of  Alameda  County,  which  is  a  large  industrial 
county  in  the  San  Francisco  Bay  area.  At  that  meeting  they  were 
determining  whether  or  not  to  activate  an  air  pollution  control  dis- 
trict under  the  IWT  State  statute  which  I  had  been  asked  to  draft 
for  the  board  of  supervisors  of  the  county  of  Los  Angeles  in  1946, 
and  its  author  Assemblyman  A.  I.  Stewart  of  Pasadena.  At  this 
public  meeting  in  Alameda  County,  the  testimony  was  that  as  Alameda 
County  became  a  large  industrial  community  with  a  ^rreater  aggre- 
^te  of  pollutants,  they,  too,  in  time  would  have  a  serious  air  j^lu- 
tion  proolem. 

The  meteorologists  testified  at  the  Alameda  County  hearing  that 
the  whole  Pacific  coast  area  is  affected  by  what  the  meteorok^ists 
call  an  inversion  ceiling.-'  It  is  a  high-pressure  area  or  mass  of 
warm  air  reaching  out  into  the  Pacific  Ocean.    Apparently,  you  are 
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miliar  with  it.    In  a  very  practical  way,  at  certain  times  of  the 

ar  it  creates  what  might  be  called  a  canopy  of  warm  air  that  holds 

e  colder  air,  together  with  the  aggregate  of  pollutants,  close  to  the 

rth.     Sometimes  the  ceiling  will  he  as  low  as  several  hundred  feet. 

aybe  it  will  be  a  thousand  feet,  or  fifteen  hundred  f et.    Until  there 

enough  air  activity  that  will  create  a  hole  in  this  ceiling  and  in 

ect  blow  out  the  basin,  then  this  pollutant  is  there  for  an  extended 

riod. 

Two  years  ago,  there  was  one  sustained  period  of  inversion  weather 

lere  for  21  days  there  was  this  peculiar  meteorological  condition. 

Loist  week  I  addressed  a  public  meeting  in  the  city  of  San  Diego  at 

3  invitation  of  the  board  of  supervisors  and  the  district  attorney. 

le  county  of  San  Diego  is  considering  creating  an  air  pollution 

jtrict,  and  several  civic  organizations  are  recommending  one  before 

^problem  becomes  acute. 

Bere  is  a  copy  of  the  Pasadena  Star  News  of  only  last  Saturday, 

iril  10,  1954.     They  reported  a  story  that  came  out  of  a  report 

>in  the  scientists  from  Stanford  Research  Laboratory  where  a  Mr. 

uJ  A.  Magill,  the  technical  director,  gave  the  figure  at  a  statewide 

leting  of  the  State  chamber  of  commerce,  "that  smog  is  costing  the 

►tion  $1,500  million  a  year,  or  about  $50  a  family." 

[  would  like  to  have  placed  in  the  record  this  story  from  the 

sadena  Star  News. 

Senator  Gold  water  (presiding).  That  will  be  received  and  made  a 

rt  of  the  record. 

[The  article  referred  to  follows :) 

[From  the  Pasadena  (Calif.)  StarNews,  April  10,  1964] 

)0  Costs  Nation  $50  Per  Family — Industry  Declared  Hardest  Hit — Stan- 
ford Study  Points  Out  Staoqerino  Ix)8s 

AKLAND,  Caut. — Scientists  from  Stanford  University  have  estimated  that 
g  is  costing  the  Nation  $1.5  billion  a  year,  or  about  $50  a  family. 
aul  A.  Magill,  technical  director  at  the  Stanford  Research  Laboratory,  gave 
9e  figures  concerning  air  pollution  at  the  State  chahmber  of  commerce  conven- 
I  here  yesterday. 

agill  said  industry  had  the  most  to  lose  by  letting  the  air  pollution  problem 
Inue  without  a  solution.  Valuable  industrial  materials,  especially  sulfuric 
1  went  up  in  smoke  every  day,  he  said. 

6  also  pointed  out  that  smog  has  given  industry  some  poor  public  relations 
some  people  have  gone  as  far  as  legal  action. 

irveys  in  the  Los  Angeles  area,  Magill  stated,  showed  that  2,600  tons  of  ma- 
ils were  going  up  in  smoke  daily.  Of  this  amount,  1,000  tons  came  from  auto 
truck  exhausts. 

agill  recommended  that  industry  take  the  lead  in  air  pollution  control  and 
I  educate  the  public  how  best  to  combat  it. 

IjOS  ANGELES  COUNTY  HAS  TAKEN  MANY  STEPS  TO  ABATE  SMOG 

fr.  Kennedy.  I  would  like  to  also  make  the  point  that  as  far  as 
county  of  Los  Angeles  is  concerned,  we  have  not  come  to  Govern- 
it  for  a  grant-in-aid  without  having  taken  very  stem  steps  to 
to  find  our  own  solutions.  Up  to  the  present  time,  since  the  ac- 
Hbi  of  the  air  pollution  control  district  in  October  of  1947,  the 
■  ^Otf  Lo8  Angeles  has  spent  more  than  $2  million  out  of  its  gen- 
"illd.  ^  At  the  present  time,  we  have  126  employees  in  the  air 
-  ■*»  district.    I  recite  that  because  in  a  practical  way  the  pro- 
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visions  of  the  Capehart-Kuchel  amendinent  to  the  bill  as  a  whole  will 
not  change  the  principle  that  it  is  the  responsibility  of  goTemm^it  to 
move  forward  under  its  own  police  power  to  abate,  and  as  far  as  activa- 
tion and  enforcement  ?t  is  a  matter  for  local  determinati<xi. 

FLEXIBII-rrT    irXDCR    CAPEHABT-KUCHEL    AMEXDMEXT 

The  things  that  would  be  made  possible  mider  the  proposed  amend- 
ments to  this  bill  would  fit  in  very  well  in  not  disturbing  the  principle 
of  local  autonomy,  in  not  changing  the  local  responsibility,  in  not  put- 
ting the  Federal  Government  in  the  enforcement  business,  but  the 
Federal  Government  would  be  giving  very  great  assistance  to  cities, 
counties.  States  and  special  districts. 

I  would  like  to  read  into  the  record  a  statement  from  Gordon  P. 
Larson,  the  director  of  the  Los  Angeles  Air  Pollution  Control  Dis- 
trict, in  support  of  Senate  bill  293S : 

The  foUowin^  informatioo  is  submitted  to  show  the  cost  of  control  equipment 
installed  to  reduce  atmospheric  poUntion  in  Los  Angles  Coantj  in  the  pmst  5 
jears.  The  amounts  include  total  costs  for  a  ^reat  variety  of  control  devices 
on  virtnallj  every  type  of  industry  in  this  community. 

XIXD  OF  CDOPERATIOX  FSOM  IXDUSTRT 

As  of  if  arch  1954,  there  has  been  spent,  because  of  the  strict  enforce- 
ment rule  of  the  Los  Angeles  County  Air  Pollution  Control  District, 
a  large  amount  of  money  by  industry  for  abatement  devices  exdu- 
si%Tly  (these  figures  which  1  will  give  do  not  include  any  revised 
ownitini?  costs  where  they  reconstructed  their  plant,  the  effect  of 
wliioh  might  be  to  reduce  the  smog  pollution).  These  figures  repre- 
w>i\t  oast  of  si>ecial  devices  such  as  scrubbers,  cyclones  and  different 
t  vptvi  of  mechanical  equipment  where  industry  has  been  forced,  under 
tho  strict  enforcement  policy  of  the  Los  Angeles  County  Air  Pollu- 
tion Contnil  District  to  make  an  expenditure  from  which  they  receive 
iu»  ii^vonno.    The  total  to  date  is  $21,104,000. 

I  will  rtwk  tluit  that  also  be  placed  into  the  record. 

MiMuitor  (li>i4>WATKR.  That  will  become  a  part  of  the  record. 

(V\\\\  li\fon\mtion  referred  to  follows:) 

CouNTT  or  Los  Angeles, 
Air  PoLLinrioN  Control  District, 

I'hOv4  ^iMlrJi  ^Vwali\  U'»*J»^<H|?l0H,  D>  C, 
\\¥S\ik  NiHM  .  ThM  (S^n^wlutf  iuformHtiQ|gHl|tarttted  tosbow  tbe  cost  of  control 
IHtMUMHiMM  ihndOUHt  U\  mUuH'  Mtm«mp|^^^^B«m  Ufgg^lggAes  Coxuxtv  in  the 


mM  n  yi»«l«i     *\%\^  Hm\»\iut«  tMoUiy*  ^LfHU^'HlT^riety  of  control 

»tiitn»  \\m\  —  ^  u — a>a24.eoo 

it«hi»   Umi     .,.. — n«||f  ^       *'"Hi,900 

h\\\p  irrn       \mBmW 
tioiitiiH'tfidF  ^^^B 
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Mr.  Kennedy.  Thwi,  Senator,  for  such  portions  of  it  as  the  staff 
officer  of  your  committee  would  deem  advisable,  I  would  like  to  make 
reference  to  a  very  extended  article  in  the  Chemical  and  En^neering 
News  of  March  22, 1954,  entitled  "Smog  Scramble  Spans  Nation." 

It  deals  with  the  various  geographical  areas  and  snows  that  in  addi- 
tion to  California,  that  in  Oregon,  in  Washington,  on  the  gulf  coast, 
in  tJie  East  and  in  the  Midwest,  there  are  air  pollution  problems. 

Senator  Goldwater.  It  will  be  made  a  part  of  the  record. 

(The  article  referred  to  follows  :i 

[Chemical  and  Bngineering  News,  March  22,  1954] 

Smog  Scramble  Spans  Nation 

Tons  of  "hot  air"  have  been  generated  and  released  over  public  annoyance 
No.  1. — Scientists  at  least  have  succeeded  in  pinning  down  specific  causes, 
and  in  some  types  have  achieved  high  rate  of  control. 

Air  pollution  is  receiving  more  attention  than  ever  before.  Residents  and 
politicians  clamor  for  a  pure,  clean,  and  healthful  atmosphere.  Some  cities,  to 
be  sure,  have  effected  very  satisfactory  control;  others  have  been  much  less 
successful  in  coping  with  this  problem  that  follows  rising  population  and  In- 
dustrialization. 

The  problem  is  far  from  easy  to  solve.  Contaminants,  their  sources,  climatic 
conditions,  surrounding  terrain — all  make  control  an  enigma  peculiar  to  each 
area.  Even  the  experts  cannot  agree  as  to  what  all  the  pollutants  are,  whether 
they  are  hazardous,  and,  if  so,  in  what  amounts.  For  many  communities  it  is 
DO  longer  Just  a  question  of  smoke,  soot,  fly  ash,  and  smell  from  the  stockyards, 
remperature  inversions,  photochemical  reactions,  and  hydrocarbon  peroxides  are 
new  words  which  have  entered  the  everyday  language  and  indicate  the  com- 
plexity of  the  situation. 

People  become  vitally  concerned  when  reminded  of  several  severe  air  pollution 
attacks:  the  Meuse  Valley  disaster  in  Belgium  of  1930,  when  a  heavy  smog 
»iused  60  deaths ;  the  Donora,  Pa.,  incident  of  1948,  when  6,000  were  made  ill 
and  20  died ;  the  Poza  Rica,  Mexico,  disaster,  with  320  hospitalized  and  20  dead ; 
the  sensational  London  killer  fog  of  1952,  which  chalked  up  4,000  deaths.  These, 
tiowever,  are  the  dramatic  exceptions,  and  many  a  citizen  is  able  to  work  up 
more  ire  over  the  day-to-day  manifestations — eye  and  throat  irritations,  poor 
risibilty,  and  vegetation  and  paint  damage. 

Civic,  legislative,  industrial,  and  private  groups  are  looking  into  the  problem. 
Hany  communities  are  taking  concrete  steps  toward  solution,  either  through 
legislation  or  persuasion.  Industry  is  making  great  effort  in  many  regions  to 
become  a  better  neighbor.  In  addition  to  installation  of  control  equipment  and 
resulting  reduction  in  air  pollution.  Industry  is  supporting  research  to  determine 
Its  effect  on  pollution.  In  many  cases,  it  is  making  conscientious  effort  to  make 
satisfactory  settlements  with  those  who  have  suffered  economic  losses. 

SrrUATION   IN   THB  EAST 

Many  eastern  cities  have  good  records  in  reducing  air  pollution — Pittsburgh, 
Cleveland,  and  Cincinnati,  to  name  a  few.  But  last  November  the  most  serious 
smog  in  years  blanketed  the  area  from  New  England  to  Virginia.  Called 
•smaze,"  the  pollution  was  haze  (of  nonlocal  character.  New  Yorkers  say)  plus 
imoke  and  other  local  polluters — but  humidity  remained  low  until  late  in  the 
week.  Then  a  combination  of  smoke,  haze,  and  fog  produced  a  soup  that  caused 
^despread  irritation,  more  annoying  than  dangerous.  New  York  officials  who 
lormally  claim  that  smog  there  **won*t  burn  your  eyes*'  experienced  an  epidemic 
)f  scratchy  throats  and  irritated  eyes — and  women  in  Philadelphia  and  other 
ireas  resorted  to  war-surplus  gas  capes  for  protection. 

In  New  York,  Consolidated  Edison  Co.  uses  approximately  one-third  of  all  the 
?uel  and  one-half  of  all  the  coal.  The  company  has  been  an  active  advocate  of 
H)ntrol,  and  with  work  completed,  underway,  and  projected,  has  put  over  $28 
nillion  into  control  equipment.    Marked  improvement  in  all  plants  is  a  result. 

Some  experts  think  that  New  York  is  doing  only  50  percent  as  satisfactory  a 
iob  as  it  might  Here,  as  in  other  areas,  polities  often  hampers  control.  The 
lepartment  of  air-pollution  control  depends  on  politicians  for  appropriations 
44750— 54— pt.  2 7 
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as  well  as  enabling  legislation.  Ironically,  one  6t  the  biggest  polluters  in  the 
area  is  the  city  itself.  Board  of  transportation  plants,  which  generate  power 
for  the  subway  system,  pour  out  clouds  of  black  smoke.  OflBcials  have  frankly 
explained  that  their  equipment  is  old.  Until  recently,  no  money  has  been  avail- 
able for  installation  of  smoke  equipment.  Apartmenthouse  oil  burners,  which 
in  recent  years  have  increased  greatly,  use  No.  6  fuel  oil,  a  heavy,  black,  viscous 
fuel  which  gives  oflf  considerable  smoke. 

And — as  San  Francisco  blames  East  Bay  Oakland  when  the  Golden  Gate 
City's  usually  clean  fog  becomes  contaminated — New  York  says  that  a  strong 
contributia:;  factor  is  effluent  of  manufacturing  area  of  New  Jersey,  which 
prevailing  westerlies  carry  into  New  York.  Several  years  ago,  an  interstate 
sanitation  commission  was  set  up  for  a  joint  study.  The  advisory  commission 
was  doonu»d  to  failure  as  New  Jersey  never  did  diwy  up  its  $30,000  portion. 

In  New  York  City,  some  say  that  smog  will  never  be  eliminated  until  money 
is  spent  on  the  same  scale  as  for  other  public-health  problems.  The  department 
of  air  pollution  has  30  inspectors,  a  chemical  staff  of  4,  a  meteorologist,  and  7 
technicians.  Inspectors  can  inspect  and  issue  summonses  and  warnings.  Lah 
stair  checks  various  pollution  indexes,  investigates  pollution  problems  requiring 
technical  knowledge,  acts  as  experts  in  court  cases,  and  does  some  research. 

Three  general  indexes  of  air  pollution  used  are  soot  fall  (varying  from  30  to 
150  tons  Iter  month  per  square  mile),  and  levels  of  carbon  monoxide  (O.O4-0.2 
p.  p.  m.),  and  sulfur  dioxide  (in  *'smaze**  of  last  November,  sulfur  dioxide  level 
was  0.^  p.  p.  m.).  Consistently  high  levels  of  sulfur  dioxide  corrode  buildings 
and  monuments,  marble  and  limestone  being  severely*  attacked. 

Typical  of  the  many  com|)anies  doing  an  outstanding  job  is  Du  Pont,  It  con- 
siders pi>Uution  almtement  of  major  importance  and  long  aso  decided  that  it 
should  have  continuous  stud>*  of  the  type  applied  to  safety  and  fire  j^^vention. 
As  of  last  CVti>ber.  Du  I'ont  expenditures  on  air-  and  water-poUutiou  control 
totaled  $35  million.  Last  year.  50  |>erceut  was  for  air  pollution  control — first  time 
il  ext'eeded  that  for  industrial  waste. 

CITIES    OF   THE    MIDWEST 

In  Chii^'agi^  where  ci^uceru  is  chiefly  with  dust  fall,  tests  show  that  1953  was 
the  cleanest  vtNir  on  nH.vrd.  Average  monthly  dust  fall  was  ^3.61  tons  per  square 
mile  tSS.^  tons  in  11>;^K 

The  Dei^rtment  of  Air  Pollution  Control  has  actively  advocated  that  control 
cvuld  l»e  establisheii  only  through  CiH)peration  of  residential,  cv^umiercial,  and 
industrial  cx.mtributors,  recently  iK^iuting  out  that  apartments  and  large  heann; 
|Ua::ts  arv  resiK^nsible  for  43  penvni  of  Chicago's  smoke  as  contrasted  with  3 
pervvnt  s^niie  :X>  years  ago. 

ArtuiHir  Re^^arvh  Fvmudatiou  measures  and  analyxes  Chicago's  dust  fall  each 
nnuith.  Armour  is  als<^  making  statistical  studies  of  data  from  the  ci>nm>l  U«rd 
lo  establish  relative  impiTtam-e  of  various  sources.  T«.h>,  ARF  acts  as  ciinsul- 
laiit  for  planning  and  roniug  ci^mmission.  American  Petroleum  Insti  sponsors 
studies  at  AKK  to  im|\rwe  methods  of  ozone  analysis.  API  is  also  prc*vidin|: 
for  sr.uly  t>f  |vrr\neum  vvnbustiou  pr\>duots  in  air. 

In  the  lV:r\>:i-VViiids*«r  area — third  largest  manufacturing  region  in  North 
Amtriva — a  ir\<rM:u  Las  l^eei.  under  way  since  lVMi«  by  the  Ixiiemal  Joint  Coai- 
niission  iv-  \k:eriissue  ;he  iuli'^ienvv  of  air  j  ollutanis  i.n  ».vn:raiini:y  health.  Studies 
<rf  existirg  health  rev\>r\ls  twering  ir.ortality  ar>?  t^inc  made  on  t<th  sides  of 
Ibe  lV:r\Ht  River.  w:th  cxntrx^l  studies  beiiiii  lurried  out  in  a  Dearly.  n:«niii- 
dusCTial  cty. 

A  aew  w^Iusrary  orxaaiiai:i\^n.  IVir\»ii-W:nd5ii^r  Reck^na:  Ass^TcLatickn  of  Air  P«>1- 
hsiTiv-:-  Cc<  :r\  :  0^ta->.  acts  a>  a  forum  wbt^rv  ideas  can  t^  disjiiissed  aiid  d:*- 

Bt::.i:od.     Is   iNHrvMt.  group  rvsi^c^nsit^Ie  for  coiitT^H  iiKl^ides  3  e-rudrseers.  - 


ebecitstSv  a=!d  IT  ins^v^tr  rSv     This  grvHip  anenipcs  to  identify  sour».vs  k4  pc'J;i- 
li^^c  arid  liecernriae  t=if^:s  imi  repKat:on.  vvrrxxsv^n.  s*i':Iin$.  ^isibiiiry.  *rKi  bpaitL 

la  :^vt.  i  p«t:ioc  Nsirinx:  5.i\\^  si^pLa-.^irvs  frv«  a  grvxip  ^  csiinec^  wi^.  ^vei 
£ft  a^cLii:  cv  n^r-ur.:::*  calir^  Orv^ss  Bayvs:.  rjear  Hocs^c-sl  Tvx.  w^ts  -ii.r^.^<si  iv 
ibe  .^XJL>  Sciir  IV5str:rjt«:  vvT  llr^iii.     T^^  j^riTivr  asic*3  rv.irf  fr  c-  >»*tv.-^ 

w^c^v,-^  :r^  ^ta^  K-^rw  f^ct  :be  <*ss.  be  v-^-:!:^  exptt:^  :o  fciv^-  jlz.  *T^tHra.^2r  *i' 
d>  i«;>eiLls  miib  ^c\A:^idbI  i3:£&rL.=&&it<e.  vbei«^  cwLj^ariir  i^r  i-i^  5  .  c  i     T  - 
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State  agency  decided  it  would  be  better  to  start  air  pollution  abatement  before 
it  became  more  serious.  ,^    ^^  ,^ 

Rapid  industrialization  of  the  gulf  coast  area  occurred  during  World  War  II, 
with  larger  industries  locating  along  the  Houston  ship  channel.  Feeling  it 
a  part  of  their  patriotic  duty,  residents  contended  with  plants  with  poor  effluent 
control,  but  after  the  war  was  over,  demanded  a  stop  to  poor  plant  operation 
and  are  pressing  for  immediate  control  measures. 

Along  the  channel,  the  problem  is  one  which  embraces  everything  in  the  book. 
Organic  contaminants  include  hydrocarbons,  combustion  products  from  flares, 
pits,  and  incinerators.  There  are  considerable  losses  from  gasoline  storage 
tanks.  In  Houston,  there  is  a  fair  amount  of  exhaust  fumes  from  automobiles 
and  buses.  Sulfur  dioxide  and  hydrogen  sulfide,  chlorine,  nitric  oxides,  fluorides, 
metal  fumes,  and  paper  mill  wastes  are  among  inorganic  contaminants.  Paint 
damage  to  houses  and  automobiles  occurs  occasionally — industrial  dusts  have 
been  known  to  pit  automobile  finishes  after  4  hours  of  exposure.  North  side  of 
the  channel  has  been  affected  to  some  extent — there  has  been  damage  to  trees 
and  vegetation,  and  florists  have  moved  out  of  the  immediate  area.  Tonnage- 
wise,  area  has  been  said  to  throw  more  chemicals  into  the  air  than  any  other 
industrial  locality  in  United  States  and  Canada. 

In  Houston,  the  chamber  of  commerce  has  an  industrial  pollution  committee 
(an  8-year-old  advisory  group  with  90  percent  of  its  work  in  ship  channel  area 
outside  corporate  limits  of  city).  A  community  council  air  pollution  committee^ 
sponsored  by  the  united  fund,  was  organized  in  1952  and  has  been  active  ia 
conducting  an  educational  campaign,  interviewing  alleged  industrial  offenders, 
and  supporting  the  establishment  of  a  third  group,  the  stream  and  air  pollution 
control  section  of  the  Harris  County  Health  Unit.  Tfhe  last  group  is  the  actual 
control  unit,  the  only  such  unit  in  Texas.  Staff  consists  of  a  director,  stream 
pollution  engineer,  two  field  engineering  assistants,  a  chemist,  a  biologist,  and  a 
secretary — budget  for  this  year  is  $45,000. 

Principle  on  which  the  abatement  problem  is  being  attacked  Is  that  each  plant 
should  reduce  its  individual  pollution  to  some  extent  even  though  its  pollution  ia 
relatively  minor  compared  to  other  plants.  All  are  expected  to  tighten  up  opera- 
tion procedures,  make  use  of  collection  devices,  and  refrain  from  unnecessary 
release  of  contaminating  materials.  In  Harris  County,  It  has  been  decided  that 
instead  of  fixing  a  definite  concentration  of  noxious  contaminants  in  stacks, 
only  that  amount  which  does  not  materially  affect  residents  in  close  proximity 
to  plant  is  allowed. 

In  January  1953  a  survey  indicated  50  percent  of  the  plants  along  the  ship 
channel  were  actively  engaged  in  solving  their  particular  problems.  About  41 
percent  were  still  just  talklne:,  and  only  9  percent  actually  did  not  intend  to  do 
anything.  A  later  report  indicates  that  about  75  percent  are  now  actively  doing 
something,  the  Increase  In  interest  being  a  probable  result  of  forming  the  Harris 
County  unit. 

Gulf  coast  area  in  general  has  received  nature*s  help  in  solving  air  pollution 
problems.  The  terrain  is  essentially  flat,  wind  predominantly  prevailing  accord- 
ing to  seasonal  variation.  Temperature  inv^^rsions  occur  about  180  days  out 
of  the  year  and  extend  over  an  area  from  below  Corpus  Christi,  Tex.,  to  Lake 
Charles,  La.,  and  as  far  Inland  as  San  Antonio.  From  a  meteorological  stand- 
point the  Gulf  coast  area  presents  an  entirely  different  picture  from  the  classi- 
cal conditions  of  Los  Angeles,  Denver,  and  other  communities.  For  the  most 
part  ideal  conditions  prevent  a  buildup  of  concentrations.  Otherwise  the  gen- 
eral area  would  be  In  very  bad  shape. 

SOUTHERN    STATES 

Quick  look-ins  at  other  parts  of  the  South  show  that  in  Tennessee  there  Is  no 
official  agency  responsible  for  air  pollution  on  a  State  level.  The  five  industrial 
areas,  however,  all  have  some  form  of  pollution  control,  with  Klngsport  having 
a  modern  atmospheric  pollution  ordinance  similar  to  that  of  St.  Louis. 

In  South  Carolina,  there  are  no  State  laws  specifically  dealing  with  air  pollu- 
tion. Columbia  has  had  a  smoke  abatement  oflacer  for  1  year ;  Charleston  has  an 
industrial  hygienist  whose  concerns  include  air  pollution. 

Birmingham,  Ala.,  has  a  smoke  abatement  ordinance  which  was  adopted  in 
1945.  Last  year  there  were  2,700  complaints,  most  of  which  were  minor,  caused 
by  small  businesses,  apartment  buildings,  locomotives.  Industries  in  the  area  are 
reported  to  be  cooperating  fully  and  backed  enactment  of  the  ordinance. 
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THE   8M00  OF  LOS   ANGELES 

As  one  wag  has  commented,  "If  we  could  harness  all  the  hot  air  generated 
over  our  smog,  we  probably  coul^  blow  all  the  stuff  into  Death  Valley  and  save 
millions."  The  area  has  been  the  scene  of  many  a  bitter  charge  and  counter^ 
charge,  with  '*acrimation"  rising  and  falling  with  the  lachrymation  of  its  in- 
habitants. The  1,200-square-mile  Los  Angeles  basin,  bounded  on  two  sides  by 
high  mountains,  victim  of  frequent  temperature  inversions  and  too  feeble  winds, 
and  growing  at  a  rate  of  190,000  people  per  year,  enjoys  the  dubious  distinction 
of  being  the  Nation's  severest  air  pollution  sufferer.  Complicating  Los  Angeles' 
problem  is  the  high  oxidant  content  of  its  atmosphere,  most  of  which  has  been 
identified  as  ozone.  On  January  30,  1954,  oxidant  concentration  was  80  parts 
per  hundred  million  as  contrasted  with  a  high  of  20  parts  per  hundred  million  for 
Detroit. 

The  Los  Angeles  County  Air  Pollution  Control  District  operates  under  a  1947 
State  act  (first  such  State  act  of  its  type)  which  provides  for  county  control  of 
air  pollution.  The  Los  Angeles  district,  in  addition  to  being  the  first  organized, 
is  noteworthy  in  that  it  is  the  first  to  attempt  quantitative  regulation  of  con- 
taminants in  addition  to  smoke,  soot,  and  fly  ash.  First  emphasis  was  placed 
on  stopping  sulfur  dioxide  efihients ;  today,  SOa  content  of  the  air  has  been  re- 
duced over  50  percent,  with  350  tons  now  being  collected  daily  at  refineries.  Mis- 
cellaneous industries  have  reduced  dusts,  fumes,  and  general  aerosol  con- 
taminants by  an  estimated  70  tons  per  day.  The  petroleum  industry  has  re- 
duced hydrocarbon  evaporation  by  380  tons  per  day.  It  also  Is  covering  large 
Btorage  tanks,  still  has  about  half  of  its  tanks  to  cover. 

The  bill  to  Los  Angeles  industry  for  this :  $20  million  since  1948  for  control 
equipment  alone,  plus  uncounted  millions  for  improved  designs  for  new  installa- 
tions to  stop  pollution  before  start-up.  Yet  control,  as  any  weepy-eyed  Angeleno 
can  tell,  is  not  complete. 

The  Internal-combustion  engine  exhaust  is  one  of  the  major  remaining  sources 
of  uncontrolled  pollution,  the  district  believes,  and  it  points  out  there  will  be  days 
of  eye  irritation,  especially  in  the  downtown  area,  until  the  sprawling  county's 

2  million  autos,  buses,  and  trucks  no  longer  spew  forth  an  estimated  900  to  1,200 
tons  of  hydrocarbons  each  day.  Various  catalytic  devices  attached  to  exhausts  or 
built  into  combustion  chambers,  have  been  suggested  or  tested,  and  the  Automobile 
Manufacturers  Association  has  had  a  task  force  of  experts  in  the  area  cooperat- 
ing in  research.    Despite  claims,  no  device  has  as  yet  been  approved. 

Hydrocarbon  vapors  from  the  area's  burgeoning  refineries  (700,000-barrel-per- 
day  capacity,  presently  being  expanded  by  about  one-third)  are  the  second  major 
remaining  pollution  source.  The  oil  industry  has  made  the  largest  single  con- 
tribution to  control,  with  an  estimated  $17  million  to  be  spent  by  1955. 

Backyard  incineration  (Los  Angeles  has  no  public  collection  of  combustible 
refuse,  households  collectively  dispose  of  some  6,000  tons  daily)  has  got  to  go, 
say  control  oflaclals  of  what  they  term  the  third  major  uncontrolled  smog  source. 
Here  again,  controversy.  It  Is  said  that  Incinerators  contribute  100  tons  of 
smoke  particles  per  day.    Stanford  Research  Institute  estimated  In  1950,  after 

3  years  of  study,  that  backyard  Incinerators  contributed  about  570  tons  per  day 
of  aldehydes,  ammonia,  nitrogen  oxides,  acids,  organlcs,  solids,  and  sulfur  oxides 
(based  on  an  estimated  "charge"  of  4,000  tons  per  day). 

Say  Incinerators  defenders :  The  contribution  Is  more  like  3  percent  of  total 
smog:  the  fleet  of  trucks  necessary  to  collect  all  the  rubbish  would  put  more 
pollution  In  the  air  than  collection  would  stop.  Furthermore,  runs  the  counter- 
argument, hydrocarbons  (which,  according  to  the  Haapen-Sralt  theory,  are  the 
real,  major  culprits  In  Los  Angeles)  have  not  been  detected  In  Incinerator  efflu- 
ents. It  Is  significant  to  note,  however,  that  a  medical  researcher  has  said  these 
same  Incinerator  effluents  have  caused  skin  cancer  In  mice,  as  have  dlesel  and 
and  gasoline  exhausts  and  natural  and  artificial  smog. 

Latest  entrant  for  air  pollution  abatement  sweepstakes  in  Los  Angeles,  which 
probably  has  more  official,  quasl-offlclal,  and  private  organizations,  or  commit- 
tees rer  smog  particle  than  any  other  area,  Is  the  Southern  California  Air  Pollu- 
tion Foundation.  Sparked  by  Pacific  Mutual  Life  Insurance  President  Asa  Call 
last  autumn,  some  140  southern  California  business  and  university  leaders  banded 
together  to  Incorporate  a  foundation  of  19  trustees  to  attack  the  area's  smog 
problem. 

SCAPF  has  remained  quietly  out  of  hassles,  made  its  first  public  move  when 
It  hired  Lauren  B.  Hitchcock  as  president  (C  &  EN,  February  15,  p.  665). 
SCAPF  plans  to  do  no  research  Itself  but  will  act  as  a  focal  point  for  information. 
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lielp  coordinate  research  activities  of  other  groups — goyemment,  university,  and 
industry — and  financially  support  research  on  smog  not  already  undertaken* 

This  will  take  time  and  money— Hitchcock  says  he  expects  the  budget  to  be 
about  $1  million  annually.  The  entire  cross  section  of  southern  California 
community  life — ^industry,  businessmen,  and  associations,  civic  organizations, 
private  Individuals — is  contributing  funds.  Government — Federal,  State,  and 
local — ^wiU  probably  not  be  able  to  contribute  directly  to  the  foundation  because 
of  legal  complications,  but  will  finance  approved  projects  recommended  by  the 

EFFECT  ON    HEALTH 

"No  one,"  says  California  Department  of  Public  Health  Deputy  Director  Mal- 
colm H.  Merrill,  "can  undergo  the  symptoms  of  irritation  to  the  eyes  and  respira- 
tory system  that  accompany  exposure  to  periods  of  severe  smog  in  the  Loa 
Angeles  area  without  becoming  convinced  that  it  violates  a  broad  concept  of 
public  health  as  related  to  environmental  sanitation." 

Dr.  Merrill,  queried  by  C  &  EN  as  to  health  problems  associated  with  smog. 
Botes  the  real  question  is :  Are  effects  of  smog  on  health  severe  enough  for  public 
health  agencies  to  use  police  power  to  correct  air  pollution  in  urban  areas? 

This  question,  he  points  out,  is  only  now  beginning  to  be  answered.  Labora- 
tory tests  (animals  and  men)  with  relatively  high  concentrations  can  give  cluea 
to  acute  effects  of  short-time  exposure;  studies  of  two  population  groups  (as  in 
the  Detroit-Windsor  study)  can  show  long-range  effects. 

Dr.  Merrill  feels  that  smog  chemistry  is  sufficiently  well  understood  that  large- 
scale  efforts  along  both  these  lines  would  be  Justified.  Work  on  vegetation  has 
made  much  progress,  but  physiological  effects  of  smog  inhalation  by  man  la 
almost  untouched. 

Determination  that  smog  has  an  identifiable  adverse  effect  on  health  will  be 
most  effective  in  stimulating  corrective  acticm. 

John  W.  Mehl,  Paul  Kotin,  and  Hugh  A.  Edmondsou,  University  of  Southern 
Oalifomia  School  of  Medicine,  have  been  working  for  some  time  on  biological 
effects  of  air  pollution  under  USPHS  grants.  While  their  experiments  are 
admittedly  inconclusive — and  are  being  continued — the  specter  of  cancer  looms. 
Extracts  from  natural  and  artificial  smog,  diesel  and  gasoline  engine  exhausts, 
residential  incinerator  soots,  and  alr-blown-asphalt  plant  effluents  reportedly 
can  cause  skin  cancer  on  mice. 

While  many  loose  ends  remain,  this  much  seems  certain:  many  polycyclic 
hydrocarbons,  including  known  carcinogenic  hydrocarbons — pyrene,  benzpyrene, 
benzperylene,  anthanthrene — have  been  found  in  types  of  smog  listed  in  the  fore- 
going. Major  questions  still  unanswered:  Will  these  pollutants  cause  lung 
cancer?  (Inhalation  studies  are  being  started  by  the  University  of  Southern 
California  men.)  Are  the  pollutants  in  sufficient  concentration  in  smog  to  cause 
cancer? 

Largely  as  a  result  of  concerted  effort  by  industry,  university,  and  private 
research  organizations,  a  fair  catalog  of  plant  damage  symptoms  has  been 
assembled.  Knowing  what  pollutant  causes  which  damage  gives  industry  a 
good  start  toward  installing  proper  control.  Notable  have  been  results  on 
fluoride  damage  and  control  by  aluminum  plants  in  the  Pacific  Northwest. 

University  of  California  is  pushing  research  on  the  agricultural  front  because 
of  an  estimated  $3  million  damage  to  State  crops  in  1953.  Vegetable  crop  and 
citrus  damage  in  the  Los  Angeles  area  has  grown  yearly ;  today,  romaine  lettuce, 
endive,  spinach,  celery,  and  garden  beets  are  particularly  hard  pressed  there. 

As  a  result  of  a  cooperative  study  among  University  of  California,  Los  Angeles, 
coonty  air  pollution  control  district,  and  Caltech,  findings  on  the  role  of  hydro- 
carbons in  the  air  were  announced  by  Gordon  P.  Larson,  director  of  the  district, 
and  A.  J.  Haagen-Smit,  Caltech :  Reaction  products  of  unsaturated  hydrocarbons 
and  ozone  are  primarily  responsible  for  the  natural  damage  observed. 

Typical  of  work  being  done  for  agriculture  is  that  centered  at  Riverside :  effects 
on  pUmt  enzyme  systems,  photo-synthesis,  respiration,  and  permeability ;  effects 
of  OEonated  olefins  on  citrus;  plant  screening  to  secure  varieties  resistant  to 
OKldlzed  hydrocarbons;  protection  techniques. 

In  connection  with  this  latter  aspect,  John  Middleton  (Riverside  plant  patholo- 

fc)  and  coworkers  have  found  in  laboratory  experiments  that  certain  dithiocar- 

,  whei       *aved  or  dusted  on  plants,  offer  a  measure  of  smog  protection. 

the       *in      on  lasts  under  field  conditions,  what  the  protection  mech- 

\  mUht  bts.  J       uow  growers  might  utilize  the  technique  awaits  results  from 

i  mp&rimm    &  vraich  Middleton  hopes  to  start  soon.    Important  potential  of 


Digitized  by  VjOOQ iC 


1220  AIR    POLLUTION    PREVENTION    AMENDMENT 

tho  mothml:  the  proi»oftod  compounds  are  already  nsed  by  growers  for  fungus 
rontrol,  could  conrolvably  do  two  jobs  and  not  require  additional  chemicals  or 
apitl  leaf  ions. 

Snio-r  <M)ntrol  in  the  San  Francisco  Bay  area,  witli  tlie  exception  of  one  coonty 
whl<'h  has  actwl  on  the  1047  State  law,  is  ntill  on  a  voluntary  basis,  with  consid- 
erable dlvcrKeiice  of  opinion  as  to  the  efficiency  of  voluntary  versus  stringent 
c<>ntrol.  Voluntary  contrcil,  claims  proponent  San  Francisco  Bay  Area  CooncO 
{V  Si  KN,  February  ir»,  p.  «tW),  a  civic  organization,  would  be  between  «0  and  85 
jH^rcent  effective  If  given  a  chance.  Not  so,  counter  some  health  officials.  In  one 
tM)\uJty  (Alameda,  tlu»  most  Industrial  of  the  0  bay  area  counties),  officials  note 
that  only  10  of  KK)  industrial  iK)lluter8  surveyed  In  1952  had  installed  control 
dovlivs  by  11)53.  (Meanwhile,  Bay  Area  Council  has  employed  Patrick  J.  Moran, 
fornuT  cliemlcal  warfare  expert,  to  direct  its  program.) 

Tlicrefoi*e,  some  advocate  establishment  of  regional,  cooperative  control  under 
prt^sent  State  law.  Others  believe  the  best  solution  would  be  for  special  State 
fornuitlon  of  a  regional  aiithority. 

That  solution,  however.  Is  not  Just  around  the  corner.  The  California  Legto- 
latun^'s  next  rt»gular  session  Is  not  until  1055,  and  It  is  highly  unlikely  air  pollu- 
tion will  be  on  a  siMH'ial  session's  agenda. 

AIR  POLLUTION  IN  OREGON 

la  Aiigust  1051 .  the  ()n»gon  Air  Pollution  (N)ntrol  Act  l>ecame  effective,  making 
l>regtm  the  Nation's  first  (and  still  only)  State  to  have  a  State  organization  spe- 
clflcally  for  air  |)ollutlon  control.  Fluorine  effluents  from  aluminum  reductioa 
at  Tnuitdale.  Oreg..  and  Vancouver,  Wash.,  plus  excessive  dust  and  smoke,  mainlj 
ttiMw  lumbering  activities,  were  most  pressing  problems,  although  small  areas 
xven^  botbere*!  by  fumes  or  aerosi^ls  from  a  variety  of  oi)erations,  such  as  chemical, 
iviint.  mnnufactunMl  gas.  and  kraft  pulp  plants. 

The  air  ix>llution  authority  has  ixuitbuMl  Itself  to  determining  air  pollution 
b"'\cls  nH»s!lY  of  pnrtirulate  mntter-— investiiratiuM  ciunplalnts,  making  local 
surveys  requesteti  by  city  nuinclls.  and  attom|Ulng  to  prevent  new  pollution 
^Mirces  fnuu  l>elng  established. 

Washington's  probiem 

Like  0^tH^^n.  Washington  air  iH^lluiiou  has  tnuisisteil  mainly  of  smoke,  fly  ash, 
arid  tluorid*^.  However,  gnnvlng  eUvtnvheniical.  thermt>chemical,  and  chemical 
pT\x>vssii^lf  industrit^  \\V\\\t  towaril  further  |x>llution  unless  controlled.  Air 
j^Nl.uiion  *vntn^l  at  the  State  level  Is  currently  t^n-ered  only  by  the  usual  type 
of  fC^nen^l  nuis:uuv  leglsl:Uion.  An  act.  i^iss«Hi  by  the  last  session  of  the  l^;l9- 
"atv.TO.  A^t  «pan  air-j^^llution  unit  within  the  State  i^^Hution  authority  (water), 
K:*  :o  fur.ds  wort^  avpropri:itiM!.  Taroma  currently  has  the  only  effective  air 
Tvv^'UTim  or\i:naniv  in  the  State. 

P,:rir4:  the  ivisi  10  years,  obst^rveil  damage*  has  been  mainly  foliar  bum  to 
*■  ^  :.\o  v.:i-:<  bv  h\drt';.en  tlut»nde  :r;d  su'.fur  dioxide.  The  major  known 
si—.r.>«i  of  r'uoridos  and  sulfides  have  sivnt  weK  over  $15  million  to  ctwitrol  these 
;v  I  ::*: -^i  vl-rr-jr  the  ivast  4  to  0  years. 

I"  :V  TAv'iSv*  NVrThwt^t.  tJ.e  alnnr.nr.r.i  r»Mi:it:on  industry  has  been  the 
?«r>c:r:.*:  mh  ;>J^:r.c  N^y  a:ul  sufferer  of  uia:  y  a  d;iii:age  suit  because  of  fluortde8» 
>::  -.?ir.  :>.Ar.ks  t^^  a  vV!Avr:t\i  olearuv  ^a-pr-ir..  ::  api«rently  has  its  fluoride 
7''"*^>r.;  "ivv^nI  1*\:»<t  evS'.euvv  vvr.  o<  fr.^:r.  a  :::  a!  rept^rt  by  Oregon  State 
vV'V<?*  ir  »  S:,«To  iVVoc:^  of  W^isV.iv.jzto:-.  r^svanhers  released  last  month  on 
V ■». « M  <  S>.* ' •. vi <*  1  s*. .^  •■  o.  V " .» "  t 

A''.«-a  sy*r.:  ."tV::  J^;  %  :•.•.•: :..^u  .»it  Y:tr..>^-:vor  f  r  :!ivr"ne  control:  Reynolds, 
fc  '  r,  1  *,'.r  i:  Vn- v. :.;.-;:»■.  i^r*\fi  :  K.s:sor  w:*:  V.;.vo  ^v:::  alK^ut  *7.5  million  when 
^    -  ^-t-    <  .   r.v.-'Ttv:  ::  vVr,:.  .;:  Mo:\il   Wash.     •  Kaiser  s  Tacoma  plant  had 
'^:'  *■  ■•:•  >•?:-•>  ..>:\^»1>  ::  staV.tV.  who::  K;..sor  v"r*  "A>o1  -t.» 

Ai-  .  i  :>e  r.*  \<:  *_■;  \o  i-vr..<  sv.-.vlv.-  c  v.-..  i  :<  SMr.foni  Research  Institute. 
v"r  .>  v*  ;  •'  .S5!*-T  V  .'ftv  >..r  :v ;.":..::  ;r  ^  •  ::.<  S'iiy.f.^rd  Re««r\*h  Institute  is 
■v  -i  •:.,;  .;  <  A'  *  <x .-;  f  ;cs  W* .'. :  «*  r .  o  r.l ".  - ::  r : .  v  *  •  •><•;  rs  b"  e  a  I  mt^spheric  constito- 
^r  -i  ■  >^.v-,..  i  <:  :^^  f  -v-.v  v.^.t;  ::.r  •.■••:.  v-  1-  »-*"*  ^^'  Alada  where 
?/^:-v-i :  *.rvs  iT'.-v  V.  w  —  5  '  :' .  w  ..:o-  a<  >:..-"-  Sx^-:s>es  a  potent  soarce  of 
"  ^  *•  v^  r;v  3  7x  .Y  r  «s  T^^^s^t^  :.v  :  s:s  .-^T-  -i-f"  >"::r  dense  to  prevent  air 
.TM^    p^-.-i     a.     rSiv-:  r.*-r.>-     f  :Vi>  f..cs  :/.<  N^'    >:ud;ed  for  the  past  thwt 
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LONDON  FOG 

With  memory  of  the  death  of  4,000  persons  as  a  result  of  the  "killer  fog"  in 
liondon  in  December  1952  still  fresh  in  their  minds,  Londoners  are  Justified  in 
becoming  excited  when  heavy  fogs  are  predicted.  There,  much  of  the  blame 
is  placed  on  smoke  from  domestic  coal  burners.  In  July  1953,  a  Committee 
on  Air  Pollution  was  appointed  "to  examine  nature,  causes,  and  effects  of  air 
pollution  and  efficacy  of  present  preventive  measures ;  to  consider  what  further 
preventive  measures  are  practicable;  and  to  make  recommendations."  In  an 
interim  report  presented  last  December,  committee  states  most  serious  immediate 
problem  in  air  pollution  is  combustion  of  fuel.  Chief  pollutants  are  smoke,  sulfur 
dioxide,  carbon  monoxide,  and  grit  The  domestic  fire  was  reported  biggest 
single  smoke  producer.  In  ratio  to  coal  burned,  it  was  said  to  produce  twice  as 
much  smoke  as  industry  and  discharge  it  at  a  lower  level. 

In  some  areas  in  the  United  States  concentration  of  sulfur  dioxide  has  been 
reduced  greatly  with  no  apparent  decrease  in  eye-irritating  smog.  In  the  interim 
report,  however,  tliere  is  a  clear  correlation  between  pollution  by  smoke  and  sul- 
fur dioxide  and  the  daily  death  rate  in  Greater  London  during  the  fog  of  1952. 
Data  also  indicate  a  continuing  abnormal  death  rate  In  London  during  the  two 
and  a  balf  months  following  the  smog. 

The  committee  advocates  conversion  of  bituminous  coal  into  coke,  gas,  and 
electricity,  and  substitution  of  smokeless  fuels  for  domestic  purposes.  It  recom- 
mends replacement  of  old-fashioned  domestic  grates  by  Improved  appliances. 
Greater  use  of  central  smokelessly  fired  boilers  for  blocks  of  buildings  is  pro- 
posed. In  industry,  promotion  of  greater  fuel  efficiency  is  needed.  Furnaces 
Ired  by  pulverized  fuel  or  operated  by  forced  draft  need  more  efficient  grit- 
arresting  facilities.  Coal  should  be  cleaned  at  the  coalfields  of  shale  and  some 
of  the  sulfur  compounds.  Research  and  development  work  on  practicable  meth- 
ods of  removing  sulfur  dioxide  from  fine  gases  is  urged. 

A  ban  on  open  fires  in  Britain  would  save  from  10  to  15  million  tons  of  coal  a 
year.  Installation  of  stoves  to  replace  fireplaces  at  Government  exi)ense  has 
been  proposed  as  economically  sound.  Some  communities  are  already  ofl!ering 
subsidies  to  householders  who  will  make  the  switch. 

However,  came  late  1953,  thick  fogs  threatening,  a  repetition  of  the  disastrous 
one  of  a  year  before,  rolled  into  London  and  sent  its  populace  rushing  to  buy 
smog  masks.  Gauze  masks,  distributed  gratis  by  Britain's  socialized  medicine 
program,  were  also  in  use. 

PABTICIPATION  BY  ASSOCIATIONS 

Chemical  professional  organizations  have  also  become  involved  in  the  fight 
to  restore  pure  air.  The  Manufacturing  Chemists'  Association  sponsored  estab- 
lishment of  an  Air-Pollution  Abatement  Committee  in  1949.  The  committee 
considers  detection  and  measurement  of  air  contaminants,  factors  affecting  dis- 
persion of  solids,  vapors,  allowable  concentrations  from  standpoint  of  toxicity, 
nuisance,  and  odor,  and  control  methods  and  methods  of  treatment.  It  holds 
regularly  scheduled  meetings  and  animal  conferences.  Forthcoming  conference 
next  month  (April)  in  Houston  is  expected  to  attract  largest  group  of  air- 
pollution  exi)erts  ever  assembled. 

The  American  Chemical  Society  established  an  air-pollution  committee  at  its 
council  meeting  in  April  1952.  This  group  considers  physiological,  biological, 
and  nuisance  effects  of  smog  as  well  as  effect  on  paints  and  other  protective 
coatings.  Several  symposia  have  been  held  at  the  society's  national  meetings. 
American  Society  of  Mechanical  Engineers  and  other  groups  also  have  com- 
mittees studying  the  problem. 

NEED  FOR  RESEARCH  REGARDING  SMOG  CAUSED  BY  AUTOMOBILES 

Mr.  Kennedy.  I  would  like  to  ^ive  an  example  as  to  how  the  scien- 
tific research  provisions  of  the  Capehart-Kuchel  amendment,  in  a  very 
practical  way — without  setting  up  an  additional  layer  of  bureaucracy 
irom  the  standpoint  of  laboratories  or  technicians — could  use  the 
existing  machinery  of  the  (xovemment,  and  its  various  departments, 
for  example,  the  splendid  laboratory  under  the  Public  Health  Service 
that  has  just  been  renamed  the  Robert  Taft  Laboratory  in  Cincinnati. 
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The  equipment  and  the  personnel  under  the  director  of  Dr.  Louis 
McCabe  of  the  Bureau  of  Mines,  who  is  highly  experienced  in  this  field 
and  who  is  already  familiar  with  the  problem  in  various  parts  of  the 
country,  could  be  made  available.  There  is  great  need  for  immediate 
reseaiTJi  in  the  field  of  the  contribution  that  the  automobile  makes  to 
the  air-pollution  problem.  Not  only  Los  Angeles  County  but  the 
entire  Nation  is  interested  in  this  phase,  as  it  is  not  local  in  nature. 

The  figures  which  we  have  indicate  that  in  Los  Angeles  Ck>unty 
alone^  with  our  more  than  2  million  automobiles,  there  are  approxi- 
mately a  tliousand  tons  a  day — ^a  thousand  tons  every  24  hours — of 
hydrocarbons  from  Uiese  more  than  2  million  automobiles.  From  the 
standt>oint  of  finding  a  solution  as  to  whether  or  not,  mechanically, 
there  is  a  device  such  as  a  catalvst  that  could  be  placed  on  the  auto- 
mobile as  a  part  of  the  muffler  tKat  would  dissolve  these  pollutants  is 
po£s;ib]e  under  the  Capehart-Kuchel  amendment  dealing  with  scientific 
research. 

It  would  be  of  ^reat  benefit  to  the  entire  Nation  for  this  type  of 
research  to  be  carried  on.  What  is  done  in  connection  with  the  auto- 
mobile would  be  helpful  to  every  part  of  the  countrv.  When  it  comes 
down  to  a  problem  like  the  general  aggre^te  of  pollutants  in  the  Los 
Angeles  area«  that  come  from  all  industries*  and  specifically  the  type 
of  {Ktllutant  that  comes  from  the  hydrocarbons  from  the  petroleum 
industry,  when  you  ^^t  down  to  those  refinements,  scientifically,  you 
would  liave  to  deal  with  Los  Angeles  smog. 

MOST  TROIUXMS  RIXJUIKE  ^PXCInC  RESEARCH 

Whatever  is  hapi^ning,  ohemioallv,  in  the  air  over  Los  Anseles 
with  the  new  orone  factor  as  pointe^l  out  by  some  scientists — ^which 
has  Uvn  a  subject  of  rvxvnt  xvsearoh — wher^  you  have  peculiar  chemi- 
cal reactions  in  the  L.>s  Angeles  an?a,  they  would  require  separate 
ivs*L>arch.  You  couldn't  take  your  findings  from  soft  coal  in  St.  Lcmis, 
or  the  tindiugs  frx>m  what  is  liapj-vninfi:  in  Pittsburgh,  and  make  them, 
in  a  pmctical  auvl  realistic  way,  applicable  to  the  La?  Angeles  area. 
Each  vvmmur.ity  generally  must  deal  with  its  own  smog. 

But  :t  the  otSer  machir.ery  of  the  iiovenunen:  and  the  laboratories 
ar.vi  :he  revhr.icians  were  made  avaibble,  maybe  in  a  ioliit-i?nterprise 
prv\^v:  as  lv:wee:\  the  L<\5  Ani^'!es  Cou:::y  air-ix^I!v.t:on  control  dis- 
trio:  ar.vi  :ho  Burvav.  of  M:r.cs*  or  United  S:a:es  l^iblic  Health  Service 
agv:vy  :r,  0:r.c:::::a:i.  cor,s:derab;e  rrv-'invss  cv^u'd  iv  made. 

1  w-or.\i  l:kv  :o  make  retervnc^  :o  a  v^ry  im.rvrtar.:  scientific*  report 
thi:  w:!;?  yrv^^^ir^^:  by  Pr.  Arno:i  O.  l>evkmar.  and  a  special  committee 
of  ^-itvr^Sv  ^le  :s  vhiirmir.  of  :he  l^knijir.  Ir.scr-Lm«er::s  Corp^  of 
Sx::h  Pis;t.ir':.A.  T^r: ..'.rvxr.r^  aiso  :r.  -lus  scuiy  w:is  Dr.  A.  J. 
HiJLiTtr.-Sm  :*  -:*'/.  ^n, -^v.  yr:fTSs»:r  of  b:xhrm:>rry  i:  tJi-e  California 
lr<c  :v.:e  :t  TrCAr :*;cy  a:  l^tsao.T::.!.  Ir  ici:::cr.  tber^  w^ne  three 
ccl>*r  fv:iTr-::>cs  mv.:.^  ya.rt  ^  rhr  rvivrt. 

Ir.  :>•£  s.v.r..i::irT  ::  :>.£  f.~.iir.i??*  sy^xir.j  ref^rvr.-re  is  m^ie  :o  the 
rfe>rvi  :;r  ex'icr'^kc.  scir-rzid':  rvstar:h.  I:  reo.'^.-ies  thi:  there  is  i 
jCtsm:  ,^*dL^.  jpfc  : :  S*  i-rr-f .  Sf ~>?r.  5r*:v:£c  fr.-iir.^  ir^  mii??  wiiich*  by 
ibe.r  Tvry  rx:,:?-.  inc:.-!:?  :r.^  mx^-ir^io?  c:  rii-e  rrvcjejn  and  the 
5cc;iT'i.T»iss  :f  :i.if  F^c^nl  G-r^r^rmiiifr.:  ^fr.icr.r^  :Se  ri'.xtire  in  an 
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For  example : 

1.  The  recommendation  is  made  in  Dr.  Beckman's  report  that  all 
pen  skimming  ponds,  separators,  sumps,  and  sewers  associated  with 
ne  production  and  refining  of  petroleum  shall  be  prohibited. 

2.  That  gasoline  transfers  involving  mobile  carriers  shall  be  pro- 
libited  unless  some  means  are  provided  for  preventing  escape  of 
apors  to  the  atmosphere. 

^  3.  The  problem  of  spillage  and  loss  of  volatile  hydrocarbons  at 
illing  stations  shall  receive  immediate  attention  to  the  end  that  suit- 
ible  equipment  and  producers  for  controlling  this  source  of  air  poUu- 
;ion  are  put  into  use  at  an  e^rly  date. 

4.  The  feasibility  of  reducing  or  relocating  existing  facilities  and 
mrtailihg  further  expansion  of  air-polluting  industries,  such  as  petro- 
eum  refining,  shall  be  actively  investigated. 

5.  Enforceable  regulations  for  the  control  of  obviously  offensive 
Pumes  from  automotive  exhausts  shall  be  immediately  established  and 
enforced. 

6.  Large  motor  vehicles,  particularliy  buses  and  trucks,  shall  be 
-equired  to  use  liquefied  petroleum  gas  or  equally  satisfactory  means 
for  abating  noxious  exhaust  fumes  as  rapidly  as  possible. 

7.  Systems  for  the  collection  and  disposal  of  all  combustible  rub- 
bish diall  be  established  promptly  and  local  burning  shall  thereafter 
ye  prohibited. 

These  seven  far-reaching  recommendations  were  made  by  this  scien- 
:ific  committee,  which  came  out  of  a  series  of  conferences  called  by 
jov.  Goodwin  J.  Kjiight,  of  California.  The  Board  of  Supervisors 
)f  the  County  of  Los  Angeles  now  has  them  under  careful  consider- 
ition  in  order  that  every  single  act  may  be  taken  which  will  improve 
:he  smog  menace. 

In  closing,  I  would  like  to  emphasize  that  from  the  standpoint  of 
3ublic  policy,  the  Los  Angeles  County  Air  Pollution  Control  District 
akes  the  position  that  in  the  interest  of  the  people,  we  must  look  at 
;his  problem  as  the  No.  1  problem  confronting  the  county.  So  we  say 
n  effect,  whatever  it  is,  whatever  the  sources  are  of  the  respective 
contributions  they  must  be  abated  as  far  as  chemical  and  engineer- 
ngly  possible. 

If  it  creates  great  expense  to  industry,  in  the  public  interest,  such 
jxpenditures  must  be  made.  In  other  words,  the  police  power  of  the 
county  must  be  used  to  save  southern  California  from  becoming  spoiled 
oy  the  air-pollution  menace.  In  a  realistic  way,  Los  Angeles  County 
s  trying  to  capture  back  the  clean,  pure  air  that  we  have  known  in 
joutnem  California  for  many  years  and  we  believe  that  through  the 
xx>peration  that  is  now  being  received  from  industry — and  that  in- 
cludes very  definitely  the  petroleum  industry.  The  petroleum  indus- 
:ry  now  recognizes  its  public  relations  problem  in  this  regard.  Some 
n  the  presidents  and  general  managers  of  the  oil  companies  have 
recently  pledged  to  the  people  their  fullest  cooperation.  So  that  in 
i  very  real  way  we  feel  that  we  are  making  progress. 

If  this  bill  is  passed  by  the  Congress,  it  will  accelerate  the  speed 
with  which  we  can  find  an  ultimate  and  I  hope  a  satisfactory  solution 
jo  the  problem. 

I  would  like  to  place  in  the  record  the  report  of  the  special  technical 
X)miiiittee  that  I  nave  read  from  entitled  "The  Beckman  Keport." 
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Senator  Qoldwater.  The  whole  report  will  be  received  and  printed 
as  a  part  of  the  record. 

(The  report  referred  to  follows :) 

Report  of  Special  Couuittee  on  Air  Pollution— Made  to  Gov.  Goodwin  J. 
Knioht*8  Air  Pollution  Control  Conference 

(Stete  Building.  Los  Angeles,  Saturday,  December  5,  1953) 

Prepared  by :  Dr.  Arnold  O.  Beckman,  chairman,  president,  Beckman  Instru- 
ments, Inc.,  South  Pasadena ;  Dr.  A.  J.  Haagen-Smlt,  professor  of  bloclrtagistry, 
California  Institute  of  Technology ;  Dr.  Joseph  Kaplan,  head  of  department  of 
meteorology,  UCLA;  Dr.  L.  Reed  Brantley,  head  of  department  of  chemistry. 
Occidental  College ;  Dr.  John  W.  Poole,  head  of  deiiartmeut  of  science  and  maSh- 
ematics,  John  Muir  College,  Pasadena. 

At  the  Air  Pollution  Conference  called  by  Gov.  Goodwin  J.  Knight  and  held  in 
Los  Angeles,  October  24,  1953.  a  special  technical  committee  was  appointed  to 
"review  the  extent  and  effectiveness  of  the  existing  research  and  controls"  re- 
lating to  air  pollution  in  Los  Angeles  County.  The  committee  herewith  respect- 
fully submits  its  report. 

I.  the  air  pollution  problem 

Air  pollution  is  not  new  and  it  not  unique  to  Los  Angeles.  It  Is  a  problem,  of 
varying  seriousness,  wherever  people  congregate.  Acute  air  pollution  sometimes 
is  attributable  to  specific  industrial  sources  but  the  major  problem  is  general 
air  pollution  of  urban  areas.  As  the  concentration  of  population  increases,  air 
pollution  becomes  more  serious  because  of  increased  contributions  by  individuals, 
with  their  automobiles,  rubbish  burning,  etc.,  and  because  of  contriutions 
which  result  from  the  expansion  of  industrial  and  other  establishments  needed 
to  provide  the  goods  and  services  for  the  growing  community. 

No  urban  area  is  free  from  the  threat  of  harmful  air  pollution.  Last  year's 
**killer  smog"  in  London,  to  which  some  4,000  deaths  were  attributed,  and  the 
recent  New  York  smog  emphasize  this  fact.  In  cities  where  notable  improvement 
has  been  made  in  reduction  of  soot  and  noxious  fumes  originating  from  the  use 
of  soft  coal,  as  Pittsburgh  and  St.  Louis,  abatement  was  a  relatively  simple 
matter.  It  is  worth  noting  that  even  on  the  worst  smog'  days  in  Los  Angeles 
the  concentrations  of  soot,  fly-ash,  and  sulfur  dioxide  are  well  below  acceptable 
limits  for  these  cities.  Air  pollution  control  methods,  which  have  been  effective 
there,  are  inapplicable  or  inadequate  here.  Los  Angeles  smog  derives  from  many 
sources.    There  will  be  no  simple  cure. 

Meteorological  conditions  generally  are  more  favorable  for  the  dispersal  of 
air  pollutants  in  other  communities  than  in  Los  Angeles.  Frequent  low-level 
atmospheric  temperature  inversions,  low  wind  velocities  and  the  infrequency 
of  rains  aggravate  the  local  problem.  There  is  little  likelihood  that  smog 
abatement  can  be  achieved  through  modificaticm  of  meteorological  conditions 
because  of  the  tremendous  magnitude  of  energy  involved  in  modifying  or 
eliminating  inversion  or  increasing  air  movement  on  an  adequate  scale  during 
periods  of  stagnation. 

II.  the  Nature  of  los  angeles  smog 

The  outstanding  characteristics  of  Los  Angeles  smog  are  the  haze,  which 
results  in  marked  decrease  in  visibility,  and  the  presence  of  substances  which 
can  cause  pronounced  eye  irritation. 

Haze  is  caused  by  finely  divided  solids  or  liquids  (aerosols)  in  the  air.  Aero- 
sols arise  from  the  emission  of  dusts,  smoke,  and  fumes  in  many  industries, 
from  open-air  burning  of  rubbish,  the  improper  functioning  of  incinerators, 
incomplete  combustion  of  fuel  oils  in  boiler  plants  and  heating  systems,  from 
the  operation  of  diesel  and  automobile  engines,  and  other  sources. 


*  The  word  "smoj?,"  a  contraction  of  smoke  and  fog,  is  used  reluctantly  in  this  report 
and  only  because  of  its  popular  acceptance  and  widespread  usage.  The  term  is  inap- 
propriate for  Los  Angeles  air  pollution,  as  "smog"  occurs  here  in  the  absence  of  smoke 
and  fog.  Indiscriminate  use  of  the  term  is  unfortunate  because  of  the  implied  similarity 
In  air  pollution  of  all  areas  and  because  of  the  misleading  tendency  to  ascribe  to  I^s 
Angeles  air  pollution  certain  properties,  health  hazards,  etc.,  which  pertain  only  to  air 
pollution  in  which  the  combustion  of  coal  is  an  essential  factor. 
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An  outstanding  result  of  research  carried  on  by  the  Los  Angeles  Air  Poihition 
Control  District  is  the  discovery  that  eye  irritation  is  due  mainly  to  certain 
oxidation  products  of  hydrocarbons.  Hydrocarl)ons  enter  the  atmosphere  from 
many  sources,  such  as  auto  exhausts  and  losses  in  the  storage,  refining  and 
handling  of  petroleum  products.  In  the  photooxidation  of  gaseous  hydrocarbons 
aerosols  may  be  formed  which  contribute  to  haze  and  wliich  also  appear  to 
enhance  eye  irritation. 

Smo^  can  seriously  damage  certain  crops, -AitBimi^h  actual  ttffinage  appears 
to  be  minor  in  comparison  with  other  economic  1^6Hed'aaaaciai(ed  with  smog. 

in.   THE  LOS  ANQELES  COUNTY  AIK  POLLUTION  CONTROL  DISTEICT 

Soon  after  the  passage  of  assembly  bill  No.  1  on  June  10,  1947,  which  added 
diapter  2  to  division  20  of  the  Health  and  Safety  Code,  the  Los  Angeles  County 
Air  Pollution  Control  District  was  formed.  There  are  currently  117  employees 
and  the  annual  budget  is  approximately  $700,000. 

The  district  has  promulgated  some  130  rules  and  regulations,  of  which  rules 
54  and  56  are  of  particular  interest  to  this  committee. 

As  of  October  31,  1953,  the  district's  inspectors  had  visited  12,129  plants, 
mftde  a  total  of  104,324  inspections  and  issued  16,620  written  notices.  There 
were  18,818  accomplishments  (1.  e.  abatements,  dismissals.  Improvements).  The 
total  field  time  involved  in  inspections  was  140,863  man-hours  and  5,288  hear- 
ings were  held. 

The  code  provides  a  three-member  hearing  l)oard  authorized  to  grant  variances. 
As  of  October  31,  1953,  818  cases  have  been  filed  with  the  hearing  board,  1,614 
hearings  have  been  held  and  552  variances  have  been  granted. 

The  district  has  filed  443  cases  in  the  Superior  Court  for  violation  of  regu- 
lations ;  428  cases  have  been  completed. 

The  9ode  provides  for  the  issuance  of  p^mits  for  industrial  construction 
wltere  the  dlscliarge  of  air  contamination  is  involved.  As  of  October  31,  1953, 
10,323  applications  have  been  filed  (of  which  734  were  withdrawn),  9.075  per- 
mits hove  been  issued  and  877  permits  denied.  The  value  of  the  basic  equip- 
ment i«  in  excess  of  |120  million  and  the  value  of  control  equipment  is  approxi- 
mately $18  million. 

IV.   REDUCTION    IN   DUST,    SMOKE.   AND   FUMES 

Chapter  2  division  20  of  the  Health  and  Safety  Code  establislied  two  general 
prohibitions  related  to  air  pollution,  one  being  concerned  with  the  blackness 
or  opacity  of  smolce  and  the  other  with  the  general  nuisance  aspect.  The  dis- 
trict has  added  certain  specific  regulations.  Rule  54  specifies  the  maximum 
permissible  discharge  of  dust  and  fumes  for  any  process.  Despite  some  initial 
opposition  by  industry,  rule  54  appears  to  be  quite  satisfactory. 

Smoke,  dust,  and  fumes  have  been  been  effectively  controlled  from  most  indus- 
trial sources.  These  sources  include  2  large  steel  mills  and  209  foundries,  as 
well  as  the  ceramics  and  cement  industries.  Objectionable  smoke  and  fumes  from 
roofing  plants  and  auto  burning  have  been  partially  abated ;  burning  at  public 
dumps  has  been  entirely  eliminated.  Progress  has  been  made  in  controlling 
smoke  and  obnoxious  fumes  resulting  from  incomplete  combustion  of  fuel  oils 
in  industrial  plants  and  from  diesel  engines  in  trucks  and  locomotives. 

This  committee  is  of  the  opinion  that  the  enforcement  activities  of  the  district 
with  respect  to  the  control  of  industrial  emissions  of  smoke,  dust,  and  fumes 
have  been  effective  and  that  these  materials  do  not.  at  this  time,  contribute 
iKFlonsly  to  Los  Angeles  smog.  Vigilance  and  rigorous  enforcement  of  the 
ngulations  must  be  continued,  however. 

V.  REDUCTION   OF  OASEOU8  POLLUTION 

diomide 

communities  affected  by  air  pollution  sulfur  dioxide  has  l)een  a  signifi- 
ABtaminant.  Because  of  the  activities  of  the  district  and  the  cooi>era- 
^  Indlistry  the  sulfur  dioxide  content  of  the  air  in  Ix)s  Angeles  County 
^•^heen  reduced  below  the  1940  level.    Sulfur  dioxide  is  not  now  a  major 

jg^  ai  1960  the  district  recognized  the  importance  of  hydrocarbons  in 
HfkML    In  the  petroleum  industry  hydrocarbons  escape  to  the  atmosphere 
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from  storage  tanks,  emergency  releases,  leakage  of  pumps,  evaporation  from 
open  separators,  losses  in  the  transfer  of  volatile  hydrocarbons,  etc.  Rule  56 
requires  that  tanks  of  more  than  40,000  gallons  capacity  used  for  the  storage 
of  gasoline  or  other  volatile  petroleum  products  be  equipped  with  floating  /oofs, 
vapor-recovery  systems,  or  other  approved  means  for  reducing  the  discharge  of 
hydrocarbons  to  the  atmosphere.  A  rigid  time  schedule  has  been  set,  with  the 
total  program  to  be  completed  in  2  years.  There  is  every  indication  that  this 
building  program  will  be  completed  within  the  time  limit,  except  for  tanks 
owned  and  operated  by  the  United  States  Gk)vernment.  Small  tanks  not  in- 
cluded in  the  present  ruling  are  being  connected  with  vapor-recovery  systems 
at  many  refineries.  Improved  separators,  emergency  releases,  etc.,  are  at  present 
under  construction.  Means  for  eliminating  hydrocarbon  losses  in  gasoline  dis- 
tribution are  not  now  in  use. 

The  committee  has  visited  most  of  the  major  refineries  within  the  past  2  weeks. 
Without  exception,  a  cooperative  attitude  was  shown.  Many  of  the  recom- 
mendations of  the  district  have  already  been  carried  out,  and  construction  is  in 
progress  on  other  changes  designed  to  reduce  air  pollution.  Within  the  refineries 
it  appears  that  many  sources  for  escape  of  volatile  hydrocarbons  have  been  or 
are  in  the  process  of  being  controlled.  Further  improvements  can  be  achieved, 
as  outlined  later  in  this  report,  and  the  petroleum  industry  seems  willing  to 
cooperate  in  effecting  these  improvements  after  the  necessary  research  and 
engineering  have  been  carried  out.  For  several  years  the  Western  Oil  and  Gas 
Association  has  supported  a  research  progi*am  related  to  air  pollution,  and  is 
currently  carrying  on  a  study  of  emissions  from  oilfields  in  cooperation  with  the 
district 

VI.  BESEABCH  ACCOMPLISHMENTS 

Soon  after  the  establishment  of  the  Los  Angeles  County  Air  Pollution  Control 
District  it  became  apparent  that  control  measures  used  in  other  cities  would 
be  inadequate  here.  A  research  program  was  undertaken  to  determine  the  chem- 
ical identity  of  the  substances  causing  eye  irritation  and  other  smog  character- 
istics. With  the  aid  of  consultants  this  phase  of  the  research  program  has 
been  outstandingly  successful;  the  importance  of  hydrocarbons  in  smog  forma- 
tion was  demonstrated  for  the  first  time.  It  was  established,  for  example,  that 
hydrocarbons  and  their  oxidation  products  form  eye-irritating  and  haze-produc- 
ing substances  in  sunlight  and  under  the  action  of  nitrogen  oxides.  In  this 
reaction  ozone  and  aerosols  are  formed.  Also,  It  was  shown  that  the  photo- 
oxidation  products  were  responsible  for  crop  damage  during  smog  periods.  It 
is  the  opinion  of  this  committee  that  the  research  which  disclosed  the  significant 
role  played  by  hydrocarbons  in  the  production  of  smog  constitutes  one  of  the 
most  important  advances  in  the  study  of  air  pollution. 

Analytical  procedures  and  instruments  have  been  developed  to  detect  and 
measure  the  various  components  in  polluted  air.  These  procedures  and  instru- 
ments are  essential  not  only  for  research  but  also  for  the  testing  and  monitoring 
involved  in  the  enforcement  of  air-pollution  regulations. 

Meteorological  studies  have  been  carried  out  to  map  air  currents  and  provide 
information  useful  in  locating  sources  of  pollution  and  In  studies  of  industrial 
zoning. 

RECOMMENDATIONS 

None  familiar  with  the  history  of  research  and  enforcement  of  abatement 
regulations  In  the  Los  Angeles  area  can  fall  to  recognize  the  very  real  progress 
which  has  been  made  toward  solving  the  problem.  Yet  even  more  impressive 
than  past  accomplishment  Is  the  monumental  task  which  remains  to  be  done. 

It  Is  now  evident  that  the  problem  of  smog  control  Is  vastly  more  complicated 
than  was  appreciated  Initially.  The  fact  must  be  faced  that  clearing  the  air  in 
this  area  is  a  tremendous  task,  one  which  many  will  doubtless  find  appallingly 
expensive.  This  committee  would  be  gravely  remiss  if  It  failed  to  point  out  that 
the  community  must  either  assume  the  real  hardships  imposed  by  abatement  costs 
or  accept  those  Imposed  by  the  continuing  and  Increasing  smog  nuisance. 

On  the  assumption  that  our  citizenry  desires  to  clean  the  atmosphere  and  is 
prepared  to  pay  the  bill,  two  sets  of  recommendations  are  submitted.  The  first  is 
concerned  with  the  broad  aspects  of  the  problem  and  the  long-term  view;  the 
second  considerably  more  specific,  dealing  with  enforcement  policies  which  need 
not  wait  upon  further  research  for  their  justification. 
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A.  Reorganization  and  expansion  of  the  district 

In  the  present  emergency  the  board  of  supervisors  should  consider  the  need 
for  increased  activities  by  the  district  and  should  take  necessary  steps  to  secure 
additional  competent  personnel  and  see  that  there  are  no  administrative  delays 
while  these  men  are  performing  their  tasks.  To  assist  the  director  In  his  many 
tasks,  extra  efforts  should  be  made  to  acquire  full-time  assistance  of  topflight 
scientists  and  engineers  from  government,  Industrial,  and  educational  Institu- 
tions. The  district  is  charged  with  the  responsibility  of  controlling  air  pollution 
in  an  area  covering  4,083  square  miles,  with  approximately  ten  to  twelve  thou- 
sand industries  of  various  kinds  and  4  million  people.  The  size  of  this  under- 
taking refutes  any  criticism  as  to  excessive  size  of  the  organization.  On  the 
contrary,  this  committee  recognizes  the  district's  pressing  need  for  more  and  bet- 
ter personnel,  and  a  determined  effort  should  be  made  to  expand  the  organization 
with  men  of  proven  technical  ability.  This  expansion  is  also  needed  to  take 
care  of  the  increased  burden  on  the  district  caused  by  the  rapidly  expanding 
population  and  Industrial  expansion.  An  additional  factor  in  the  Increased  activi- 
ties of  the  district  Is  the  fact  that  after  several  years  of  active  control  work, 
construction  of  smog  abatement  equipment  Is  being  accelerated,  and  the  number 
of  permits  requiring  engineering  studies  has  shown  a  steep  rise.  Without  a 
considerable  expansion  of  the  engineering  division,  delays  will  be  inevitable,  and 
the  committee  fully  supports  the  district's  request  for  additional  personnel  la 
ttie  engineering  division.  The  section  dealing:  with  the  emissions  from  6  large 
refineries  and  19  smaller  ones,  plus  contributions  from  the  extensive  oilfields  in 
this  area,  consists  of  4  engineers  and  3  engineering  aids.  In  view  of  the  impot" 
tance  of  the  emissions  from  the  petroleum  Industry  to  air  pollution,  and  the  size 
and  complexity  of  the  problem,  a  material  expansion  of  this  section  Is  Impera- 
tive. 

The  committee  agrees  with  the  district's  position  that  the  control  of  pollutants 
is  the  responsibility  solely  of  those  who  produce  them. 

The  district  should  not  assume  resx)onslblllty  for  the  development  and  design  of 
Industrial  control  devices :  Its  province  is  testing  and  determining  the  tentative 
acceptability  of  equipment  developed  by  others. 

It  is  suggested  that  a  separate  testing  group  be  established  for  the  study  of 
means  for  controlling  emission  from  automobiles. 

Inspection  division. — This  division  Is  charged  with  the  responsibility  of  po- 
licing the  entire  area  of  Los  Angeles  County.  Due  to  the  shortage  of  personnel 
and  the  assignment  of  additional  duties,  such  as  engineering  final  Inspections  to 
this  division,  the  service  to  many  areas  has  suffered. 

It  is  suggested  that  the  technique  of  spotting  violators  be  reevaluated.  Nearly 
75  percent  of  the  time  of  the  inspectors  is  taken  up  by  checking  on  local  com- 
plaints, originating  from  open  rubbish  burning  and  improper  use  of  incinerators. 
Unless  this  situation  is  changed,  it  is  recommended  that  this  important  function 
be  materially  expanded  during  this  emergency  period. 

The  research  section, — ^As  it  Is  impossible  for  the  district  to  have  the  diversity 
of  talent  required  to  handle  all  research  necessary  to  the  smog  program,  we  sup- 
port the  policy  of  the  control  director  to  have  certain  phases  of  the  necessary 
research  carried  out  at  other  Institutions  by  contract.  A  competent  research 
leader  should  be  secured,  able  to  supervise  the  work  at  the  district  laboratory, 
and  able  to  keep  close  contact  with  technical  consultants  and  with  outside  proj- 
ects, in  order  that  they  form  an  integral  part  of  the  air  pollution  research 
program. 

Public  relations. — The  committee  feels  that  the  public  relations  activities  have 
been  inadequate.  Because  public  support  and  cooperation  are  essential  to  the 
successful  solution  of  the  alr-pollutlon  problem,  a  greatly  expanded  and  accel- 
erated program  of  education  and  Information  Is  needed.  A  separate  properly 
staffed  department  should  be  set  up  which  has  the  task  to  inform  the  public  and 
its  representatives. 

Director's  advisory  hoard. — The  committee  recommends  the  appointment  of  an 
advisory  board  to  assist  the  director  in  his  executive  duties.  This  board  would 
establish  broad  policies,  consider  the  merits  of  proposed  research  programs,  as- 
sist on  problems  of  personnel  and  organization,  and  advise  the  director  on  other 
matter  arising  from  the  air-pollution  emergency.  It  is  hoped  that  able  members 
of  industrial,  commercial  and  educational  institutions  can  be  Induced  to  perform 
this  civic  duty. 

To  assist  in  selection  of  members  of  the  advisory  board  It  is  suggested  that  the 
chairman  of  the  board  of  supervisors  consult  with  administrative  leaders  In  the 
community,  such  as  the  heads  of  the  major  universities. 
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'lh*-f*-  »A  .irr;#-  rir.^r.r  rr.Jir  a ''.rr, mi **-.-*  *'Thd'*.<*r.-4  emit  e«"entuiUy  the  ^aine  kindf 
of  ^z"  irnTHTiT»g;  *iit^rnr.r*^.  a*  '■ry,''f-  xri^a  .  rlz:naFP>  in  rhe  prtxhacioa  and  (fit- 
trlMjt.'»T*  of  8ra»oiin^.  Mor^ww^r.  "r.#-r«r  ha.-*  f»«i  a  rfrwi^  Liii.TeiL.se  in  the  eiu- 
fcUfri"  ffiffj  ai,forr.'fffii**-*  "*irh;r-  rr.*-  arr-iTriri^  •iimnmnity.  a  trend  which  will  coo- 
t;rjfj«-  Th<-  d*-v#-ir,pTn*-rif.  anfl  ^r.f  ir'^*-ra<^rir  of  *rffi*triTe  «ep«  to  control  poUntioo 
fr'»r/i  HiithTfiorivf  #rxh;i-i-r.*  apf<*^r  r.>  r,*?  ami^nz  th»r  most  .•^^lious  problenu  of  the 
ulr-iMfWutiou  fftur.roi  pr^/t'ram. 

f'rjrwnitrins  effort -<  «<ho'ilrl  h^  marie  ro  4«^:nre  aid  from  industry  throo^sh  im- 
ffro\'«-rn#-nt-<  in  ^nsrin^;  '!*-<•  I  am,  ^l*•fre^  fufri*.  a  rid  development  of  correctire  deTices 
tor  fxi^tinx  motor  vehi^'le--.  The  loLz-need*>d  rapid  transit  !»ysteni  for  Lo6  An- 
fr<'|«-fi  choulrl  Fie  Implement^. 

C*.  IfttluHtrial  prohUmn 

I'fifK-r  thij'  henrlint^  fom**  a  variety  of  problem*,  on  smme  of  which,  such  as 
en)j.«-j"ioMM  of  fisirtU-TjIate  matter,  ^^ati^fartory  pn^arens  appears  to  hare  been  made, 
^tofitirjtjeij  vifcilanr-e !«  ner-^«»ary. 

Athoii^h  sulfur  rtloxid"  ajriiear**  not  to  prfsent  an  acute  problem  at  this  time.ia 
view  of  i ml UH trial  expansion  r^-dnction  of  sulfur  dioxide  to  the  economic  mini- 
ifjiifrj  finr]  NtudieM  of  the  ri'frniis.vihle  siilfnr  cuntent  of  fuel  oil  and  gasoline  should 
l>e  continued. 

Th»'  fiiajor  inclustrlal  profiferns  ar^  r*-!ated  t'»  the  petnileuni  industry.  Manj 
lujliroveineiitj*  have  already  FH*en  niudp  or  an-  in  pn.x.-ess  of  beinj;  made.  It  mast 
lie  nK'o;:nized  that  the  attainment  of  additinnal  improvements  will  become  In- 
creaHin;rly  difflciilt.  There  are  inniimeral»ip  smin-es  for  the  escape  of  hydro- 
<'nrlH>tiH  to  the  atmosphere.  ?:ven  thou-.:li  must  of  them  i-ontrihnte  only  slightlT, 
the  cumulative  total  <ran  be  and  probably  is  sub>tantial.  The  mere  evaluation  of 
tlie  total  losws  from  such  sourr-es  is  a  pruhil>itivp  ta.sk  and  the  problem  of  cor- 
rcMMion  and  *»limination  is  even  more  difficult.  The  complete  cooperation  of  the 
industry  will  be  ne«?ded  to  reduce  air  pollution  to  an  acceptable  level.  Failure 
to  accomp'ish  this  obj(H.tiv««  will  lead  inevitably  to  curtailment  of  industry  or 
the  imiM)sition  «>f  onerous  restrictions  u|M»n  oi-crntions. 

Zoning  of  industry  is  a  matter  of  jrreat»'st  urjiency  from  the  standpoint  of 
nlr  pollution.  For  the  proper  solution  of  this  difficult  problem  extensive  meteor- 
oIojri<ttl  data  not  .vet  available  are  needed.  It  is  suj:;:ested  that  the  district  pro- 
cure the  services  of  a  vigorous  and  imajrinative  chief  for  its  nieteorolo;;icnl  sec- 
tion. P'ull  cooiK»ration  of  all  plannini:  commissions  within  the  county  will  he 
n<M»dcd  and  their  efforts  must  be  coordinated  if  satisfactory  zoning  is  to  he 
a(?hieved. 

CooiK»rative  action  should  not  be  limited  to  communities  within  the  Los 
Angeles  County  but  should  extend  to  neighboring  areas.  Adjoining  counties 
should  l)e  urged  to  establish  air  pollution  control  districts  without  delay. 

/).  MvtlivaJ  rrsrnrrh 

In  the  present  emergency,  smog  abatement  is  the  all-lnii)ortant  poal:  with 
the  elimination  of  air  pollution,  associated  health  hazards  automatically  vanish, 
('onsecpiently  no  medical  research  projects  have  been  considered  in  this  report. 

It  seems  advisable  at  this  time  to  use  all  funds  and  manpower  avaiUMe  to 
the  district  in  an  all-out  effort  to  get  rid  of  smog  and  not  to  divert  them  into 
channels  which,  however  interc-sting,  will  not  assist  in  re<luclng  air  pi>UutioD. 

K.  Spf  rifif  f  vfor*-*  w f  » t  rrrow tnrnfinfifytiJi 

The  ciii!.::.:"*--  r'-i^ni mends  that  the  following  measures  l>e  put  iuti»  eff»»<t  in 
the  shone*:  •::;-<•  i»''-sii»]e.  Delinite  dates  for  conformance  shi^ald  fc*  e*rab- 
lished  I  r-  i-;  •.     '  y  -Jk-  district. 

1.  Al!  •  ;^-'-  -•  ■".'-■•■■g  iK)nds.  separators,  sumps,  and  sewers  asovt^.-iate*!  with 
the  pp'I"'*:    •  .'^-ri.'iinL'  of  |M*troleuni  shall  be  prohibitcnl. 

L».  <;:i*-  ..:.*-  ': :  '.-:''•:-  iii'- olving  mobile  carriers  shall  U*  prohibitesl  rml^st*  sacs- 
factory  ;:.-::.-.-   :;•-  ■  ."'  '  >b'd  for  preventing  escajH*  of  vain^rs  to  ih<?  awi;:i>sph»^nf. 

:\.  Th^-  jT  -:.  '  -:-•'<-**  »""!  1"^^  '»^  volatile  hydrocarlMuis  at  ft'.LiiLC  '«ran«»iu« 
shall  r*-'^-.  -  .— :  :■'■  Mtrenri<in.  to  the  end  that  suitalde  equip:ii*m:  a.n«t  rrv 
ctHlurH-  f'  r  .-."•  .  -•  *hi*  ^mine  nf  air  pollution  are  put  into  ^x^?*  a:  ja  t«riy 
date. 

4.  TUf-  f-:i-'.-'.  *  *  r-d-i'-ing  or  relocating  existing  facilitieiS  iT«!  ■'nr*u:IinS 
fiiture  ca;ji:.-.  :.  f  -•  '•-j'-iiMtiiig  imlnstries.  such  as  iietroleun:  rvtfn.ai  •*lwii 
1h»  actively  :r.' <-^".-a'"f'd 
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5.  Enforceable  regulations  for  the  control  of  obviously  offensive. fumes  from 
automotive  exhausts  shall  be  immediately  established  and  enforced. 

6.  Large  motor  vehicles,  particularly  buses  and  trucks,  shall  be  required  to 
use  liquified  petroleum  gas  or  equally  satisfactory  means  for  abating  noxious 
exhaust  fumes  as  rapidly  as  possible. 

7.  Systems  for  the  collection  and  disposal  of  all  combustible  rubbish  shall  be 
^established  promptly  and  local  burning  shall  thereafter  be  prohibited. 

Mr.  Kennedy.  Thank  you  very  much,  Senator  Goldwater. 

Senator  Goldwater.  Mr.  Kennedy,  we  appreciate  very  much  your 
coming  here.  As  you  know,  I  come  from  your  neighboring  State,  and 
as  you  know,  we  furnish  you  with  most  of  the  water  that  you  use. 
I  am  very  well  acquainted  with  your  problem.  I  remember  Los 
Angeles  when  it  had  clean,  clear  air.  That  has  been  only,  perhaps, 
25  years  ago,  when  you  could  see  from  mountain  to  mountain,  and 
across  the  cities  with  no  trouble. 

I  know  that  today  your  problem  is  being  handled  very  intelligently, 
that  you  have  made  progress  on  it,  but  there  is  still  a  lot  of  work  to 
do.  This  may  come  as  a  surprise  to  you.  In  Phoenix,  Ariz.,  we  are 
beginning  to  have  a  smog  problem.  Fifteen  years  ago,  before  the  war, 
we  had  no  problem.  We  have  that  temperature  inversion  such  as  you 
have  in  the  valleys  of  California.  We  have  them  in  the  valleys  of 
ArizonsL 

We  now  have  over  500  small  factories  in  Phoenix,  where  15  years 
ago,  we  didn't  have  any.  But  we  have  found,  or  at  least  I  have  f oun<J 
through  flying,  that  much  of  our  trouble  comes  from  the  big  smelters 
165  air  miles  from  Phoenix. 

A  big  smelter  there  puts  out  a  long  plume  of  smoke  that  comes 
over  into  our  vallevs  in  the  daytime  and  the  inversion  holds  it  in  at 
night,  and  it  will  build  up.  We  have  a  committee  in  Phoenix  now 
to  study  this  problem,  and  I  am  trying  to  talk  the  mayor  into  going 
flying  some  day  to  see  this. 

From  an  altitude  of  35,000  to  40.000  feet,  you  can  see  the  clear  air  on 
the  other  side  of  Morency,  and  tnis  long  plume  of  white  smoke  out 
of  the  smelter  chimneys  coming  over  into  the  valleys.  So  even  the 
relatively  clean  air  of  Arizona  is  now  becoming  polluted.  We  are 
taking  a  lesson  from  California. 

We  are  trying  to  do  something  about  it  early.  I  am  happy  to  hear 
your  favorable  comments  on  the  Capehart-Kuchel  amendment,  because 
I  think  it  will  enable  cities  that  cannot  afford,  at  the  present  time,  to 
get  into  the  problem,  a  manner  of  solving  their  air-pollution  prob- 
lems. I  want  to  thank  you  very  much  on  l^half  of  the  committee  for 
coming  here  today  and  giving  us  of  your  time. 

Mr.  Kennedt.  Thank  you.  Senator.  I  did  clip  from  the  Los 
Arigeles  Times  of  Sunday,  April  10,  a  story  that  the  city  of  Phoenix 
had  appointed  an  air-pollution  committee,  and  read  about  the  leader- 
ship tiiat  you  are  furnishing  in  Arizona  in  the  smog  problem,  and  I 
would  like,  while  I  am  here,  to  make  the  offer  to  you  and  to  Phoenix 
and  to  Arizona  that  if  anv  of  the  scientific  results  from  the  $2  million 
that  we  have  spent  in  "Los  Angeles  County  would  be  helpful  to 
Phoenix  and  to  Arizona,  that  it  would  be  available  to  you,  if  yoiu* 
committee  desires  to  inspect  our  records  and  expenditures.  I  under- 
stand there  is  a  possibility  that  the  Phoenix  committee  may  come  out 
to  Los  Angeles  to  get  a  firsthand  look  at  our  operation  there. 
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SeDMtor  GoLDWATOL  I  mm  sure  tli^  will,  becmnse  one  of  the  mem- 
bo^  of  the  ooDunittee  is  a  Mr.  G«-mitz  of  the  Weather  Service  who 
is  the  father  of  this  iDrtf^cMi  theorr  of  air  poUoDan.  He  had  made 
a  great  stodj  of  it.    Thank  too  rerr  much. 

The  CitAiKXAX.  I  think'we  are  goin^  to  have  to  recess  until  2 
oVIodk.  I  can  see  that  we  are  not  going  to  be  able  to  get  finished 
with  j<m  Other  gentkinai.  We  apologize  to  yon  people  for  not  being 
iMe  to  start  at  10  this  mornings  Init  as  yon  poasibly  know,  we  have  a 
little  trrwble  here  in  Wadiingon,  a  little  hooang  tfoable.  We  had  to 
Ittre  an  execatire  session  th»s  morning  and  get  going  <m  the  mat- 
ter. So.  we  were  delayed-  We  apologize  to  you  for  it.  But,  we  will, 
if  iher^  is  no  objection,  recess  until  5  o  clock  aft«*  we  hear  Mayor 
LdOifte  of  Elizabeth,  X.  J.   He  has  to  catch  a  train. 

fKATEUnT  OF  HCHOLAS  &  LaOOSTE,  MATOl,  CITT  OF 
ELIZABETH,  V.  J. 

Maror  LACcvnc  Thank  you«  Mr.  Chairman.  At  the  outset,  may  I 
W09tlym  a  few  historical  and  geographical  facts  as  they  relate  to  the 
eity  of  Elizabeth- 

3ew  ifjT^ey  ranks  sixth  as  an  industrial  State,  and  is  listed  Na  1  in 
the  cheiriicarindustries.  And.  Elizabeth,  the  sixth  lai^gest  city  in  the 
8tate  with  an  estimate  population  of  115,000,  is  surrounded  by  many 
of  the^  industries.  Adjacent  to  us  on  the  north  is  a  residential  and 
industrial  area:  to  the  east  is  Staten  Island,  and  facing  us  are  heavy 
industries :  to  the  south  for  a  distance  of  10  miles  is  a  hearily  populated 
industrial  area  somewhat  diversified,  but  is  predominantly  cnemical 
proce^ng,  and  to  the  west,  within  half  a  mile  of  a  residential  neigh- 
Dorbood.  is  an  industrial  site  planned  and  in  operation  by  an  adjacent 
community.  la  addition,  in  Eastern  Union  County,"  which  com- 
prises about  three- fourths  of  the  county,  there  are  approximately  800 
manufacturing  industries. 

Being  situated  as  we  are,  naturally  there  must  be  consequences  aris- 
ing from  the  contaminants  and  pollutants  in  the  atmosphere,  and  in 
connection  with  this,  I  would  like  to  list  3  categories  that  have  been 
acutely  affected  on  5  or  6  occasions  during  the  past  2H  years : 

1.  Individuals. 

2.  Industrial  employees. 

3.  Paint  discoloration  on  homes. 

On  these  occasions  the  effects  have  ranged  from  discomfort,  objec- 
tionable and  obnoxious  odors,  and  potential  health  hazards,  causing 
irritation  of  eyes,  nose,  and  throat,  choking  and  nausea. 

Industrial  employees  in  sister  industries  have  bc^n  affected  so 
geverely  that  they  left  their  jobs,  and  in  one  incident  several  depart- 
ments in  2  or  3  plants  closed  down  for  the  greater  part  of  an  8-hour 
shift,  totaling  about  2,000  employees. 

D  jloratic  of  fr  ily  inted  structures  occurred,  and  still  con- 
tinu     to       ~  considerable  deterioration.     These 

events  w  thousands  of  dollars  to  the  home- 

owner J 

In  ^  nroximitv  to  several  heavy 

ind  ^idly  developing  into  a 

slu  ^  n^w  ll(>unit  housing 
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development  that  is  definitely  affected  by  these  occurring  and  reoccur- 
ring  smog  episodes. 

The  Chairman.  In  other  words,  it  is  your  best  judgment  of  this 
116-unit  housing  project  if  this  smog  and  smoke  continues  that  within 
a  short  period  of  time  it  will  be  a  blighted  area? 

Mayor  LaCorte.  There  is  no  doubt  about  it.  Here  we  create  public 
housing  and  under  such  conditions  we  are  having  blighted  areas  3  or 
4  years  from  now. 

The  Chairman.  In  other  words,  it  will  be  an  endless  chain  if  we 
do  not  eliminate  the  smog  and  smoke? 

Major  LaCorte.  You  are  defeating  your  purposes,  that  is  correct. 

This  is  evidenced  by  the  rapid  turnover  of  tenants,  and  is  corrobo- 
rated by  not  only  veroal  statments  but  by  signed  petitions. 

In  the  analysis  of  the  aforementioned,  it  is  not  in  the  province  of  the 
local  public  health  administration  to  impede  industrial  development, 
but  we  should  be  interested  in  the  future  implications  re  the  city  as  a 
whole  and  sister  industries.  In  reference  to  the  future  potentials, 
three  basic  fundamentals  relating  to  industries  should  be  recognized : 

1.  In  plant  sanitation  and  hygiene. 

2.  Air  contamination. 

8.  Industrial  waste  disposal. 

In  summarizing,  may  I  quote  from  a  2-day  institute  on  air  pollu- 
tion held  recently  in  our  State? 

Air  poUution  today  is  an  unsolved  complex,  and  is  an  engineering  problem  of 
great  magnitude,  while  certain  well-conceived  legislation  may  be  necessary  to 
accomplish  satisfactory  air  pollution  control,  air  pollution  cannot  be  legislated 
out  of  existence.  It  is  a  problem  which  can  be  solved  only  through  education, 
engineering,  and  equipment. 

The  present  housing  bill,  S.  2938,  has  as  one  of  it's  objectives,  the 
elimination  of  slum,  or  "blighted"  areas,  so  that  the  proposed  amend- 
ment on  air  pollution  is  consistent  with  the  aims  oi  S.  2938,  in  that 
it  will  have  a  vital  effect  on  one  of  the  major  causes  of  slum  conditions. 

In  conclusion,  I  strongly  recommend  the  passage  of  this  amendment 
to  the  Housing  Act  of  1954,  because  from  my  experience  it  is  more 
advantageous  to  explore  and  apply  a  prevention  program  than 
regulate  the  results  and  effects. 

Dr.  Laubach  is  our  health  officer.  He  will  answer  any  questions  you 
may  have  on  that  subject. 

The  Chairman.  I  think  we  all  recognize  the  importance  to  health 
of  eliminating  smoke.  I  am  so  sold  on  it,  that  I  want  to  see  the 
Federal  Government  get  into  it  and  then  I  want  to  see  every  city  and 
community  in  the  United  States  pass  laws  and  rules  and  regulations 
to  get  the  job  done. 

One  of  the  things  we  need  so  badly  is  a  clean  country. 

Mayor  LaCorte.  There  is  no  doubt  about  it. 

The  Chairman.  It  is  the  best  way  to  eliminate  blighted  areas  and 
slums.  Just  why  we  would  spend  billions  and  billions  of  dollars  for 
public  housing  and  all  kinds  of  projects  and  then  just  pour  this  smoke 
and  smog  down  on  them  and  ruin  them,  I  don't  understand. 

Thank  you  very  much.  Mayor. 

We  will  stand  m  recess  now  until  2 :  15.  We  will  meet  right  in  this 
room. 

44750 — 54— pt.  2 8 
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Without  objection  that  statement  of  Mr.  Laubach  will  be  in  the 
record. 

(The  statement  referred  to  follows:) 

Statement  of  George  C.  Laubach,  Health  Officer,  Euzabeth,  N.  J. 

There  are  several  oflScial  groups  and  private  citizens  in  Elizabeth,  interested 
in  this  problem  and  are  cooperating  and  coordinating  their  efforts.  One  of  these 
is  the  Air  Pollution  Committee  appointed  by  our  city  council,  of  which  I  am  a 
member.  Through  the  deliberations  of  this  committee  two  definite  proposals  have 
been  put  into  effect. 

1.  Before  any  permits  are  issued  by  a  city  department,  for  the  construction 
of  a  manufacturing  concern  or  an  industry  in  the  city;  the  applications,  blue- 
prints, plans  and  other  pertinent  information  be  referred  to  the  board  of  health 
for  their  perusal  and  recommendations. 

2.  In  cooperation  with  the  State  department  of  health,  permanent  air  samnlins 
stations  are  being  set  up  in  Elizabeth  and  southward  in  the  critical  areas,  along 
the  waterfront. 

In  discusa^ng  there  two  proposals,  first.  No.  1:  This  immediately  poses  a 
problem,  the  expenditure  of  money  for  the  protective  or  controlling  devices 
may  well  be  prohibitive,  and  the  industry  may  withdraw  their  application  and 
move  elsewhere,  and  No.  2 :  Even  though  we  might  be  able  to  pinpoint  sources 
of  pollution,  from  the  sampling  stations,  we  are  told  that  additional  research 
is  needed  rather  than  law  enforcing  at  the  present  time,  as  there  are  no  standard 
techniques  available  and  we  are  laclsing  sufficient  data  to  determine  specific 
air  contaminants. 

There  have  been  attempts  to  legislate  in  the  past,  not  only  in  our  State  but 
in  several  others  and  as  Mayor  LaCorte  has  indicated,  it  is  an  engineering  prob- 
lem of  great  magnitude.  Now  this  again  poses  another  problem :  "What  can  be 
done  to  alleviate  the  acute  situations  such  as  we  have  experienced  in  Elizabeth?" 

Therefore,  it  is  my  firm  conviction,  that  this  amendment  we  are  discussing 
today,  if  enacted  into  law,  will  be  a  tremendous  help  to  us  in  carrying  out  our 
proposals,  and  in  preventing  acute  and  serious  smog  episodes,  because  we  could 
approach  industry  with  not  only  a  directive  in  one  hand  but  with  an  olive  brancli 
in  the  other. 

In  closing  I  should  like  to  raise  one  question  : 

Will  this  amendment  take  into  consideration  the  expenditure  of  money  for 
necessary  equipment,  for  the  disposal  of  liquidation  industrial  wastes,  because 
we  know  that  in  many  instances  this  contains  toxic  material  and  it  cannot  be 
disposed  of  through  the  average  sanitary  sewerage  system? 

(Whereupon,  at  12 :  15  p.  m.,  the  committee  recessed,  to  reconvene  at 


2 :  15  p.  m.,  the  same  day.) 


AFrERNOON  SESSION 

(The  committee  reconvened  at  2  p.  m.,  Senator  Goldwater  presid- 
ing.) 

Senator  Goldwater.  The  committee  will  come  to  order. 

The  next  witness  will  be  the  Honorable  Warren  Billings,  council- 
man from  South  Pasadena,  Calif.  I  want  to  welcome  you  here,  Mr. 
Billings.    We  look  forward  to  your  testimony. 

STATEMENT  OF  WARREN  BILLIN&S,  COUNCILMAN, 
SOUTH  PASADENA,  CALIF. 

Mr.  Billings.  Mr.  Chairman,  I  am  appearing  in  the  capacity  of 
chairman  of  the  smog  control  committee  of  the  Los  Angeles  County 
Division  of  the  League  of  California  Cities.  Without  wishing  to 
duplicate  any  of  the  testimony  that  has  been  presented  by  Mayor 
Poulson  of  Los  Angeles  or  Mr.  Harold  Kennedy,  I  would  like  to  em- 
phasize this  one  point  in  general. 
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I  believe  that  the  most  important  factor  in  the  air  pollution  prob- 
lem, certainly  the  one  thing  that  has  deterred  progress  more  than  any- 
thing etee,  is  the  terrific  complexity  of  the  problem.  It  has  been 
brought  out  previously  but  as  I  sity,  I  want  to  emphasize  that  one  fact, 
that  a  condition  locally  in  one  area  may  have  very  little  in  common 
with  a  similar  result  in  another  area.  I  know  that  that  has  been  the 
greatest  stumbling  block  in  the  progress  that  we  have  made  in  Los 
Angeles  County. 

I  have  a  prepared  statement  that  I  respectfully  request  be  placed 
in  the  record,  and  with  your  permission  I  would  like  to  quote  briefly 
from  that. 

Senator  Goldwater.  That  statement  will  be  received  and  be  made 
a  part  of  the  record  at  the  conclusion  of  your  remarks,  and  you  may 
testify  as  you  see  fit. 

Mr.  Billings.  I  am  using  the  city  of  South  Pasadena,  my  own  city, 
as  an  example  of  the  potential  economic  impact  of  air  pollution  on 
urban  redevelopment.  I  wish  to  point  out  that  we  have  probably  an 
outstanding  example  of  what  can  happen.  Located  between  Pasadena 
and  I>os  Angeles,  South  Pasadena  has  long  enjoyed  the  reputa- 
tion of  being  an  exceptionally  clean,  homey  little  city  that  was  very 
desirable  to  live  in.  We  have  some  light  precision  manufacturing, 
some  excellent  apartment  areas,  but  we  are  predominantly  a  single- 
family  residential  city. 

We  have  no  heavy  industry  whatever.  As  we  are  only  10  minutes 
away  from  downtown  Los  Angeles  by  freeway,  property  has  always 
been  in  demand.  At  the  present  time  our  local  urban  redevelopment 
agency  is  in  the  process  of  redeveloping  an  area  of  some  480  acres  of 
potentially  choice  residential  property. 

This  project  will  offer  the  last  opportunity  for  such  desirable  acre- 
age that  is  located  so  close  to  downtown  Los  Angeles.  There  is  only 
one  thing  that  could  ultimately  affect  this  project  adversely — air  pol- 
lution. 

I  have.  Senator  Goldwater,  a  map  prepared  indicating  this  par- 
ticular urban  redevelopment.  The  portion  indicated  inside  of  the  red 
line  includes  all  of  this  so-called  blighted  area  which  was  the  result 
of  a  poor  development  back  in  the  1880's  where  they  ran  this  rec- 
tangular development  up  the  face  of  a  cliff.  Surrounding  it  is  good 
residential  property  in  Pasadena.  Here  are  the  Los  Angeles  City 
limits,  north  in  this  direction.  Now,  if  you  will  recall  the  map  that 
Mayor  Poulson  exhibited  this  morning  indicating  the  wind  velocities 
and  the  directions,  you  will  recall  that  the  wind  carrying  the  smog 
created  elsewhere  comes  in  this  direction  and  sweeps  directly  through 
this  area. 

The  area  indicated  in  this  redevelopment  might  be  described  as  a 
horseshoe  of  hills,  so  that  we  have  a  large  valley  in  here  which  is 
open  on  the  bottom  end  so  that  it  offers  a  natural  draw  for  the  air 
pollution  clouds  to  pour  in. 

I  have  also  3  photographs  that  I  personally  took  last  fall  during  1 
of  the  exceptional  days  when  you  could  go  up  on  top  of  this  hill  area 
where  the  air  was  clear  and  you  could  see  the  approaching  smog 
clouds.  I  would  like  to  have  you  examine  those.  There  is  one  in- 
dicating the  typical  type  of  incinerate  or  smog,  which  is  the  first  one 
you  see,  that  has  rolled  up  against  the  foothills.     The  other  two  look 
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south  toward  Los  Angeles  and  the  harbor  area,  indicating  the  bank 
of  smog  rolling  in. 

You  can  see  the  tops  of  the  hills  in  the  distance  sticking  up  like 
little  islands  in  that  sea  of  smog.  On  that  particular  day  the  inver- 
sion ceiling  was  around  600  feet,  which  made  an  excellent  oppor- 
tunity of  taking  those  pictures. 

The  problem  that  confronts  South  Pasadena  is  this:  With  a  po- 
tential $12  million  development  that  has  everything  in  the  world  in 
its  favor,  that  one  question  mark  ahead  of  it,  air  pollution,  we  see  a 
very,  very  difficult  problem  ahead  of  us.  It  is  our  desire  to  approach 
this  from  the  standpoint  of  buying  out  the  property  involved.  We 
are  already  in  that  process.  There  will  be  a  considerable  amount  of 
condemnation  proceedings  required.  Then  we  wish  to  sell  this  acre- 
age back  to  a  private  dealer  and  he  would  then  proceed  under  the  plan 
set  up  by  the  development  agency  and  produce  this  very,  very  beauti- 
ful development. 

However,  when  we  see  what  goes  on  with  air  pollution,  if  we  are 
even  to  disregard  for  the  time  being  the  actual  material  damage  that 
can  be  sustained  by  the  property  in  its  path,  the  mere  fact  of  the 
nuisance  value  of  air  pollution  is  a  very  strong  deterrent  toward  any- 
one's buying  property  in  this  area.  The  result  is  that  at  this  time 
we  are  not  at  all  sure  that  we  are  going  to  be  able  to  interest  the 
proper  parties  in  coming  in  there  and  taking  over  this  large  project 
Where  we  are  talking  m  the  neighborhood  of  600  or  650  very  fine 
home  sites,  we  are  very,  very  definitely  and  earnestly  interested  in 
doing  anything  that  will  help  alleviate  the  smog  problem.  I  widi 
to  emphasize  as  strongly  as  possible  that  while  we  are  speaking  of  it 
as  a  local  problem,  we  know  this  thing  exists  in  many  other  com- 
munities throughout  the  State  and  throughout  the  Nation. 

In  closing,  Senator,  I  would  like  to  let  you  in  on  a  little  secret,  too. 
Speaking  of  flying,  I  have  unfortunately  seen  some  of  our  good  ridi 
California  smog  rolling  clear  across  the  California- Arizona  line,  and 
I  am  afraid  that  some  of  yours  has  been  a  little  bit  mixed  up  with 
some  of  ours. 

Senator  Goldwater.  We  try  to  keep  it  out.  We  let  it  go  as  far  as 
Blythe  and  then  we  stop  it. 

Mr.  Billings.  I  wish  we  could  do  the  same. 

Senator  Goldwater.  Thank  you  very  much  for  coming  here  today. 
I  know  what  your  problem  is  over  there.  I  have  watched  it  develop 
all  my  ilfe.  I  think  it  is  even  moving  out  into  the  San  Fernando 
Valley  now. 

Mr.  Billings.  That  is  true,  it  is. 

Senator  Goldwater.  Isn't  it  true  that  people  are  now  building 
homes  in  the  Victorville  area  to  get  away  from  that  smog? 

Mr.  Billings.  That  is  right,  and  the  amazing  thing  is  that  they 
do  not  get  away  from  it  in  Victorville.  I  have  a  ranch  located  con- 
siderably farther  out  in  the  desert  and  many  times  I  have  seen  the 
pressure  so  great  and  the  concentration  so  heavy  on  air  pollution 
sweeping  up  through  the  pass  that  it  just  literally  oozes  out  and 
spreads  out  over  the  desert  as  far  down  as  Victorville. 

Senator  Goldwater.  That  cement  plant  doesn't  help  it  any.  Yoii 
people  can  always  move  over  to  Arizona.  We  have  a  lot  of  free  area 
over  there.     Bring  along  some  of  that  water  and  we  will  talk  to  you. 
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Thank  you  very  much. 

(Mr.  Billings  prepared  statement  follows:) 

Statement  of  Wabbbn  Billings,  Ck)nNciLMAN,  South  Pasadena,  Calif. 

Air  poUntion  is  without  question  the  most  important  problem  confronting 
the  45  cities  of  Los  Angeles  Ck)unty.  Our  people  have  watched  the  insidious 
growth  of  this  menace  despite  all  efforts  towards  control  and  eradication.  They 
have  been  patient  and  long  suffering  as  they  breathed  foul  air  during  the  many 
days  of  heavy  air  pollution.  Patience,  however,  can  only  exist  where  there 
is  hope.  Once  the  feeling  of  hopelessness  begins  to  sprc'iid  among  our  people, 
our  very  economy  becomes  threatened.  The  State  of  California  has  provided 
Its  citizens  with  a  fine  law  for  the  control  of  air  jwllution.  What  is  needed 
now  is  assistance  for  industry  in  its  efforts  to  comply.  Air  pollution  control 
devices  are  extremely  costly  due  to  the  extensive  engineering  required  for  each 
Individual  installation — and  of  course  they  are  not  productive  financially.  Many 
people  are  prone  to  believe  that  air  pollution  is  caused  solely  by  large  Industrial 
establishments.  This  of  course  is  not  true.  There  are  many  small  concerns 
that  find  themselves  faced  with  huge  expenditures  for  control  equipment.  They 
have  the  choice  of  complying  or  closing  up.  Industry  needs  both  encouragement 
and  assistance  in  its  battle  against  air  pollution. 

I  referred  previously  to  the  fact  that  air  pollution  threatens  our  overall 
economy.  My  own  city  of  South  Pasadena  is  an  interesting  example.  Located 
between  Pasadena  and  Los  Angeles,  South  Pasadena  has  long  enjoyed  the 
reputation  of  being  an  exceptionally  clean,  homey  little  city  that  was  very 
desirable  to  live  in.  We  have  some  light-precision  manufacturing,  some  excellent 
apartment  areas,  but  we  are  predominantly  a  single-family  residential  city. 
We  have  no  heavy  industry  whatever.  As  we  are  only  10  minutes  away  from 
downtown  Los  Angeles  by  freeway,  property  has  always  been  in  demand.  At 
the  present  time  our  local  urban  redevelopment  agency  is  in  the  process  of 
redeveloping  an  area  of  some  480  acres  of  potentially  choice  residential  prop- 
erty. This  project  will  offer  the  last  opportunity  for  such  desirable  acreage 
that  is  located  so  close  to  downtown  Los  Angeles.  There  is  only  one  thing 
tiiat  could  ultimately  affect  this  project  adversely — air  pollution. 

South  Pasadena  lies  directly  in  the  path  of  advance  of  the  blanket  of  polluted 
air,  or  smog  as  we  call  it,  as  it  creeps  daily  toward  the  mountains.  Those  who 
have  not  lived  in  such  contaminated  areas  cannot  conceive  of  the  curse  of  air 
pollution.  To  be  denied  the  right  to  breath  fresh  air  seems  far-fetched  and 
yet  that  is  the  lot  of  millions  of  Americans  today.  How  can  we  expect  to 
rehabilitate  blighted  areas  on  one  hand  when  on  the  other  we  permit  blight  to 
grow?  Air  pollution  recognizes  no  difference  in  valuation,  it  depreciates  the 
multimillion  dollar  development  in  the  same  ratio  as  the  three  room  cottage. 
We  cannot  afford  to  leave  any  stone  unturned  in  our  efforts  to  eradicate  this 
modem  menace  to  public  welfare — air  pollution. 

Senator  Goldwater.  That  concludes  the  list  of  witnesses  for  today. 
The  committee  will  recess  until  10  o'clock  tomorrow  morning,  at 
which  time  the  first  witness  will  be  Professor  Charmbury  from  the 
Pennsylvania  State  University. 

(Whereupon,  at  3  p.  m.,  the  committee  recessed  to  reconvene  at 
10  a.  m.,  Thursday,  April  15, 1964.) 
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HOUSING  ACT  OF  1954 
Air  Pollution  Prevention  Amendment 


THURSDAY,  APBIL  15,   1954 

United  States  Senate, 
Committee  on  Banking  and  Cukrenct, 

Washington^  D.  C, 

The  committee  met,  pursuant  to  recess,  at  10  a.  m.,  in  room  301, 
Senate  Office  Building,  Senator  Homer  E.  Capehart  (chairman) 
presiding. 

Present :  Senators  Capehart,  Payne,  and  Maybank. 

The  Chairman.  The  committee  will  come  to  order. 

Suppose  Mr.  Charmbury,  Mr.  Coleman,  Mr.  Rothrock,  Mr.  Roth, 
Mr.  Meeser.  and  Mr.  Kowalshyn  all  come  up  and  sit  around  this  table. 
You  are  all  from  Pennsylvania,  and  you  all  have  the  same  problem. 

Prolewor  Oharmbury,  I  believe  j^ou  are  going  to  do  most  of  the. 
talking.  We  are  delighted  to  receive  you  gentlemen  and  delighted 
to  have  you  here.     Do  you  have  a  prepared  statement? 

STATEMENT  OF  H.  B.  CHARMBURY,  PENNSYLVANIA  STATE 
UNIVERSITY,  STATE  COLLE&E,  PA. 

Mr.  Charmbury.  Yes,  sir. 

The  Chairman.  Do  you  prefer  to  read  it  or  would  you  like  to  have 
it  placed  in  the  record  and  talk  from  it  ? 

Mr.  Charmbury.  I  prefer  to  discuss  it. 

The  Chairman.  And  then  it  will  be  placed  in  the  record,  if  you  wish. 
Do  you  have  any  other  exhibits  or  any  other  prepared  statements  ?  If 
so,  we  will  be  delighted  to  place  those  in  the  record. 

Mr.  Charmbury.  I  have  some  papers  here  that  I  would  like  to 
submit  to  the  committee. 

The  Chairman.  Wliy  don't  you  proceed  in  your  own  way  and  we 
will  see  if  we  can't  learn  something  about  this  subject? 

Mr.  Charmbury.  Senator  Capehart,  I  am  chief  of  the  division  of 
mineral  preparation  and  engineering  in  the  College  of  Mineral  In- 
dustries at  the  Pennsylvania  State  University. 

I  have  been  engaged  in  the  various  technical  phases  of  smoke  and 
dust  prevention  ana  air  pollution  during  the  past  9  years,  both  as 
a  member  of  the  faculty  of  Pennsylvania  State,  and  as  a  part-time 
consultant. 

I  want  to  state  that  I  have  thoroughlv  examined  yours  and  Senator 
Kuchel's  smoke  abatement  and  air  pollution  amendment  to  the  ad- 
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ministration's  Housing  Act  of  1954.  I  strongly  recommend  that  it 
be  approved  by  your  committee. 

In  spite  of  the  fact  that  science  and  industry  have  made  great  ad- 
vances during  recent  years,  the  air  pollution  problem  still  exists  in 
many  industrial  areas.  As  a  result,  the  property  and,  in  some  cases, 
the  health  of  the  people  of  the  United  States  in  these  areas  has  suf- 
fered. Air  pollution  is  not  a  local  problem,  as  contaminants  are 
carried  over  city,  county,  and  State  boundaries.  I  feel,  therefore, 
that  the  Government  should  make  every  effort  possible  to  help  the 
people  in  the  conservation  of  their  health  and  property  by  aiding 
industry  in  the  prevention  of  air  pollution. 

Yours  and  Senator  KuchePs  amendment  to  the  Housing  Act  will  do 
just  that.  I  am  quite  familiar  with  an  air  pollution  problem  in  one  of 
the  industrial  areas  in  northern  Pennsvlvania.  This  problem  will 
serve  as  an  example  as  to  how  this  amendment  will  aid  the  people,  the 
local  government,  and  industry.  The  primary  industry  in  this  par- 
ticular area  is  concerned  with  tne  manufacture  of  cement,  a  process  in 
which  practically  each  step  is  a  dust- forming  operation. 

From  the  crushing  of  the  original  minerals  to  the  packaging  of  the 
final  product,  there  is  dust  formation  in  about  every  operation.  Some 
time  ago,  a  survey  was  made  in  1  of  the  communities  in  this  area 
in  which  there  are  4  cement  plants  in  the  immediate  vicinity  to 
determine  the  amount  of  dustfall.  The  results  indicated  that  over 
4,000  tons  of  dust  fell  in  every  square  mile  of  this  community  in  a 
year's  time. 

The  Chairman.  Four  thousand  tons  ? 

Mr.  Charmbury.  Over  4,000  tons.  I  might  point  out  that  the  aver- 
age for  Pittsburgh  last  year  was  around  600  or  700  tons  per  square 
mile.  That  is  in  Pittsburgh.  The  people  in  this  community  didn't 
need  a  dust  survey  to  tell  them  they  had  an  air  pollution  problem. 
They  realized  that  by  the  time  and  effort  and  expense  involved  in 
sweeping  up  the  dust,  in  scrubbing  their  porches,  and  in  painting  and 
repainting  their  houses. 

The  people  of  the  community  then  applied  pressure  on  their  local 
council  to  enact  air  pollution  legislation  which  would  force  the  cement 
companies  to  provide  adequate  dust  collection  facilities. 

Counsel  brought  suit  against  several  of  the  companies  and  some 
changes  were  made,  but  not  to  everyone's  satisfaction.  Counsel  then 
employed  me  as  a  consultant  to  investigate  the  efforts  that  were  actu- 
ally being  made  by  the  companies  to  aid  in  the  dust  collection  problem. 
I  made  the  survey,  reported  the  results,  and  made  certain  recom- 
mendations. 

I  would  like  to  submit  a  copy  of  that  report  for  the  record,  along 
with  some  other  matters. 

The  Chairman.  Without  objection,  it  will  be  made  a  part  of  the 
record. 

(The  report  and  material  referred  to  follow :) 
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Cemeni  dust  which  fell  in  the  borough  of  Nazareth  from  Deo.  7, 1946  {10  a,m,), 

to  Dec.  9, 1946  {10  a.m.) 

[Total  of  48  hours.    Samples  were  taken  from  3  different  sites.] 


Pounds  per 

100  square 

feet 

Pounds  per 
acre 

Total  pounds 
for  entire 
Nasareth 
borough 

(1,076  acres) 

Total  in  tons 

Site  No.  lt^NaiAr«th  To61 4t  Safyply  Co 

Site  No.  a— Broad  Street  Theater 

1.5 
.626 
.81 

684 
272 
362 

734;  060 
202,000 
379,000 

362.0 
146.0 

Site  No.  3— Comer  of  Center  and  New  Streets. . 

189.6 

AvoBge - 

.96 

436 

468,333 

232.5 

[From  the  Nazareth  (Pa.)  Item,  December  12,  1946] 

Cement  Dust  Subvey  in  Bqbough  Reveals  Asthonomical  Figures — 0.98  Pounds 
OP  Dust  Deposited  Per  Hundred  Feet  in  48  Hours — 232.5  Tons  Deposited  in 
Town  Bvert  48  Hours 

Many  citizens  of  town  became  very  conscious  of  cement  dust  deposits  through- 
out the  borough  recently,  causing  the  necessity  of  sweeping  the  pavements  2  and 
3  times  daily  and  the  homemaker  busy  with  the  dust  rag  within.  So  evident  was 
the  dust  all  about  town  that  the  services  of  the  borough  engineer  were  sought  and 
a  survey  made  at  the  direction  of  the  complainants. 

According  to  this  survey,  made  the  7th  day  of  December,  last  Saturday,  by  the 
borough  engineer  at  three  different  locations  within  the  borough,  the  following 
figures  may  provoke  further  interest  in  this  time-old  contention. 

In  the  survey  samples  of  dust  were  collected  from  the  pavement  in  front  of 
the  Nazareth  Tool  &  Supply  Co.,  the  Broad  Street  Theater  and  corner  of  Cfc»nter 
and  New  Streets.  The  collection  from  the  pavement  of  the  Nazareth  Tool  & 
Supply  Co.  weighed  1.5  pounds  per  100  feet,  from  the  Broad  Street  Theater  pave- 
ment 0.625  pounds  per  100  feet  and  the  corner  of  Center  and  New  Streets  0.81 
pounds  per  100  feet,  an  average  of  0.98  pounds  per  100  feet. 

Using  the  average  figures  to  compute  overall  averages,  the  survey  shows  that  the 
town  gets  an  average  of  436  pounds  of  dust  per  acre,  or  the  town*s  1,075  acres 
is  sprayed  with  468,333  pounds  every  48  hours ;  468,333  pounds  of  dust  is  equal 
to  232.5  tons,  or  more  than  1,245  barrels.  Using  an  arbitrary  figure  of  one-half 
cent  per  pound,  Nazareth  gets  approximately  $2,341.67  worth  of  dust  every  48 
hours,  with  favoring  winds.  Thus,  with  an  average  of  approximately  $1,170.88 
worth  of  dust  every  day,  the  housewives  of  Nazareth  dust  and  sweep  away 
approximately  $8,196.16  worth  of  pure  gold  every  week,  or  $426,200.32  every  year. 
This  figure  appropriated  to  at  least  three  rightful  owners  and  producers  of  the 
dust  product  would  net  each  plant  $142,066.77  annually. 

It  was  announced  by  this  local  survey  committee  that  while  these  figures  are 
arbitrary,  they  portray  a  mighty  close  picture  of  the  truth  of  the  cement  dust 
nuisance.  The  survey  committee  further  stated  that  an  analysis  of  the  dust 
collected  at  but  three  different  locations  would  very  likely  prove  of  valuable 
cement  content  and  also  show  a  mixture  of  several  brands,  together  with  foreign 
matter.  The  specimens  collected,  and  now  being  collected  daily,  are  kept  by 
the  committee  for  future  study  and  further  consideration,  it  was  announced. 


To  the  Citizens  of  Nazareth: 

Your  town  council  and  chief  burgess  are  cognizant  of  the  increased  menace  of 
cement  dust  to  our  community.  We  are  aware  of  the  fact  that  many  of  our  citi- 
zens and  businessmen  are  conducting  their  own  surveys  relative  to  the  amount  of 
cement  dust  infiicted  on  our  town.  The  harm  by  cement  dust  has  been  the  talk 
of  the  town.  We  believe  this  nuisance  can  be  abated  and  toward  this  end  we 
shall  work  together. 

This  acknowledgment  is  not  meant  to  appease  the  enthusiasm  of  our  citizens  in 
in  this  effort  but  rather  for  the  purpose  of  informing  the  people  of  Nazareth  that 
we  share  in  their  opinion  and  invite  their  full  cooperation. 

Walter  L.  Peters,  Chief  Burgees. 
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Mr.  Charmbury.  I  found  that  the  companies,  in  most  cases,  were 
cooperative  and  willing  to  do  whatever  they  could  within  their  finan- 
cial means.  The  collection  of  dust  is  an  expensive  operation.  It 
requires  expensive  equipment,  and  in  most  cases,  it  represents  a  high 
operating  cost. 

Naturally,  the  companies  returned  the  collected  dust  to  their  proc- 
ess, so  there  is  some  return  on  the  operation.  As  a  result  of  the  survey, 
and  as  a  result  of  the  continued  pressure  by  the  people  of  the  com- 
munity, the  companies  have  made  some  additional  improvements,  but 
still  more  improvements  are  physically  possible.  At  the  present  time, 
another  survey  is  being  conducted  to  determine  once  again  the  amount 
of  dust  fall  in  the  same  community,  to  see  what  improvements  have 
been  made,  and  to  determine  the  extent  of  the  improvements. 

More  recently,  other  communities  in  the  same  area  have  followed 
suit  and  are  now  planning  to  have  surveys  made  to  determine  the  dust 
fall  in  their  communities.  I  mentioned  previously  that  even  more 
improvements  are  physically  possible. 

For  example,  it  would  be  possible  in  most  cases  to  place  additional 
collectors  in  the  process,  and  thereby  remove  an  additional  portion 
of  the  dust  which  is  now  being  blown  over  the  surrounding  areas. 
But  companies  consider  this  to  be  too  great  a  hardship  fi-om  an  eco- 
nomic standpoint.  However,  with  the  nelp  that  the  companies  could 
receive  through  this  amendment,  the  hardship  would  be  somewhat 
relieved  and  it  may  be  possible  that  the  companies  would  be  somewhat 
to  increase  their  dust-collection  facilities.  At  least  the  council  would 
be  less  hesitant  about  going  ahead  and  enacting  legislation  requiring 
the  maximum  available  in  dust-collection  equipment.  I  would  like  to 
point  out  at  this  time  that  even  though  these  companies,  or  others  in 
other  industries,  would  have  the  best  equipment  available  on  the 
market  today,  the  air-pollution  problem  would  not  be  completely 
solved. 

There  is  still  much  to  be  desired  of  commercial  equipment,  but  this 
can  only  be  accomplished  through  research.  Fortunately,  this  amend- 
ment provides  a  substantial  sum  of  money  for  this  type  of  basic  re- 
search. Again,  I  would  like  to  emphasize  that  the  illustration  I  used 
above  to  show  how  this  amendment  could  help  the  people,  local  govern- 
ment and  industry  in  solving  air-pollution  problems  is  only  one  of 
numerous  examples  that  could  be  cited  as  arising  in  ditferent  geo- 
graphical areas  and  involving  many  different  industries. 

Therefore,  I  sincerely  believe  that  by  putting  into  practice  the  pro- 
visions as  outlined  in  this  amendment,  that  both  the  citizens  of  in- 
dustrial areas  and  industry,  itself,  will  profit  greatly,  and  the  in- 
dustrial areas  will  become  a  healthier  and  more  valuable  place  in 
which  to  live. 

That  concludes  my  statement. 

The  Chairman.  You  feel  confident  the  cities  and  local  subdivisions 
of  government  will  cooperate  with  the  Federal  Government  if  w^e  can 
pass  such  legislation  as  we  are  talking  about? 

Mr.  CnARMBURY.  I  feel  that  the  local  governments  will  be  very 
happy  to  cooperate  with  the  Federal  Government. 

(The  following  report  was  submitted  for  the  record:) 
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A  Report  on  the  Atmospheric  Pollution  Problem  in  and  Aroitnd  the  Borough 

OF  Northampton,  Pa. 

By  H.  B.  Charmbury 

SUMMARY 

The  dust  situation  in  and  around  the  borough  of  Northampton,  Pa.,  has  been 
studied.  This  has  been  done  by  visual  observations  and  by  examining  reports 
>f  previous  investigations.  The  observations  and  reports  have  indicated  that 
Jie  dust  fall  is  exceptionally  heavy  and  that  the  dust  originates  primarily  fr^m 
:he  cement  plants  in  the  immediate  vicinity  of  the  borough. 

A  survey  of  the  dust  collecting  facilities  in  the  cement  plants  has  been  con- 
lucted  to  determine  the  efforts  being  made  by  the  individual  companies  to  control 
:heir  dust.  The  survey  has  revealed  the  number  of  collectors  in  each  plant  and 
Jie  type  of  collector  at  the  various  locations  in  the  plant  flow.  The  author's 
>pinioiis  of  the  prevailing  dust  conditions  in  each  of  the  four  plants  are  presented 
ind  recommendations  are  given  to  assist  the  borough  council,  the  citizens  of  the 
community,  and  the  companies  in  correcting  the  overall  dust  situation. 

INTRODUCTION 

The  borough  of  Northampton  has  a  very  serious  dust  problem.  This  is  evident 
by  the  general  appearance  of  the  streets  and  houses  within  the  borough,  by  an 
examination  of  the  trees  and  other  vegetation  in  the  area  surrounding  the  bor- 
ough, and  by  the  scientific  tests  conducted  under  the  supervision  of  Mr.  William 
G.  Christy,  consulting  engineer  from  Jersey  City,  N.  J.  The  Christy  tests  indi- 
cated that  the  deposition  of  dust  within  the  borough,  expressed  in  terms  of  tons 
of  dastfall  per  year  per  square  mile  area,  is  higher  than  that  of  any  other  city 
in  the  country.  Chemical  analyses  performed  by  the  Allentown  Testing  Labora- 
tory, Inc.,  on  the  dust  samples  collected  by  Christy  further  revealed  that  most  of 
the  dust  was  the  same  as  that  used  during  the  manufacture  of  cement. 

Since  there  are  four  cement  plants  located  in  and  around  the  borough,  it  is 
quite  logical  to  state  that  the  dust  deposited  in  the  borough  originates,  for  the 
most  part,  from  any  one  or  all  of  these  plants.  It  should  also  be  pointed  out, 
however,  that  there  are  about  8  cement  plants  in  an  area  of  30  square  miles 
surrounding  the  borough  and  about  17  plants  within  a  hundred  square  mile  area. 
All  of  these  plants  may  contribute,  to  a  small  extent,  to  the  dust  situation  within 
the  borough  but  it  is  safe  to  assume  that  most  of  the  cement  dust  originates  from 
the  local  plants. 

CEMENT   MANUFACTURING A   DUST-FORMING   OPERATION 

The  manufacture  of  cement  is  a  dust-forming  operation  and  the  complete  elimi- 
nation of  dirt  and  dust  during  the  manufacturing  process  is  virtually  impossible. 
From  the  time  the  raw  materials  enter  the  plant  until  the  finished  product  leaves 
the  plant  each  operation  of  materials  handling  is  a  dust-forming  process.  The 
screening,  crushing,  conveying,  and  blending  of  certain  raw  materials,  the  drying 
of  the  blend  and  other  raw  materials,  the  grinding  of  the  dried  materials,  the 
clinkering  of  the  ground  materials,  the  cooling  of  the  clinker,  the  mixing  and 
grinding  of  still  other  raw  materials  with  the  cooled  clinker,  and  the  bagging  and 
bulk  loading  of  the  final  product  are  all  dust-forming  processes.  Consequently, 
the  control  of  dust  requires  a  great  deal  of  equipment,  time,  and  expense. 

Grinding  operations  in  the  manufacture  of  cement  reduces  the  size  of  the 
particles  so  that  about  90  to  95  percent  are  smaller  than  three-thousandths  of 
an  inch.  The  tendency  of  particles  this  size  to  get  into  suspension  in  air  is 
great  and  ability  of  commercial  dust  collectors  to  remove  particles  of  this  size 
from  suspension  in  air  is  small.  Thus,  the  problem  is  a  mean  one  and  a  very 
difiScult  one  from  a  technical  standpoint. 

Of  all  the  dust-forming  operations  mentioned  above,  the  clinkering  of  the 
ground  materials  is  the  most  serious  and  the  one  most  likely  to  form  dust  to  be 
carried  in  air  and  deposited  in  the  area  surrounding  the  plant.  In  this  process 
the  ground  raw  materials  enter  one  end  of  a  long  rotating  circular  tube  or  kiln 
and  pulverized  coal  is  blown  into  the  other  end  and  burned  to  cause  the  high 
temperatures  necessary  for  the  chemical  and  physical  reactions.  The  hot  com- 
bustion gases  with  the  ash  from  the  coal  and  some  of  the  raw  materials  then 
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leave  the  kiln  and  are  emitted  into  the  atiBosplieTe  tkroo^  a  stack.  Hie  fact 
that  the  gaaes  are  hot  increases  the  tendency  for  more  solid  particles  to  be 
carried  out  of  the  stack  and  makes  it  more  diAcolt  to  remore  the  solids  from 
the  gases.  Generally,  the  gases  pass  through  some  sort  of  dost-coUecting  system 
located  between  the  kiln  and  the  sUck  and,  in  some  cases,  the  heat  is  extracted 
from  the  gases  prior  to  dost  collection.  The  heat  removed  from  the  gases  is 
used  to  preheat  the  air  to  bom  the  coaL  The  solids  r^noved  from  the  gases  are 
returned  to  the  kiln.  Therefore,  both  operations  are  desirable  firom  a  technical 
standpoint  and  also  from  an  economical  standpoint  when  the  benefits  derived 
from  the  processes  are  greater  than  the  expense  of  the  procMsea.  The  extent  to 
which  the  solids  are  removed  from  the  gases  is  a  function  of  the  type  of  collector 
used ;  and  the  type  of  collector  used  is  generally  a  function  of  the  initial  cost 
of  the  collector  and  the  cost  required  to  maintain  and  to  operate  it. 

TYPES  OF  DUST  00IXKCT0B8 

There  are  five  general  types  of  dust  collectors :  dry  centrifugal,  dry  bafBe,  dry 
fabric,  wet,  and  electricaL 

In  the  dry-centrifugal  type,  the  gases  are  given  a  swirling  motion  causing 
the  particles  to  fly  to  the  outer  edge  of  the  container  and  thus  be  separated 
from  the  clean  gases  which  are  removed  in  the  center.  The  initial  cost  for  this 
type  of  collector  as  well  as  the  maintenance  and  operation  cost  is  relatively  low. 
This  type  has  a  rather  low  collection  efllciency,  particularly  with  the  finer  sizes. 
Generally,  except  in  remote  plant  locations,  this  type  of  collector  must  be  fol- 
lowed by  a  secondary  highly  efficient  collector  for  satisfactory  dust  removaL 

The  dry-baffle  type  is  another  low-cost  collector  and  probably  requires  less^ 
maintenance  than  all  other  types.    Operation  costs  are  low.    It  operates  on  th^ 
prin/riple  that  the  gases  impinge  onto  a  flat  surface  and  are  forced  to  change 
direrlion.     When  the  solid  particles  strike  the  flat  surface  they  drop  out  o^ 
iirairr>ension.    The  efficiency  of  this  typ^  of  collector  may  be  considered  as  fair- — 

In  the  dry 'fabric  type  of  collector,  the  gases  pass  through  a  filter  bag  whid^ 
trnim  the  solids.  This  type  of  collector  is  relatively  exi)ensive  and  requires  ^^ 
gff^t  deal  of  maintenance.  The  operation  cost  is  moderate.  The  collection  i^ 
highly  efiicient  bat  it  has  certain  limitations.  The  speed  with  which  the  gase^^ 
psMM  through  the  bag,  the  temperature  of  the  gases,  and  the  amount  of  moisture^ 
In  the  gases  may  not  be  too  high.  The  use  of  synthetic  fibers  such  as  nylon  or*^ 
orlon  for  the  bags  in  place  of  cotton  or  wool  have  made  it  possible  to  use  higher^ 
temperatures. 

The  wet  collectors  use  water,  generally  in  the  form  of  a  spray,  to  scrub  the^ 
s<^»lirls  from  suspension.  The  eflSciency  of  the  various  wet  collectors  Is  a  function^ 
of  the  particular  design  but  in  general  is  quite  high.  These  collectors  have  the^ 
advantage  of  being  able  to  handle  hot.  high-moisture-ci^ntaining  gases.  They^ 
are  relatively  high  in  cost  and  have  a  high  operating  and  maintenance  cost. 

The  electric  collectors  remove  the  solids  by  electrostatic  precipitation.  This  - 
type  of  collector  Is  probably  the  most  expensive  and  has  the  hichest  operating 
and  maintenance  cost.  It  is  also  the  most  efficient  type  of  collector,  particu- 
larly on  the  fine  sizes.  Sin'^e  it  is  an  intermittent  type  of  collector  It  is  neces- 
sary to  shut  down  peri odif ally  and  remove  the  collected  dust.  The  temperature 
and  the  moisture  content  of  the  gases  are  of  little  concern  with  this  type  of 
collector. 

In  addition  to  the  above  types  of  collectors,  there  ar  settling  chambers  in  which 
relatively  large  particles  are  ronmvp<l  from  the  jras  ^s  duo  to  the  «'hange  in  direc- 
tion as  they  pass  from  the  honz«»utal  kiln  into  the  vertical  stack  and  to  reduction 
in  velo -ity.  These  chambers  are  relativley  exiiensive  and  must  be  cleaned 
periodically.  Their  efficiencies  are  low.  This  type  of  collator  is  rapidly  be- 
coming obsolete. 

During  the  past  8evgr*%M^B!:  j^'^SBllSI^  conducteil  a  survey  of  the 
cement  plants  in  and  arif^^^TMBBid^^^Bijnnine  the  efforts  beinjr  made 
by  the  individual  coin^  j^™-^  Iji  problem.    On  March  20,  he 

visited  the  borough  aw  ^  ^f  obtain  an  overall  picture  of 

the  situation.    BYonL*  jBiii"''''""'*"*^  with  company 

oflicials  to  obtain  »  -  "^on  with  dust 

And  oii#  -^Q  of  the  dust- 

fadlitie 
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Am  a  part  of  his  correspondence,  tbe  author  attempted  to  determine  the 
Qumber  of  collectors  installed  in  each  plant,  a  flow  diagram  of  the  plant  operation 
allowing  the  location  of  each  collector,  the  type  of  collector  at  each  location, 
he  anKMmt  of  dust  obtained  in  each  collector,  and  any  other  information  regard- 
ng  special  efforts  being  made  to  aid  in  the  overall  problem.  He  also  requested 
nformation  regarding  the  number  of  kilns  in  operation  and  plant  capacities. 
VIost  of  this  information  was  supplied  by  the  various  companies  with  the  ex- 
ception of  the  amount  of  dust  recovered  in  each  collector.  Only  in  a  few  cases 
was  this  information  available.  Yet,  this  type  of  information  is  very  useful  in 
letermining  the  extent  to  which  an  individual  collector  Is  used  and  is  functioning. 
^•or  example.  If  under  normal  operating  conditions  a  collector  recovers  say  ^ 
tons  per  day  and  then  takes  a  seiions  drop  to  say  10  tons  it  indicates  that  the 
!ollector  has  been  out  of  service  or  theat  there  Is  faulty  operation.  In  most 
^ases,  the  collected  dust  Is  returned  to  the  plant  flow  by  conveyor  and  it  could 
tie  measured  without  too  much  diflSculty  or  expense.  Further,  it  is  generally 
known  how  much  dust  will  be  lost  during  a  particular  operation  with  a  given 
plant  capacity.  For  example,  with  a  normal  operation  and  a  plant  capacity 
of  about  5,000  barrels  per  day  there  would  be  an  expected  loss  of  about  30  tons 
of  dnst  per  day  during  the  drying  oi)eratlon  and  about  130  tons  per  day  from 
tbe  kilns.  How  much  of  this  dust  is  being  recovered  would  provide  the  informa- 
tion necessary  to  evaluate  the  collector  and  Its  operation. 

Table  I  shows  the  names  of  the  companies  contacted,  the  names  of  the  indi- 
viduals in  the  companies,  their  position  with  the  company,  the  number  of 
dost  collectors  in  the  plant  flow,  and  the  number  of  kilns  in  operation  at  the 
plant.     All  of  the  personnel  contacted  were  roost  coojieratlve. 

Table  1. — Oeneral  survey  information 


Nameofooinpftiiy 


Individual 
contacted 


Position 


Number 

of  dust 

collectors 


Number 
of  kilns 


3niiietaaU  Cement  Oo 

UniTenal  Atlas  Cement  Co. 

Cqpiay  Cement  Co 

Xiifon  Cement  Co 


J.  W.  Pastorius- 
L.  J.  Boucher... 

D.J.  Uhle 

W.H.Klein.... 


Vice  president.. 
Plant  manager . , 
Vice  president.. 
do 


*  91  after  alterations  are  completed. 

^W>m  this  general  information  it  may  be  seen  there  are  a  total  of  69  collectors 
^^  the  4  plants. 

A  breakdown  of  the  types  of  collectors  installed  in  the  different  plants  is 
^^en  in  table  2. 


Table  2. — Types  and  nun^bers  of  dust  collectors  in  different  plants 

Name  of  plant 

SetUlng 
chambers 

Dry  cen- 
trifugal 

^flfe 

Dry 
fabric 

Wet 
collectors 

Electric 
collectors 

F^lmehall                                              - 

1 

1 
6 
7 

A 

12 
16 

Utk)v«MAl            

4 

^dSS^ii-I    I-  I- 1"--"  " 

A 

3 


^^S^'     --------- 

13 

At  the  time  of  the  author's  inspection  trip  on  August  6  and  7  there  were  quite 
a  few  of  these  collectors  not  in  operation.  In  some  cases  this  was  due  to  the 
fact  that  the  collectors  were  located  in  closed  portions  of  the  plant.  It  is  to  be 
expected  that  these  collectors  would  not  be  operating.  In  other  cases  there 
irere  a  few  shut  down  for  repairs  and  construction  work  but  there  were  also 
a  few  that  should  have  been  in  operation  but  were  not.  The  author  was  informed 
that  these  collectors  only  operate  during  peak  loads. 

In  general,  th'^  amount  of  dust  that  a  particular  plant  is  sending  out  into 
the  atmoBphere,  and  thus  to  the  surrounding  area,  may  be  measured  by  the 
gmeiml  ainiearance  of  the  plant.  If  the  plant  is  dirty  and  dusty  it  is  evident 
that  it  la  not  doing  a  satisfactory  job  of  dust  collection.    On  the  other  hand, 
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if  there  is  good  housekeeping  within  the  plant  and  about  the  grounds  of  the 
plant  it  is  fairly  evident  that  the  plant  does  have  satisfactory  dust  control 
The  arguments  that  "we  keep  our  dust  at  home*'  or  that  "the  wind  blows  our 
dust  in  the  other  direction"  are  poor  ones.  If  there  is  dust  being  emitted  from 
the  stacks  of  any  one  of  the  plants  in  the  immediate  vicinity  of  the  borough, 
a  certain  percentage  of  that  dust  will  fall  within  the  borough.  With  this  in 
mind,  the  author  would  like  to  express  his  honest  and  sincere  opinion  of  the 
prevailing  dust  situation  in  each  of  the  four  plants  listed  above  at  the  time  of 
his  visits. 

WHITEHALL  PLANT 

The  general  appearance  of  this  plant  was  good.  However,  a  few  portions 
of  the  plant  were  dirty,  particularly  the  coal-handling  portion.  There  was 
black  dust  being  emitted  from  the  stack  of  the  drier.  Plans  are  underway  to 
install  unit  coal  mills  which  should  help  to  correct  this  condition. 

At  the  present  time,  three  more  dry-fabric-type  collectors  are  being  installed 
in  the  finishing  department.  The  dust-ladened  air  which  will  pass  through  these 
collectors  now  goes  into  the  stack.  The  installation  of  these  collectors  will  help 
the  overall  situation. 

The  hot  gases  from  the  six  kilns  at  his  plant  pass  into  a  common  duct  or 
settling  chamber.  This  chamber  is  not  even  included  as  a  dust  collector  even 
though  there  is  dust  removed  in  it.  From  the  common  duct  the  gases  are 
drawn  through  4  waste  heat  boilers  and  then  through  4  dry-baffle-type  collectors 
before  passing  into  the  main  stack.  There  are  three  men  on  a  shift  removing 
the  dust  collected  at  the  base  of  the  waste  heat  boilers.  These  men  remove  a 
little  more  than  100  tons  per  day  from  the  boilers  alone.  Plans  have  also  been 
made  to  install  dust-conveying  facilities  to  remove  the  dust  from  the  baffle  col- 
lectors as  fast  as  it  is  recovered. 

The  exhaust  gases  from  several  of  the  dry-fabric  collectors  are  discharged 
directly  into  the  room  with  the  workmen.  There  was  evidence  that  the  col- 
lection was  not  complete  at  times.  This  evidence  was  in  the  form  of  dust 
splattering  on  the  ceiling  and  wall  in  line  with  the  exhaust.  If  this  were 
cleaned  it  could  be  used  as  an  indication  of  the  collector  performance.  These 
collectors  were  operating  satisfactorily  at  the  time  of  the  author's  visit.  In 
addition,  these  collectors  had  been  inspected  recently  because  the  inspection 
mark  and  date  were  stamped  on  the  collector. 

There  has  been  a  dust  survey  made  at  this  plant  by  an  independent  con- 
sultant in  the  field  and  the  company  officials  are  following  his  recommenda- 
tions. Tills  is  an  indication  of  the  willingness  of  the  company  to  do  all  that 
it  can  to  aid  in  the  dust  problem. 

UNIVERSAL  ATLAS  PLANT 

The  general  appearance  of  this  plant  was  very  good  at  the  time  of  the  author's 
first  visit.  At  the  time  of  his  second  visit  the  general  appearance  was  good 
but  there  were  portions  of  the  plant,  particularly  at  the  bulk  loading  station, 
that  were  very  bad.  It  was  the  author's  own  personal  feeling,  based  upon  what 
he  had  seen,  that  the  company  had  relaxed  somewhat  on  its  efforts  to  control 
the  dust.  Perhaps  the  company  had  every  right  to  take  this  attitude  since  it 
is  spending  considerable  money  for  dust  control  while  some  of  the  other  com- 
panies are  permitted  to  operate  with  the  minimum  of  cost. 

The  dust-laden  gases  from  the  kilns  at  this  plant  pass  into  a  settling  chamber 
and  finally  through  electric  precipitators  before  passing  into  the  stack.  These 
collectors  were  doing  a  very  good  job.  The  author  observed  the  collected  dust 
beinj?  returned  to  the  plant. 

Some  of  the  fabric-type  collectors  blow  their  exhaust  into  the  mill.  These 
collectors  appeared  to  be  in  satisfactory  condition.  They  operate  on  a  4-hour 
cycle.  At  the  end  of  the  4-hour  period  they  automatically  shut  off  for  a  3-minute 
period  during  which  time  the  collected  dust  is  removed.  The  fabric-type  col- 
lector at  the  bulk  loading  station  was  not  operating  satisfactorily  at  the  time 
of  the  author's  second  visit.  This  was  undoubtedly  responsible  for  the  poor 
condition  at  this  location. 

Due  to  company  policy,  the  officials  at  this  plant  were  restricted  somewhat 
in  providing  all  of  the  specific  data  requested. 
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COPLAY  PLANT 

The  general  appearance  of  this  plant  was  very  bad.  There  was  excessive  dust 
and  dirt  in  practically  every  section  of  the  plant.  A  great  deal  could  be  done 
at  this  plant  to  improve  the  dust  situation. 

Most  of  the  collectors  in  use  at  this  plant  are  of  the  low  eflSciency  type.  The 
hot  kiln  gases  pass  through  settling  chambers  at  the  bottom  of  the  stacks.  At 
the  time  of  the  author's  second  visit  he  did  observe  air  preheating  coils  in  two 
of  the  stacks.  He  did  not  observe  these  during  his  first  visit.  This  installation 
represents  an  improvement.  Also,  there  were  covers  on  the  equipment  returning 
the  collected  dust  to  the  plant.  This  operation  was  also  an  improvement.  Et 
would  appear  that  some  effort  is  being  made  at  this  plant  to  aid  in  the  dust 
situation.    However,  when  asked  about  future  plans,  there  was  no  reply. 

It  was  reported  that  a  survey  and  test  was  conducted  at  this  plant  regarding 
the  efficiency  of  certain  collectors  and  that  results  indicated  high  eflSciencies. 
The  author  requested  copies  of  the  test  data  but  never  received  any.  OflScial 
reports  did  indicate  that  the  company  lowered  the  heights  of  two  of  their  stacks 
to  minimize  the  amount  of  dust  which  would  be  carried  into  the  borough.  It 
is  the  author's  opinion  that  this  is  not  the  proper  approach  for  a  solution  to  the 
problem.  The  best  way  to  prevent  the  dust  from  getting  into  the  borough  is 
to  prevent  it  from  getting  into  the  atmosphere. 

DRAGON  PLANT 

The  general  appearance  of  this  plant  was  poor.  There  was  considerable  dust 
and  dirt  in  most  parts  of  the  plant.  However,  this  plant  is  under  construction 
at  the  present  time  and  it  is  quite  difficult  to  evaluate  it.  There  is,  perhaps,  a 
tendency  to  let  conditions  deteriorate  particularly  in  portions  of  the  plant  which 
will  eventually  be  abandoned.  A  great  deal  could  be  done  at  this  plant  to  improve 
the  dust  situation. 

The  hot  kiln  gases  at  this  plant  pass  through  dry  centrifugal  collectors  into  the 
stack.  The  amount  of  dust  collected  in  each  of  the  3  collectors  from  each  of  the 
3  kilns  is  approximately  12  tons  per  day  or  a  total  of  about  36  tons  per  day.  This 
value  is  relatively  low  and  indicates  that  a  great  deal  of  dust  is  being  permitted 
to  enter  the  stack  and  thus  get  out  into  the  atmosphere. 

There  are  also  3  dry  centrifugal  type  collectors  at  the  discharge  end  of  the 
kilns  and  1  of  this  same  type  located  at  the  coolers.  The  other  collectors  are  of 
the  dry  fabric  type  and  appeared  to  be  satisfactory.  Several  of  the  fabric  type 
have  their  gases  discharge  directly  into  the  room  with  the  workmen. 

After  alterations,  this  T)lant  will  have  7  dry  centrifugal  type  collectors  and  17 
of  the  dry  fabric  type.  Thus  there  will  be  4  additional  fabric  type  collectors ;  2 
in  the  raw-mill  section  of  the  plant  and  2  in  the  clinker  mill.  Although  this  will 
help  the  dust  situation  to  some  degree  it  is  questionable  whether  or  not  there 
will  be  too  much  improvement  since  there  is  no  provision  for  additional  collection 
at  the  stack. 

RECOM  MEND  ATION  8 

In  view  of  the  atmospheric  iwllution  problem  that  exists  in  and  around  the 
boroogh  of  Northampton  and  as  a  result  of  the  survey  made  at  the  various  cement 
plants  in  the  vicinity  of  the  same  borough,  the  author  would  like  to  make  the 
following  recommendations : 

1.  That  the  borough  council  dust  committee  be  expanded  to  include  about  4 
representatives  of  the  citizens  of  the  borough  and  a  representative  from  each  of 
the  4  cement  plants  in  the  vicinity  of  the  borough.  This  would  help  to  promote 
a  better  understanding  of  the  overall  problem  and  the  limitations  and  extent  to 
which  the  citizens,  the  borough  council,  and  the  companies  may  or  could  go  in 
arriving  at  a  solution  to  the  problem. 

2.  That  each  company  have  a  general  housecleaning  of  its  plant  and  grounds 
and  then  invite  the  above  committee  to  visit  its  plant  and  observe  the  best  dust 
conditions  that  it  is  possible  to  maintain.  The  committee  should  then  arrange 
to  visit  the  company  at  later  dates  to  observe  the  extent  to  which  each  company 
is  able  to  keep  its  plant  and  grounds  in  satisfactory  condition.  If  the  company 
is  unable  to  do  this  then  appropriate  steps,  legal  or  otherwise,  should  be  taken  to 
force  the  company  to  revise  its  dust-collecting  facilities. 

3.  That  each  company  assign  a  man  whose  responsibility  it  will  be  to  see  that 
the  plant  and  grounds  are  kept  in  satisfactory  condition.  This  man  should  file  a 
report  on  any  unsatisfactory  dust  operation  in  the  plant  and  copies  of  the  report 
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should  go  to  the  top  management  of  the  plant  and  to  the  dust  committee.    This 
man  could  be  the  same  as  the  company  representative  on  the  dust  conunlttee. 

4.  That  the  borough  council  appoint  a  dust  inspector  to  visit  the  plants  at 
various  intervals  and  to  see  that  each  company  is  making  every  effort  possible 
to  control  Its  dust.  The  visits  made  by  the  inspector  could  replace  those  .to  be 
made  by  the  committee  but  the  inspector  should  report  directly  to  the  committee 
and  to  tlie  borough  council  through  the  borough  manager.  The  inspector  sh(Mild 
be  thoroughly  trained  to  evaluate  the  performance  of  each  dust  collector.  He 
should  have  the  responsibility  of  conducting  a  continuous  dust  test  at  each  plant 
location  and  at  various  locations  throughout  the  borough  to  determine  the  extent 
of  dust  fall  on  the  plant  grounds  and  within  the  borough.  He  should  also  have 
the  responsibility  of  assisting  the  borough  solicitor  In  taking  any  legal  steps 
necessary  to  improve  the  overall  dust  situation. 

5.  That  a  study  be  made  by  the  company  engineers  or  others  not  associated 
with  any  particular  manufacturer  of  dust-collecting  equipment  as  to  the  feasA- 
bility  of  using  a  wet  type  of  collector  on  the  stack  gases  following  the  settiing 
chamber  and/or  the  dry  centrifugal  type  of  collector.  Since  data  on  this  type 
of  operation  is  not  readily  available,  studies  of  this  nature  would  in  all  probability 
have  to  be  made  by  an  independent  laboratory.  It  is  quite  possible  that  a  co- 
operative program  could  be  sponsored  by  the  different  companies. 

If  satisfactory  dust  conditions  do  not  prevail  within  the  borough  after  the 
general  housecleaning  has  been  completed  and  maintained  at  the  various  plants 
then  the  author  can  only  recommend  that  legal  steps  be  taken  to  have  all  of  the 
plants  include  secondary  collectors  for  their  stack  gases.  These  secondary  col- 
lectors would  follow  the  settling  chambers,  dry  centrifugal  type  and/or  dry 
baffle  type  collectors  and  they  would  have  to  be  the  wet  or  electrical  type  of 
collector.  In  any  event  the  borough  would  have  to  provide  a  dust  inspector 
whose  duty  it  would  be  to  make  certain  that  the  collectors  are  operated  con- 
tinuously with  only  the  minimum  amount  of  shutdown  for  repairs  and  cleaning. 

Appendix  I 
Valley  Forge  Cement  CJo.  Plant  in  Conshohocken,  Pa. 

The  author  visited  the  Conshohocken  plant  of  the  Valley  Forge  Cement  Co.  on 
Friday  October  16, 1053  to  observe  their  dust-collecting  facilities.  The  dust  com- 
mittee of  the  borough  council  at  Northampton  requested  this  visit  since  it  was 
reported  that  the  plant  had  been  exposed  to  public  criticism  and  that  it  was 
now,  after  making  appropriate  changes,  one  of  the  best  in  the  country  regarding 
dust  collection. 

The  author  made  arrangements  for  the  visit  through  Mr.  A.  E.  Douglas  Jr., 
operations  manager  for  the  company.  Mr.  Douglas  was  most  cooperative  and 
requested  that  the  author  visit  him  In  his  office  In  Catasauqua  prior  to  visiting 
the  plant. 

During  the  visit  at  his  office,  Mr.  Douglas  gave  the  author  the  historical  back- 
ground concerning  dust  collection  at  the  i^ant.  He  stated  that  the  plant  was 
constructed  In  1927  and  that  the  electrical  precipitators  for  dust  collection  at 
the  stacks  were  installed  In  1928  and  have  been  In  operation  since  that  time.  The 
plant  was  originally  designed  for  a  caimclty  of  2,200  barrels  per  day  but  during 
the  war  years  It  was  necessary  to  Increase  this  capacity.  As  a  result  the  pre- 
cipitators were  overworked  and  there  was  a  corresponding  loss  of  efficiency. 
The  comiMiny  then  consulted  a  dust-collection  equipment  manufacturing  company 
and  followed  their  recommendations  leading  to  the  present  collection  system. 
Mr.  Douglas  stated  that  the  company  was  well  pleased  with  the  collection  of  dust 
at  the  stacks  and  that  It  would  continue  to  do  all  that  It  could  to  control  Its 
dust.  In  fact,  the  company  Is  planning  to  replace  one  of  its  present  collectors 
in  the  near  future  with  a  newer  type  of  unit. 

The  general  appearance  of  the  plant  was  very  good.  There  was  considerable 
evidence  of  good  housekeeping  In  and  around  the  plant  and  all  of  the  collectors 
were  in  good-operating  condition.  There  was  a  water  leak  In  the  wet  type  of 
collector  but  this  did  not  effect  the  efficiency  of  the  collector.  There  was  how- 
ever, black  smoke  being  emitted  from  one  of  the  stacks  In  the  coal  mill  section 
of  the  plant.     This  was  the  only  evidence  of  unsatisfactory  dust  control. 

The  plan  operation  and  dust  collection  is  somewhat  similar  to  the  Universal 
Atlas  Plant.  Both  have  a  wet  grindinc  process  and  the  electrical  type  of  dust 
eoUectors  for  the  stack  gases.    Although  these  are  greatly  responsible  for  the 
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satisfactory  dost  control  at  these  plants  they  must  not  be  interpreted  as  being 
only  satisfactory  methods. 

The  Valley  Forge  plant  has  2  kilns  and  a  total  of  13  collectors.  They  have 
2  settling  chambers,  2  dry  centrifugal  type  collectors,  2  dry  baffle  type,  4  dry 
fabric  type,  1  wet  collector,  and  2  electrical  collectors. 

The  hot  gases  from  the  kilns  pass  into  settling  chambers,  then  into  multi- 
clones  and  finally  through  the  electrical  precipitators  before  entering  the  stack. 
The  settling  chambers  remove  the  relatively  course  sizes  of  dust,  the  multiclones 
the  intermediate  sizes  and  the  electrical  collectors  the  relatively  fine  sizes. 
The  dust  removed  from  the  stack  gases  by  this  series  of  collectors  is  returned 
to  the  system  and  is  blended  back  into  the  original  feed  entering  the  kiln.  The 
amount  of  dust  removed  from  the  kiln  gases  is  approximately  180  tons  per  day. 
A  record  of  this  dust  must  be  maintained  because  of  blending  procedures. 

The  two  baffle-type  collectors  were  in  the  clinker-cooling  section  of  the  plant 
and  were  operating  satisfactorily.  There  was  a  dry  fabric-type  collector  at  the 
ore-crushing  station,  1  in  the  final  grinding  section  of  the  plant,  1  in  the  pack- 
inithouse,  and  1  at  the  bulk  loading  station.  The  one  in  the  final  grinding 
section  is  the  one  to  be  replaced  by  a  newer  type  unit  in  the  near  future. 

The  author  would  like  to  express  his  thanks  to  Mr.  Paul  A.  Leichel,  plant 
manager,  and  to  Mr.  Warren  Skibbe,  chief  chemist,  for  helping  to  make  his 
visit  informative  and  successful.  These  men  were  most  cooperative  in  show- 
ing the  author  the  dust-collection  facilities  and  in  answering  his  questions. 

The  Chairman.  Mr.  Coleman,  do  you  have  a  prepared  statement? 

STATEMENT  OF  ntYING  W.  COLEMAN,  SOUCITOE,  BOBOXTOH  OF 
NOBTHAMPTON,   NOBTHAMFTON,  FA. 

Mr.  Coleman.  No  ;  I  don't,  Senator. 

The  Chairman.  Do  you  have  something  you  would  like  to  say  at 
this  time  ? 

Mr.  Coleman.  Yes;  I  do.  My  name  is  Irving  Coleman.  I  am  the 
borough  attorney  for  the  borough  of  Northhampton,  in  Northampton 
County,  Pa.  I  have  lived  in  that  community  all  my  life.  True,  our 
community  grew  as  a  result  of  the  cement  industiy  locating  in  that 
area.  However,  over  the  years,  it  was  our  feeling  that  the  industry 
did  not  recognize  its  local  public  duties  in  the  elimination  of  smoke. 

The  Chair3ian.  Will  you  yield  just  one  moment?  Is  anyone  here 
qualified  to  answer  this  question :  Is  it  a  fact  that  there  is  sufKcient 
technical  knowledge  today  and  equipment  available  so  that  if  a  cement 
company  had  the  money,  they  could  eliminate  all  the  dust,  or  90  per- 
cent of  it? 

Mr.  Charmbury.  With  the  present  equipment,  they  couldn't  elimi- 
uate  all  of  the  dust. 

The  Chairman.  Ninety  percent  of  it? 

Mr.  Charmbury.  A  large  percentage  of  it. 

The  Chairman.  In  other  words,  it  is  purely  a  matter  of  having  the 
money  to  put  in  the  necessary  equipinent  in  order  to  eliminate,  we  will 
say,  90  percent  of  the  dust? 

Mr.  Charmbury.  That  is  right,  of  having  the  funds  available  to 
help  industry  add  additional  collection  systems. 

The  Chairman.  Then  if  we  would  give  them  a  o-year  amortization 
for  tax  purposes  and  permit  the  FHA  to  guarantee  mortgages  if  they 
cared  to  borrow  the  money,  do  you  think  we  could  get  the  job  done? 

Mr.  Charmbury.  In  my  opinion,  it  would  be  very  helpful  to  in- 
dustry. 

The  Chairman.  Then  there  is  the  technical  know-how  and  the  nec- 
essary equipment  available  today  to  eliminate  dust  and  smoke  if  a 
given  concern  or  individual  has  (he  numey  to  buy  that  equipment  f 
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Mr.  Charmbury.  Not  all  of  the  dust  and  smoke.  Some  other  im- 
provements must  be  made  through  basic  research. 

The  Chairman.  Yes,  but  we  will  say  75  percent  or  better! 

Mr.  Charmbury.  A  large  percentage  of  it,  that  is  correct. 

The  Chairman.  I  am  sorry  to  interrupt  you,  but  I  wanted  to  get 
that  point  established. 

Mr.  Coleman.  I  believe  that  with  this  amendment,  the  companies 
would  be  more  conscious  of  their  public  duty,  because  the  situation 
became  so  bad  in  our  community,  and  although  there  is,  in  Penn- 
sylvania, legislation  permitting  the  boroughs  to  pass  anti-air-pollution 
ordinances,  it  is  only  on  a  local  level. 

Therefore,  it  became  necessary  a  few  years  ago  to  resort  to  the 
institution  of  injunction  provisions  to  impress  upon  the  companies 
their  need  to  recognize  this  problem.  Although  the  injunction  pro- 
vision resulted  in  consent  decrees  in  which  the  companies  agreed  to 
resort  to  the  introduction  of  dust-collecting  equipment,  we  feel  that 
they  have  not  gone  far  enough.  In  most  instances,  the  apology  was 
made  first  that  the  equipment  is  too  costly,  and  second,  that  the  com- 
panies were  not  in  a  financial  position  to  install  the  equipment. 

Certainly,  with  this  amendment,  the  companies  would  be  left  with- 
out any  excuse  on  the  question  of  financial  aid,  because  the  aid  would 
be  forthcoming.  It  is,  therefore,  our  opinion  that  this  legislation  is 
a  step  definitely  in  the  right  direction. 

An  interesting  comment  might  be  made  on  this  situation.  As  the 
result  of  the  present  problem,  in  our  particular  community,  our  cham- 
ber of  commerce  has  been  active  in  trying  to  attract  additional  in- 
dustry into  the  area,  but  when  these  industries  send  representatives 
into  our  community  and  see  the  deplorable  dust  condition,  Northamp- 
ton is  the  last  place  where  they  want  to  settle. 

It  is  also  interesting  to  point  out  that  in  all  of  the  postwar  housing 
developments  outside  of  individual  cases  of  people  building  their  own 
homes,  we  have,  in  Northampton,  never  had  housing  projects.  I  think 
that  that  is  mainly  attributable  to  the  dust  condition.  The  fact  that 
new  industry  has  been  deterred  from  coming  in  and  housing  projects 
have  not  gone  forward,  is  certainly  testimony  and  evidence  to  the 
effect  that  the  situation,  so  far  as  the  dust  nuisance  in  our  area  is  con- 
cerned, is  deplorable. 

The  Chairman.  Will  you  yield  one  moment?  I  want  to  say  for 
the  benefit  of  the  press,  if  there  is  anyone  from  the  press  here,  that  we 
have  just  made  a  decision.  Senator  Mavbank  and  I,  a  few  minutes  ago, 
that  we  would  start  hearing  on  this  FHA  business  at  10  o'clock  next 
Monday. 

The  first  witnesses  will  be  Mr.  Powell  and  Mr.  Cole  and  Mr. 
Hollyday. 

Mr.  Coleman.  It  is  interesting  to  point  out  to  this  committee  that 
in  the  so-called  Lehigh  Valley  area  of  Pennsylvania,  in  which  North- 
ampton is  located,  there  are  17  cement  mills,  all  of  which  are  throwing 
dust  upon  the  citizenry  and  surrounding  community.  It  should  be 
pointed  out  that  some  dust-collecting  equipment  has  been  installed, 
but  the  conmiittee  will  find  an  excellent  discussion  of  the  effects  and 
the  various  types  of  that  equipment  in  Professor  Charmbury's  report. 
He  points  out — ^and  I  likewise  in  connection  with  the  litigation  that 
I  handled  against  the  cement  companies  do  know — ^that  in  the  inter- 
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vening  years,  many  dust-collecting  companies  have  perfected  equip- 
ment which  they  now  represent  has  an  efficiency  of  around  90  to  95 
percent.  The  difficulty  with  the  status  of  the  law  with  respect  to  dust 
pollution  in  Pennsylvania,  at  least,  is  that  our  Supreme  Court  has  said, 
that  a  person  living  in  an  industrial  area  does  not  have  the  same  right 
in  the  enjoyment  of  his  property  as  one  living  in  an  urban  area,  that  a 
person  living  in  an  industrial  area  must  take  the  burden  of  living  in 
that  area  with  the  acompanying  benefits. 

I  have  no  quarrel  with  that  attitude,  but  it  makes  it  obvious  that 
litigation  is  not  the  answer.  The  answer  is,  as  Professor  Charmbury 
has  indicated,  research  in  the  field  and  making  available  funds  to  in- 
dustry. Industry  has  felt  that  dust-collecting  equipment,  in  many 
instances,  is  a  nonproductive  asset.  When  you  install  the  equipment, 
you  are  really  not  making  any  progress  in  the  production  of  your  item, 
and  therefore,  there  has  heen  hesitancy.    I  have  an  illustration. 

One  of  our  plants,  which  is  a  subsidiary  of  a  large  steel  company, 
had  plans  and  constructed  a  plant  in  which  over  $10  million  was  spent 
in  construction,  and  during  which  construction  not  one  penny  was 
allocated  for  dust-collecting  equipment  when  the  construction  of  the 
plant  was  contemplated.  That  seems  a  rather  large  indifference  to  the 
problem. 

It  is  true,  of  course,  that  since  then  that  company  has  resorted  to  the 
installation  of  dust-collecting  equipment.  In  conclusion,  it  is  my 
firm  belief  that  if  funds  are  available  through  this  amendment,  the 
final  sting  is  taken  out  of  the  cement  companies'  attitude,  namely,  "We 
don't  have  the  money  to  finance  the  installation  of  this  equipment." 

If  the  funds  will  be  available,  it  would  seem,  then,  that  without  any- 
thing more,  it  would  not  be  necessary  to  institute  litigation  to  compel 
them  to  get  the  aid  that  is  available  to  them.  Of  course,  once  such  in- 
stallations are  made,  and  accompanying  air-pollution  ordinance, 
which  is  a  local  problem,  should  be  adopted  so  that  the  tests  are  met 
by  the  companies.  Therefore,  we  are  heartily  in  favor  of,  and  hope 
tnat  the  committee  will  see  fit  to  recommend  the  adoption  of  the 
amendment. 

Thank  you.  Senator. 

The  Chairman.  Of  course,  there  is  no  question  but  what  it  is  an 
interstate  commerce  matter. 

Are  any  of  the  towns  represented  here  near  the  New  Jersey  line? 

Mr.  Coleman.  Nazareth. 

The  Chairman.  Philadelphia  is  just  across  the  river  from  Camden, 
and  it  is  an  interstate  matter,  there  is  no  question  about  it.  You  can't 
eliminate  smoke  and  air  pollution  in  the  United  States  without  the 
Federal  Government  cooperating.    It  just  can't  be  done. 

Mr.  Coleman.  Your  comment  is  interesting.  Senator,  because  dur- 
ing the  years  of  litigation,  the  companies  have  taken  the  attitude  that 
their  dust  particles  are  so  fine  that  they  don't  dump  them  on  our 
community,  but  the  air  carries  them  away  to  some  other  community. 

The  Chairman.  They  have  taken  that  position  in  court? 

Mr.  Coleman.  That  is  right ;  so  our  answer  is  that  some  of  the  com- 
panies that  are  farther  removed  from  us  are  letting  their  dust  fall 
on  us  and  our  dust  lights  somewhere  else. 

The  Chairman.  Did  Mr.  Kothrock  and  Mr.  Meeser  want  to  say 
something? 

Yes,  sir.    Will  you  identify  yourself  ? 
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STATEMENT  OF  BUSSELL  EOWALSETH,  ATTORNEY, 
NOBTHAHPTON,  FA. 

Mr.  KowAiiSHYx.  I  am  Russell  Kowalshyn,  an  attorney  in  North- 
ampton, Pa.,  and  like  Mr.  Coleman,  I  have  lived  there  all  my  life.  I 
am  the  chairman  of  the  Northampton  Citizens  Cement  Dust  Commit- 
tee. Witli  me  here  is  Mr.  Rothrock,  who  is  a  member  of  that  committee. 

The  Chairman.  Is  your  problem  still  the  cement  plants  ? 

Mr.  KowALSHYN.  Yes,  sir. 

The  Chairman.  You  proceed  in  your  own  way,  and  take  all  the 
time  you  want  to.  ' 

Mr.  KowALSHYN.  Present  here  are  also  representatives  of  the  Naza- 
reth Air  Pollution  Board,  Mr.  George  Meeser,  who  is  a  member  of  the 
board,  and  Charles  Koth,  who  is  secretary. 

The  Chairman.  Is  that  Roth  or  Rothrock  ? 

Mr.  Roth.  Roth,  R-o-t-h. 

The  Chairman.  There  are  both  names  here,  is  that  correct  ? 

Mr.  Roth.  That  is  correct. 

Mr.  KowALSHYN.  Our  two  committees  represent  the  public  pressure 
that  Professor  Charmbury  has  mentioned.  I  would  like  to  state  that 
that  public  pressure  is  general,  genuine,  and  continuing.  We  have 
been  working  together  with  the  authorities  who  are  represented  by 
Mr.  Coleman,  as  the  solicitor  of  the  Borough  of  Northampton,  which 
is  in  the  heart  of  this  area,  and  Professor  Charmbury,  who  is  the 
consultant.  I  am  sure  that  I  speak  on  behalf  of  both  committees, 
and  on  behalf  of  the  general  public  in  the  area  in  saying  that  we 
wholeheartedly  approve  everything  that  has  been  stated  by  these  two 
gentlemen,  and  we  are  in  favor  of  the  amendment  which  you  are  pro- 
posing to  the  housing  bill. 

Thank  you,  sir. 

The  Chairman.  Do  any  more  of  you  gentlemen  want  to  make  state- 
ments ?   Mr.  Roth  ? 

STATEMENT  OF  CHARLES  ROTH,  NAZARETH,  PA. 

Mr.  Roth.  I  am  Charles  Roth,  secretary  of  the  board  in  Nazareth. 
We  have  just  started.  The  town  council  has  just  recently  appointed 
this  fact-finding  committee  to  study  the  air  pollution  problem. 

I  am  just  a  recent  resident  of  Nazareth.  I  moved  there  just  last 
April.  I  understand  that  they  have  made  a  study,  or  I  should  say 
Mr.  Meeser  made  a  study,  of  air  pollution  back  in  1946.  Is  that 
correct? 

STATEMENT  OF  GEORGE  C.  MEESER,  NAZARETH,  FA. 

Mr.  Meeser.  Yes. 

Mr.  Roth.  He  has  the  figures  on  that.  In  Nazareth,  Mr.  Meeser 
and  the  borough  engineer  took  three  sites  and  marked  off  hundred- 
square-foot  areas  and  swept  up  the  dust  and  found  it  to  average  out 
to  0.98  pounds  per  100  square  feet  in  a  48-hour  period,  which  amounted. 
in  tons,  to  2321^  tons  in  a  48-hour  period,  or  a  total  over  the  area  oi 
Nazareth  of  1,075  acres,  468,333  pounds.  That  is  just  in  a  48-hour 
period. 
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Mr.  Meeser.  How  we  arrived  at  the  48-hour  period,  we  had  a  heavy" 
rain  and  we  took  back  from  that  rain.  It  was  on  a  Sunday  that  the- 
dust  fell  so  heavily  and  it  was  a  Monday  when  we  did  the  sweeping.. 
The  borough  engineer  came  up  with  these  figures. 

The  Chairman.  Do  you  have  any  estimates  of  what  it  would  cost 
the  companies  to  eliminate  76  percent  of  this  dust?  Are  there  any 
figures  available? 

Mr.  Charmbury.  We  have  discussed  this  with  the  various  own- 

Sanies  and  with  companies  manufacturing  dust  collecting  equipment* 
'or  the  installation  of  a  secondary  type  of  dust  collector,  which  would 
be  added  onto  the  present  collection  system,  it  would  cost  about  $250,- 
000  for  a  2,000  barrel  per  day  capacity  plant.  In  terms  of  the  plants 
in  this  general  area,  it  would  be  possibly  somewhere  in  the  neighbor- 
hood of  a  half  to  $1  million  for  the  best  collection  system  they  could 
possibly  have. 

The  Chairman.  For  each  plant? 

Mr.  Charmbury.  Yes.  Oi  course,  the  final  amount  would  depend 
upon  the  capacity  of  the  plant,  naturally. 

The  Chairman.  If  they  were  permitted  to  amortize  this  over  a  5- 
year  period  for  tax  purposes,  of  course,  they  could  then  afford  to  do 
it? 

Mr.  Charmbury.  That  would  be  a  big  advantage  for  them,  certainly. 

The  Chairman.  It  would  certainly  be  a  great  thing  for  the  cities 
around  there. 

Mr.  Charmbury.  It  certainly  would. 

The  Chairman.  And  the  people. 

I  am  amazed  at  the  quantity  of  dust  and  dirt  that  you  are  talking 
about.     Their  lungs  must  be  pretty  well  filled  with  it. 

Mr.  Charmbury.  I  w  ould  like  to  point  out  that  I  have  been  familiar 
with  dust  collection  figures  in  other  communities  such  as  Pittsburgh, 
St.  Louis,  Baltimore  and  some  of  the  other  larger  cities.  The  figures 
for  this  area  in  this  particular  community  of  Northampton  are  the 
hirfiest,  as  far  as  dust  fall  is  concerned,  that  I  have  ever  seen. 

The  Chairman.  I  know  that  Senators  Martin  and  Duff  are  vitally 
interested  in  this  matter.    Have  you  discussed  it  with  them  ? 

Mr.  Charmbury.  I  haven't  up  to  the  present  time. 

TTie  Chairman.  It  has  been  suggested  to  me  that  we  should  ask  in  a 
plant  where  the  dust  collection  system  would  cost  fi'om  $500,000  to 
a  million,  what  the  origmal  plant  would  cost. 

Mr.  Charmbury.  I  can't  answer  that  question. 

The  Chairman.  I  presume  the  average  cement  mill  would  cost  at 
least  $10  million  or  maybe  more.  I  am  just  guessing  now.  I  don't 
know  whether  it  is  a  very  intelligent  guess  or  not. 

Mr.  Charmbury.  I  am  not  m  a  position  to  answer  that. 

The  Chairman.  Thank  you  very  much.  You  were  going  to  say 
something.  Would  it  be  possible  to  supply  that  information  for  the 
record  ? 

For  example,  you  made  the  statement  that  for  $500,000  to  a  million 
dollars,  equipment  could  be  installed  that  would  eliminate  possibly 
75  percent  of  the  dust.  Could  you  find  out  for  us  and  write  us  just 
what  the  entire  plant  would  cost  to  replace  or  to  build?  I  am  trying 
to  see  what  percentage  of  the  cost  of  the  plant  would  be  taken  up  by 
the  dust  collection  equipment. 
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ilr.  Charmbury.  We  can  try  to  find  that  information,  althoagh 
the  companies  are  rather  reluctant  to  give  it  out 

The  Chairman.  If  you  can  find  it,  we  will  appreciate  it. 

Thank  you. 

Mr.  CoLEMAX.  One  comment  on  that  is  that  for  the  plant  to  which 
I  referred,  it  was  computed  that  when  they  constructed  their  new 
wet  process  plant  the  cost  was  approximately  $10  million  to  construct 
an  entirely  new  plant  which  is  in  our  particular  borough.  I  dont 
think  the  cost  to  which  we  referred  in  any  way  compared  to  the  com- 
bined sums  that  the  householders  are  obliged  to  spend  in  constantly 
painting  year  in  and  year  out  and  in  the  damage  to  their  laundry 
and  the  brooms,  and  so  forth,  that  are  required  to  constantly  clean 
the  community.  It  might  be  interesting  for  you  to  know  that  for 
most  of  the  automobiles,  when  they  are  washed,  it  is  necessary  to  use 
some  sort  of  acid  to  wash  off  the  cement  dust  that  cakes  on  the 
automobile. 

Mr.  Meeser.  Vinegar. 

The  Chairman.  I  know  your  two  Senators  will  be  vitally  interested 
in  this  subject  and  also  the  Congressmen  from  the  State  of  Penn- 
sylvania. I  hope  before  you  gentlemen  return  today  that  you  will 
call  upon  each  of  them  and  discuss  this  with  them  and  get  their 
support. 

Mr.  Charmbury.  We  will. 

The  Chairman.  Do  you  gentlemen  have  any  other  suggestions? 

I  think  you  have  made  your  position  very  clear  and  we  certainly 
appreciate  very  much  your  coming  down  here.  I  would  suggest  that 
you  give  these  facts  and  figures  to  your  Congressmen  and  Senators. 
The  matter  of  amortization,  of  course,  is  primarily  a  Finance  Com- 
mittee matter  and  Senator  Martin  is  on  that  committee. 

Mr.  Charmbury.  That  will  certainly  be  handled  through  the  vari- 
ous communities  that  are  in  this  area. 

Mr.  Coleman.  I  might  say,  Senator  Capehart,  that  I  am  quite  sure 
that  Congressman  Francis  E.  AValter,  representing  our  district,  is 
very  familiar  with  the  problems  of  that  area  and  I  am  sure  that  his 
wholehearted  support  can  be  obtained. 

Tlie  Chairman.  Yes;  I  am  sure  it  can.  It  is  just  a  matter  of  get- 
ting them  organized  now,  because  we  are  going  to  start  writing  up 
this  legislation.  AVe  were  going  to  write  it  up  on  Tuesday.  We  are 
not  going  to  write  it  up  now  until  right  after  the  first  of  May.  Maybe 
they  would  like  to  file  statements  with  us.  You  might  find  out.  We 
will  hold  this  record  open  for  a  couple  of  days  and  if  they  want  to 
they  can  file  statements. 

Thank  you  very  much,  gentlemen. 

Mr.  Meeser.  Senator,  may  I  add  one  thing?  The  labor  unions 
in  the  mills  are  back  of  this  anti-air-pollution  amendment  because 
it  creates  a  hardship  in  working  inside  the  plants. 

The  r^"A  1  can  well  understand  it. 

have  had  cases  where  the  unions  have  put  down 
d  work  until  the  companies  have  laia  some  of 

L  and  tliat  is  why  the  Federal  Govem- 
lank  you  very  inuch,  gentlemen.    We 
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Our  next  witness  will  be  Mr.  Linsky,  chief  smoke  inspector  for  the 
city  of  Detroit,  Mich. 

Is  the  administrative  assistant  to  Senator  Clements  present?  I 
believe  you  have  a  statement  you  would  like  to  present  for  the  Senator. 
We  are  delighted  to  receive  it.    This  is  a  statement  by  whom? 

Mr.  Flury.  This  is  a  statement  bv  John  J.  Maloney,  who  is  well 
qualified  to  speak,  being  the  mavor  oi  Covington. 

The  Chairman.  We  will  be  glad  to  have  it  in  the  record. 

(The  prepared  statement  of  Mayor  Maloney  follows :) 

Statement  of  J\)hn  J.  Maloney,  Mayor  of  the  City  of  Covington,  Kt. 

It  is  my  understanding  that  Senator  Capehart's  amendment  to  Senate  biU 
No.  2938  on  the  subject  of  air  pollution  is  designed  to  provide  for  rapid  amortiza- 
tion of  capital  funds  expended  by  industries  for  facilities  to  control  air  pollution 
at  the  source ;  providing  such  installation  of  equipment  is  required  and  certified 
by  a  State,  Territorial,  or  local  agency,  or  authority  charged  with  enforcement  of 
laws  relating  to  the  abatement  of  atmospheric  pollution. 

I  wish  to  urge  this  honorable  body  to  kindly  consider  several  facts  which  I 
believe  to  be  pertinent  to  the  welfare  and  future  development  of  all  cities  or 
fringe  developments  of  industries  in  their  immediate  sphere  of  influence. 

The  rapid  growth  and  improvement  of  industrial  developments  throughout 
the  country  has  often  been  at  the  expense  of  people  living  not  only  in  the  im- 
mediate vicinity  of  large  plants,  but  also  extending  for  several  miles  around  the 
area.  This  is  caused  primarily  from  fumes  and  smoke  that  lie  close  to  the  earth 
and  add  to  the  discomfort  and  health  of  persons  affected  and  to  the  deterioration 
of  neighborhoods  because  of  this  discomfort,  and  the  effects  on  buildings.  We 
have  had  several  unhappy  experiences  in  the  city  of  Covington,  of  houses  far 
removed  from  any  particular  plant  or  plants,  yet  in  many  cases  paint  has  become 
discolored  and  even  has  been  blistered  and  peeled;  this  only  adds  to  a  final 
deterioration  of  the  entire  neighborhood.  I  cite  only  this  one  instance  because 
It  is  brought  closest  home  to  those  in  residential  areas  which  form  the  backbone 
of  any  community. 

I  believe  the  passage  of  this  biU  would  encourage  the  instaUation  of  air-pollu- 
tion abatement  equipment  by  industries,  especially  during  periods  of  high  earn- 
ings of  which  we  all  hope  the  future  holds. 

It  further  encourages  communities  to  enact  reasonable  and  effective  legislation, 
and  establishes  means  of  enforcement  to  reduce  air  contamination,  thus  per- 
mitting industries  to  take  advantage  of  the  provisions  of  this  amendment  for 
which  they  wiU  be  repaid,  not  only  through  the  amortization  of  capital  funds, 
but  In  public  relations  affecting  the  communities  in  which  they  operate. 

The  communities  themselves  will  thus  receive  the  benefits  of  cleaner  air, 
wherein  they  now  endure  needless  and  unnecessary  air  pollution. 

With  continued  research  to  improve  our  industries'  developments  or  attaining 
technological  advancements,  are  too  often  planned  without  any  thought  of  ob- 
noxious fumes  and  odors  that  we  have  come  to  know  as  the  natural  result  of 
our  larger  factories.  This  amendment  should  encourage  industries,  as  well  as 
make  them  cognizant  of  the  fact  that  the  Federal  and  local  governments  wiU 
work  with  them  to  eliminate  this  hazard  to  public  health  and  welfare. 

The  city  of  Covington  joins  the  city  of  Cincinnati  and  the  other  communities 
snrrounding  us  in  making  this  request,  as  we  know  that  fumes  and  smoke 
recognize  no  political  boundaries.  For  this  reason,  we  compliment  the  Senate  of 
the  United  States  in  recognizing  this  fact  by  proposing  aid  to  the  local  political 
subdivisions  in  combating  this  evil. 

With  these  thoughts  in  mind,  I  earnestly  urge  this  honorable  body  to  give  due 
consideration  to  this  amendment,  which  will  provide  so  much  aid  and  relief  to 
many  industrial  centers  throughout  the  Nation. 

The  Chairman.  Now,  Mr.  Linsky,  you  have  a  statement,  I  presume. 
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DETBOIT,  MICH. 

Mr.  LiNSKY.  I  didn't  prepare  a  written  statement. 

The  Chairman.  Then  will  you  proceed  in  your  own  way  and  if  you 
have  any  exhibits  you  want  to  make  a  part  of  the  record,  we  will  be 
happy  to  do  so. 

Mr.  LiNSKT.  Thank  you  very  much. 

The  Chairman.  You  might  identify,  for  the  record,  these  gentlemen 
who  are  with  you. 

Mr.  LiNSKY.  These  gentlemen  are  other  witnesses  who  are  coming 
later,  Mr.  Daley  and  Dr.  Greenburg,  I  beliew 

The  Chairman.  They  are  with  you  ? 

Air.  LiNSKY.  Not  specifically,  sir. 

The  Chairman.  Are  they  from  Detroit? 

Mr.  Daley.  Providence,  R.  I.,  sir. 

The  Chairman.  Then,  you  go  ahead. 

Mr.  LiNSKY.  I  speak  for  myself. 

The  Chairman.  I  thought  maybe  they  were  with  you. 

Mr.  LiNSKY.  I  think  we  are  all  rather  new  at  this  kind  of  thing,  si^i 
and  you  will  excuse  us.    I  don't  know  whether  you  want  me  to  menticF"*^ 
my  own  qualifications  in  speaking  to  you.    I  am  chief  of  the  smol^^ 
abatement  bureau  of  the  department  of  buildings  and  safety  enginee^^' 
ing  of  the  city  of  Detroit.    I  have  held  that  position  for  over  2  yeai^^ 
and  have  been  in  this  work  since  1948.    I  am  a  registered  profession^^^ 
engineer,  a  graduate  of  Wayne  University  with  a  bachelor's  degree  i::^^^ 

T'neering,  with  a  master's  degi*ee  from  the  Univei'sity  of  Michigar'^'^^' 
have  a  little  discussion  that  I  might  call  a  preamble  to  my  stati^^ 
\nent.    This  amendment  and  the  city  blight  that  we  are  concemo^^| 
about  and  the  attitude  of  the  people  toward  dust,  gases,  and  odors  tha-— ^j^ 
contribute  to  the  blight,  are  all  attributable  to  our  rising  standard  o'      * 
living  and  our  ability  to  further  improve  our  living  standards.    I  an^^^ 
proud  of  the  fact  that  you  are  concerned  about  it.    There  isn't  an]^^ 
question  that  this  kind  of  blight  has  been  going  on  for  generations^^ 
as  long  as  there  has  been  industrial  congregation.    It  is  only  relativel]^^^ 
recently  that  intense  concern  has  been  aroused  by  it.    !reople  nsea^ 
to  stay  in  their  cities,  they  used  to  stay  in  their  homes,  close  to  their" 
work  places.    They  don't  enjoy  that  any  more  if  the  atmosphere  isnt 
clean.   There  are  many  other  factors,  of  course,  that  lead  them  to  leaver 
an  area. 

The  Chairman.  Have  you  made  much  progress  in  Detroit  ? 

Mr.  LiNSKY.  We  have  done  a  tremendous  job  in  Detroit  since  the 
fall  of  1947.  

The  Chairman.  Do  yoviJttt//MP^  there jiow  where  there  are  pos- 
sibly new  housing  areas  ogP^^^iOiiai|ggj||PBlopment  in  which  the 
smoke  is  ruining  them  i*  ™^|gfe«^^*tor  2  or  3  years  so  that 

they  will  be  blighted  ai*^  «^ 

Mr.  LiNSKY.  We  ^  ^~  — fc^^yitlitiiat  yet  and 

we  dont  expect  to  bgL  ^  -  -•^nt  of  work 

that  h«yM|'doii^V  -^r-  —'ng  up  the 

indii||^^^HS!llU|jP  ^n*  ^ole  pro- 

gra|^' 
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The  Chairman.  Have  you  got  a  good  smoke  ordinance  in  Detroit? 

Mr.  LiNBKY.  We  have  a  good  smoke  ordinancje. 

The  Chairman.  What  is  your  biggest  problem  in  enforcing  it  ? 

Mr.  LiNSKY.  The  biggest  problem  in  enforcement,  I  think,  is  some 
of  the  unsolved  problems.  The  one  that  comes  quickest  to  mind  and 
that  covers  most  of  the  area  is  the  apartment-house  incinerator,  where 
the  problem  technically  is  not  solved  yet.  We  can't  reach  into  a  hand- 
book or  a  design  book  and  pull  out  an  answer  and  hand  it  to  the 
proper^  owner  and  say,  "Here  is  how  you  clean  it  up." 

The  Chairman.  In  other  words,  the  biggest  problem  is  the  equip- 
ment necessary  to  eliminate  the  smoke  ? 

Mr.  LiNSKY.  In  our  particular  case,  we  think  not.  We  think  it  is 
the  research  needed  for  the  design  of  equipment  that  does  not  yet 
exist. 

The  Chairman.  In  other  words,  you  think  maybe  the  equipment 
does  not  exist  at  the  moment  to  eliminate  much  of  this  smoke? 

Mr.  LiNSKY.  Much  of  that  which  is  an  enforcement  problem.  Aside 
from  that  it  is  just  a  matter  of  work  on  the  part  of  our  bureau,  on  the 
part  of  the  owners  of  property,  on  things  that  are  already  known. 
That  work  we  are  doing  as  fast  as  we  can  with  our  staff.  We  have 
a  staff  of  27  people  working  on  air  pollution  control  on  the  payroll 
of  the  city  of  Detroit.  The  work  that  has  been  done  in  the  past  6% 
years  totals  over  $14  million  in  actual  air  pollution  control  equipment 
installation. 

The  Chairman.  By  private  industry  ?  ^ 

Mr.  LiNSKY.  By  all  owners  of  property,  including  the  city  as  an 
owner  of  property,  including  our  board  of  education  as  an  owner  of 
many  school  buildings,  most  of  which  are  right  in  the  hearts  of  the 
residential  areas. 

The  Chairman.  This  bill  proposes  three  things :  First,  quick  amorti- 
zation for  tax  purposes  for  those  who  will  install  the  necessary  equip- 
ment to  eliminate  smoke;  second,  permitting  the  FHA  to  guarantee 
their  mortages,  making  it  easier  for  them  to  borrow  the  money  if  they 
need  to  do  so  to  put  in  the  necessary  equipment;  and  third,  money  for 
research. 

Of  the  three,  which  would  help  you  most  in  Detroit  ? 

Mr.  LiNSKY.  They  would  all  three  help.  The  one  that  is  most 
essential  for  us,  I  believe,  is  the  research  money.  But  that  is  a  Detroit 
situation. 

The  Chairman.  You  think  that  might  well  be  local  to  Detroit  be- 
cause you  do  have  a  good  ordinance  now  and  you  have  been  after  it 
for  six  and  a  half  years  and  much  progress  has  been  made? 

Mr.  LiNSKY.  That  is  correct.  We  are  favorably  situated  in  that 
regard. 

In  other  communities  I  am  certain  it  is  different. 

The  CiiAHiMAN.  And  you  are  getting  down  now  to  the  point  where 
I  gather  most  of  your  smoke  is  coming  from  sources  that  you  do  not 
know  how  to  control,  or  which  they  do  not  control,  and  you  don't 
know  how  to  tell  them  to  control  it ;  is  that  the  situation  ? 

Mr.  LiNSKY.  Basically,  that  is  it  with  a  little  modification.  We 
still  have  to  do  a  lot  of  crank  turning  on  problems  that  we  know 
about.  You  can't  dash  madly  in  all  directions  like  writer  Haggard's 
hero.  You  still  do  things  in  an  orderly  fashion  with  the  time  and 
staff  that  vou  have. 
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I  might  point  out  that  on  the  quick  tax  writeoff,  which  is  an  assist 
to  installers  of  equipment,  it  certainly  would  make  the  installation 
of  such  equipment  less  painful,  when  it  is  one-way  money  anyway, 
nonproductive  expenditure.     It  would  make  it  less  painful. 

Tne  Chairman.  And  it  benefits  everybody.  If  you  are  going  to 
give  tax  amortization  for  that  purpose,  the  company  concerned  gets 
no  benefit  from  it  at  all.  It  is  the  thousands  and  thousands  of  people 
who  are  inhaling  the  smoke  and  dust  and  dirt  that  they  are  creatmg 
that  really  get  the  benefit  from  it. 

Mr.  LiNSKY.  I  have  a  few  comments  that  I  have  noted  on  this.  I 
thought  it  might  be  well  to  give  an  example  of  what  kind  of  money 
we  are  talking  about.  If  we  are  talking  about  an  installation  in  a 
large  boiler  for  fly-ash  collection,  it  costs  about  a  hundred  thousand 
dollars.  If  they  had  put  it  in  in  the  first  place  it  would  only  cost 
about  $25,000.  There  is  very  roughly  a  ratio  of  4  to  1  on  a  designed-in 
and  a  shoehorned-in  installation. 

The  Chairman.  If  it  is  a  corporation,  they  would  automatically 
have  a  tax  of  62  percent. 

Mr.  LiNSKY.  That  would  be  roughly  $2,500  a  vear.  At  5  years, 
$20,000  a  year,  there  would  be  a  definite  saving.  At  52  percent  there 
would  be  $10,000.  The  difference  is  $7,500  a  year,  roughly,  by  which 
they  would  be  able  to  reduce  their  pain. 

The  Chairman.  Ordinarily  a  man  makes  an  investment  of  a  hun- 
dred thousand  dollars  or  a  million  dollars  and  makes  money  on  it 
It  is  an  investment  when  he  increases  his  capacity  and  sells  more 

foods.     Or  he  makes  an  investment  in  order  to  make  goods  cheaper, 
kit  in  this  instance,  you  see,  he  doesn't  make  any  money  on  it. 

Mr.  LiNSKT.  We  call  that  one-way  money. 

The  CiiAnRMAN.  He  makes  just  as  much  money  out  of  his  plant  if 
he  has  a  lot  of  smoke  coming  out  of  his  smokestacks  as  he  does  if  he 
doesn't  have  any. 

Mr.  LixsKY.  We  call  that  one-way  money. 

The  CiiAiRMAX.  That  is  right.  The  people  who  will  benefit  will 
be  the  people  who  do  not  have  to  inhale  the  smoke  and  dirt. 

Mr.  LixsKY.  By  itself  we  do  not  feel  that  that  would  be  a  strong 
enough  incentive.  You  still  have  to  have  the  community  standards, 
the  matter  set  down  in  law  or  threatened  to  be  set  down  in  law,  before 
a  manufacturer  can  justify  to  his  board  of  directors  making  that  kind 
of  an  expenditure. 

The  Chair^iax.  That  is  right. 

Mr.  LixsKY.  There  is  another  point  on  that  tax  advantage.  Many 
plants  have  been  getting  this  5-year  tax  writeoff  on  this  kind  of  equip- 
ment. I  think  you  know  that.  Many  plants  have  been  installing  air 
pollution  control  equipment  with  a  5-year  tax  writeoff  if  they  had 
a  certificate  of  necessity  for  the  construction  of  the  plant. 

Tlie  Chairman'.  Yes,  that  is  right. 

Mr.  LiNSKY.  A  great  deal  of  that  kind  of  thing  has  been  done  in 
the  Detroit  area.  I  don't  have  any  figures  on  it.  We  were  speaking 
of  a  cement  plant  here  a  few  minutes  ago — the  previous  witness.  We 
have  a  cement  plant  in  Detroit  which  is  expanding  and  is  installing 
a  half-million  dollars  worth  of  air  pollution  collection  equipment. 
It  is  just  going  on  the  line  now.    My  understanding  is  that  that  is 
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under  a  certificate  of  necessity  as  part  of  the  plant  expansion,  but 
that  will  clean  up  that  whole  area. 

This  tax  feature  has  been  endorsed  by  the  advisory  board  to  the 
Bureau  of  Smoke  Inspection  and  Abatement  of  the  City  of  Detroit. 
It  has  also  been  endorsed  by  the  Common  Council  of  the  City  of 
Detroit. 

There  is  a  question  as  to  the  certification  method,  but  that  is  a 
matter  of  procedure  which  I  am  certain  can  be  worked  out. 

On  the  question  of  FHA  insurance,  for  the  first  time  last  week  in 
our  office  the  question  was  raised  about  FHA  insurance  for  air  pollu- 
tion control  equipment.  This  was  in  connection  with  a  rental  apart- 
ment project  being  built  under  FHA  insurance.  As  I  understood 
it — and  I  was  not  able  to  research  it — they  could  not  get  FHA  credit 
for  garbage  grinders  and  incinerators  they  wished  to  install  in  the 
apartment  house. 

The  Chairman.  To  eliminate  the  smoke?    They  refused  to  give  it? 

Mr.  LiNSKY.  My  understanding  is  that  it  was  not  eligible  for  FHA 
credit.    It  is  a  point  I  am  not  certain  of. 

The  Chairman.  We  can  make  it  eligible. 

Mr.  LiNSKY.  There  is  no  other  insurance  that  I  know  of  where  such 
an  FHA  insurance  would  have  been  usable  in  the  past.  However, 
as  money  gets  tighter  and  profit  margins  tighten  up,  it  may  very  well 
be  a  usable  feature  in  the  future  and  may  even  be  right  now  in  other 
areas  and  in  projects  I  don't  know  about. 

On  research,  there  is  no  question  that  we  need  applied  research  on 
most  problems,  and  pure  research  on  a  few  problems.  You  know 
the  story  of  the  farmer  who  was  being  urged  by  the  county  agricul- 
tural agent  to  come  in  to  town  and  attend  the  conservation  and  soil 
improvement  courses.  He  said,  "Son,  I  am  not  going  to  come  in.*' 
The  young  county  agricultural  agent  said,  "Well,  why  not?  You 
will  learn  how  to  do  things  better  and  improve  your  farming  oper- 
ations." 

He  said,  "Son,  I  ain't  going  to  come  in.  I  ain^t  farming  half  as 
well  as  I  know  how  now." 

The  Chairman.  There  is  a  lot  of  truth  in  that. 

Mr.  LiNSKY.  There  is  a  lot  that  can  be  done  simply  by  spreading 
information  on  available  answers,  information  between,  let's  say,  this 
plant  I  just  spoke  of  in  Detroit  and  the  plant  these  men  irom  Nazareth 
were  just  speaking  about.  There  is  parallel  information  available  on 
control  equipment.  It  is  not  j^et  set  down  in  handbooks  because  tech- 
nically this  field  is  still  relatively  new.  A  method  of  transmitting 
that  information  would  be  useful. 

The  Chairman.  In  other  words,  you  think  a  method  of  transmitting 

food  results  by  many  throughout  the  country  to  many  others  would 
e  a  good  thing? 

There  is  some  research  work  that  is  not  available  from  either  local 
governments  or  industries  because  of  the  nature  of  the  industry  and 
the  nature  of  the  problems  that  we  don't  know  now.  There  are  some 
where  we  don't  know  the  answers  such  as  municipal  incinerators, 
apartment  house  incinerators,  as  I  mentioned  once  before,  Bessemer 
steel  furnaces,  and  sewage  disposal  sludge  furnaces.  In  addition  to 
that,  the  assembly  of  case  histories  in  places  where  it  has  been  done 
would  be  very  helpful.  Some  work  on  that  has  been  done  but  it  is 
still  minimal ;  the  work  that  has  been  done. 
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]258  AS  rauxroas  rmjcrEs^uas 

I  bsTe  i«re  tijie  prwfe  r/f  m  baUiopmpk j  <ia  aar  pollflbaa  ptepared 
br  ti«  Bc»s  frf  Mzzxs  -wtid:  is  jiisi  fOGw  imo  prist.    That  uktt 
ic  cp  V>  m  p«at.    It  *i«aa"i  keep  ii  c!3iwtt.  Lcrwipt^er.    Where  do  I  go 
fer  KIT  aje^«r  2«r/v !     As  Uj  tLe  Wrnisp.  aooke  awi  anoe  tittt  BttiiT  areis 
Ittue  qpgiJtarjwL  br  dc^%  izttn-^drr  reaeurii  or  WMDMamnrnkaxt  at  the 
fikiu^  t^Eifr  "VL^fT  ^iereEX  veatbcT  oDexiitkjQS  in  dUeflcm  parts  of  tbe 
tfMi^art  thfu^t  areas  t^sat  hare  tbe  rz^Tit^e  naj  ieam  vhj  thay  hare 
h  hr  mmiiAiix^  whh  ocliers  y^»*«^  arec  t  barine  ix-    What  is  it  thai^ 
iMAsiTitMSk  does  bare  in  its  atmospbefef    If  ve  could  do  a  oompleta^ 
flueaarr»e«3C  ^A  <erera!  oxmnniiities  the  thing  mi^it  stand  dear  ancS 
w^rjyi  brfp  LoE  Az:;^peks  witi  iLeir  spwific  probiem.    I>rtroit  is  doin^M 
"^^jA^^Af^r^ryt,  aijd^3  wr>riiiig  with  the  Unincratr  of  Michigan ;  wi^^ 
th^  ^Aher  u&rr«T«3tiiSE  in  the  area,  azMl  with  the  other  cities,    out  mm— 
worx  r-^*ri*  to  V^  'ion*-,  rx*  o^t  in  Detn>:t  Iwt  in  evwy  other  majoM 
^vT,    Tb%  q^i*st>>c;  ix*  been  raised  about  the  eff«n  oc  Ui^ht.    I  woulcz: 
IH^  v>  talk  ai»ut  that  a  motoeiit.    It  is  higfalishted,  i^o^ably,  in  aac: 
adr^TtiswiaKit  erf  one  of  th^  fabric  companies.    It  saTsT^afM-  in  Soot^ 

I  b^}i«rre  it  i*  tl^t  kind  of  thing  that  is  ^"hAgng  people  away  from  Qi— 

Tbfr  CH.%irMAy.  It  sars.  "^afrr  in  Sim.  Safer  in  Soot  and  Safer  in* 

Mr.  L*x«KT.  Y€^    That  advertisement  I  hare  seen  in  papers  u^ 
aereral  parts  of  the  conntry.    I  should  like  to  set  into  the  record  ancr: 
for  T<«r  own  information  what  Detroit  is  sp^Kling  on  its  air  poUutioira 
wort    Our  budget  runs  between  ?l«»j>»  and  ?150,0C»)  a  year  of  oui^ 
imretn^  operation.     It  has  not  been  threatened  in  any  way.    Tb^ 
City  feds  that  beneiSts  are  bein^obtJiined  from  that  work.*  Inadditioi^: 
to  that  bureau  bodget  we  are  also  en^rtsed  in  research  woit  together:^ 
with  some  of  the  Federal  agencies*  because  of  our  international  prob-^ 
km-    The  Detroit  Rirer  runs  alon^  the  other  side  and  we  have  the^ 
problem  of  smcdce  from  ships  going  up  and  down  the  river.    We  have^ 
wsjen  5T:pporting  that  work  because  nir.ds  were  not  available  to  the 
Federal  Government  to  do  the  work  itself.     We  have  been  paying 
$4-'/.0  a  year  out  of  our  bureau's  budget  to  rent  cmarters  for  th^  tech- 
nical advisory  board  of  the  International  .Toint  Commission  to  carry 
imt  its  international  treaty  required  actions.    That  is  kind  of  silly 
but  we  are  doing  it  because  we  think  the  results  will  be  helpful  to  ti8 
and  the  information  will  be  useful  to  us.    We  will  be  able  to  use  it 
in  oar  further  program.     But  it  doesn't  add  up. 

This  is  a  map  of  the  city  of  Detroit.  I  would  like  to  indicate  blight 
and  air  pollution,  if  I  may.  The  title  of  this  chart  is  obvious,  ''Neigh- 
borhood Conservation.**  '  It  has  been  gotten  up  by  the  City  Planning 
Btireau  of  the  City  of  Detroit  and  by  other  oureaus  in  cooperation 
therewith.  The  areas  that  I  have  marked  as  **E"  are  areas  that  are 
so  badly  blighted  that  thev  will  have  to  be  oleaneil  out,  either  now  or 
later.  In  t^MU|^j|u^Bd as ^^'\  the  lighter  sliades  are  the  ones 
they  figonjriHM^IJ^HBMiied  out  or  completely  developed.  The 
aligfatlj  dupHW^^^^jnee  areas  are  ones  where  they  might  be 
consider»^  '^■^•MlJi^  thev  will  have  to  be  cleared 

out  in  tf^  ■•   ^M^Ded  **!**  indicate  our  heavy 

inditttt 

I  ini  -nwn-river  area^  both  inside 

md  mf-  '-  '"istry  belt  along  here  and 
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another  industry  area  along  through  here  up  the  river  and  out  in  the 
north.  That  area  in  the  center,  however,  is  the  area  that  is  blighted. 
It  is  not  that  which  is  immediately  adjacent  to  the  industries.  Al- 
though there  are  evidences  of  blight  in  the  past.  As  we  have  been 
cleaning  up  the  air  pollution  by  intensive  work,  that  blight  is  reduc- 
ing. In  the  heart  of  the  city  you  have  a  history  of  blight  and  air 
pollution,  of  heavy  smoke  from  badly  burned  coal,  badly  fired  coal^ 
and  a  generation  of  history,  in  fact,  several  generations  of  it. 

People  have  moved  out.  One  of  the  reasons  that  is  so  common  is, 
"I  wanted  to  get  out  in  the  fresh  country  air,  or  the  fresh  city  air,  or 
the  fr^h  suburban  air  for  my  kids."  This  you  don't  pinpoint  to  a 
specific  problem.  It  is  the  overall  air  pollution  blight  problem.  It 
is  in  this  field  that  I  think  much  of  this  research  toward  which  your 
bill  is  pointed  can  be  helpful.   I  appreciate  this  opportunity  to  appear.. 

The  Chairman.  You  have  certainly  been  very,  very  helpful  and 
we  appreciate  it.  You  have  given  us  some  very  fine  information.  I 
know  the  Senators  from  your  State  and  the  Congressmen  are  in- 
terested in  this  subject  and  I  would  suggest  you  taS:  to  them  before 
you  leave  town. 

Mr.  LiNSKT.  I  will  specifically,  sir. 

The  Chairman.  You  should  get  them  interested  in  this  problem. 
It  is  really  their  problem. 

Mr.  LiNSKY.  There  is  one  point  that  they  will  be  concerned  about, 
just  as  I  am  certain  you  are.  That  is  the  requirement  that  should  be 
emphasized  either  in  wording  or  understanding — an  understanding 
between  men  is  as  good  as  wording  many  times — ^that  the  research  be 
keyed  to  the  local  community  problem.  With  $6  million  worth  of 
research  you  can't  do  a  lot  of  wild  blue  yonder  research.  You  have 
got  to  concentrate  on  the  problems  you  know  you  have.  You  have  got 
to  concentrate  on  the  smog  problem  that  Los  Angeles  knows  it  has, 
on  the  problems  that  New  York  knows  it  has,  on  the  equipment  design 
problem  that  we  know  we  have. 

The  basic  research  is  good  and  will  be  useful,  but  I  think  this  is 
not  the  bill  for  it.    I  wonder  if  that  is  your  feeling,  sir? 

The  Chairman.  You  mean  the  housing  bill  is  not  the  bill  for  it? 

Mr.  LiNSKY.  Not  tfie  bill  for  the  wild-blue-yonder  research  but  for 
the  immediate  applied  research. 

The  Chairman.  Possibly  so.  We  feel  that  the  housing  bill  covers 
the  slum  clearance  and  blighted  areas  and  we  feel  that  blighted  areas 
and  slum  clearance  primarily  are  caused  by  smoke,  dirt,  dust,  and  so 
forth.  It  is  not  going  to  do  much  good  to  build  new  buildings  in  these 
areas  and  then  have  the  same  condition  exist  with  smoke  coming  down 
upon  them  and  making  them  blighted  and  slum  areas  again  in  10 
years.  We  will  not  accomplish  much  by  doing  that.  That  is  why 
we  are  interested  in  the  subject  as  a  part  of  this  bill. 

Mr.  LiNSKY.  Along  that  line  is  wny  we  feel  that  if  either  spelled  out 
in  the  bill  that  there  be  a  local  advisory  group  of  people  like  myself, 
Dr.  Greenburg,  Austin  Daley,  and  others  to  guide  that  research  work 
so  that  it  is  well  pointed,  it  would  be  helpful. 

The  Chairman.  There  is  no  question  but  what  we  need  more  research. 

Thank  you  very  much. 

The  next  witness  will  be  Mr.  Austin  C.  Daley,  chief,  air  pollution 
reflation  engineer,  from  Providence,  R.  I. 
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STATEMENT  OF  AUSTIN  C.  DAHET,  CHIEF  AIB  FOLLITTION 
BEOXTLATION  ENOINEEB,  FBOVIDENCE,  £.  I. 

Mr.  Daley.  I  know  you  are  awfully  busy  and  I  intend  to  be  brief. 
I  have  a  brief  statement  which  I  would  like  to  read.  Following  it,  I 
would  like  to  make  some  informal  remarks. 

The  Chairman.  You  may  proceed  in  your  own  way. 

Mr.  Daley.  My  name  is  Austin  C.  Daley.  I  am  the  air  pollution 
engineer  for  the  city  of  Providence,  R.  I.,  a  position  I  have  held  since 
January  1, 1949. 

I  am  a  member  of  our  Air  Pollution  Control  Association  of  America 
and  have  served  on  its  dusts  and  fumes  committee. 

I  am  an  engineering  graduate  of  the  University  of  Rhode  Island 
and  a  registered  professional  engineer  in  the  State  of  Rhode  Island. 

Air  pollution  is  annually  costing  Americans  millions  of  dollars  in 
property  damage.  This  damage  manifests  itself  in  many  forms. 
The  cost  of  painting  structures  in  cities  is  much  greater  than  in  rural 
areas  because  of  the  dirt  in  city  air. 

Rain  combines  with  sulfur  from  smoking  chimnevs,  creating  a 
dihited  sulfuric  acid  which  actually  eats  away  stonework  on  buildings. 

You  gentlemen  have  all  seen  city  buildings  of  stone  being  steam 
cleaned  or  sandblasted.    This  is  an  expensive  process  and  is  require!     | 
only  because  of  polluted  air.  I 

It  is  very  disheartening  for  an  urban  resident  to  complete  a  new 
paint  |ob  on  his  house  and  have  it  covered  with  soot  and  dirt  before 
the  naint  is  even  dry.  Several  industrial  plants  in  Providence  have 
paici  damages  to  homeowners  who  suffered  this  mishap. 

This  is  a  problem  that  must  be  faced  by  all  those  interested  in 
public,  semipublic  or  group  housing.  Very  :few  new  housing  develop- 
ments are  built  in  the  wealthy  residential  areas  and  smoke  and  fly-ash 
from  industrial  stacks  can  cause  rapid  deterioration  of  a  handsome 
new  housing  development. 

Sootfall  not  only  damages  the  property  but  it  ruins  the  morale  of 
those  who  live  in  the  housing  units.  This  speaker  has  on  several  oc- 
casions entered  the  homes  of  housewives  who  wept  openly  in  frustra- 
tion because  of  the  filth  that  had  been  drifting  inside  their  homes  from 
nearby  stacks.  It  is  quite  disturbing  also  to  have  a  woman  show  you 
her  infant  covered  with  soot  immediately  after  putting  him  out  in  his 
carriage  for  a  sunning.  A  big  washing  hung  out  to  dry  and  getting 
showered  with  filth  is  just  another  complaint. 

Among  the  sites  proposed  for  a  new,  up|>er  middle  income  bracket 
ai^artment  development  is  a  spot  on  the  east  bank  of  the  Providence 
River,  It  was  pointed  out  that  with  Rhode  Island's  stream  pollution 
abatement  program  rolling  along  nicely,  this  would  be  an  attractive 
place  to  live. 

That  point  may  well  be  true  but  the  site  considered  is  only  a  quarter 
mile  from  the  local  power  utility  which  has  seven  larire  stacks  which 
frequently  fire  pulverized  coal  without  benefit  of  electrostatic  col- 
lei^tors.  As  a  result,  tons  of  soot  and  fly-ash  will  be  showered  on  these 
new  units  if  they  are  located  in  this  p'roposed  spot  The  installation 
of  electrostatic  collectors  by  the  utility  is  the  onlv  answer.  All  pul- 
verized coal-firing  plants  located  in  cities  should  be  equipped  with 
these  collectors.     However,  they  are  the  most  expensive  of  all  air 
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on  abatement  equipment  and  that's  where  the  Capehart-Kuchel 
ment  would  be  of  immense  help. 

story  on  the  Providence  Power  utility  can  be  repeated  all  over 
ition  in  steel  mills,  cement  manufacturing,  steam  generation, 
■ial  processing,  and  even  down  to  the  small  homeowner  firing 
ficient  smoky  old  kitchen  stove. 

pollution  with  its  dirt  and  filth  hurts  our  property  and  our 
.  It  just  isn't  good  municipal  housekeeping.  We  in  the  admin- 
re  and  pioneermg  phase  oi  this  work  are  grateful  to  Senators 
irt  and  Kuchel  tor  offering  us  such  a  strong  weapon  to  aid  us 
fight  to  give  the  American  people  clean,  fresh  air. 
ever,  please  allow  us  to  make  a  suggestion  on  the  air  pollution 
h  provision  of  this  amendment. 

3  tne  study  of  the  harm  polluted  air  does  to  crops  and  livestock 
that  the  Department  of  Agriculture  can  best  handle  this  work. 
Weather  Bureau  is  admirably  equipped  to  handle  the  meteor- 
1  aspects  of  the  problem. 

Bureau  of  Standards  could  measure  property  damage, 
health  aspect,  still  a  very  controversial  issue,  could  logically 
nder  the  Department  of  Health,  Education,  and  Welfare. 
«  it  comes  to  research  on  air  pollution  prevention  and  stopping 
s  source,  it  is  our  opinion  that  there  is  no  department  as  well 
for  this  task  as  the  Bureau  of  Mines.  This  department  has 
le  strong  right  arm  for  air  pollution  control  in  America.  When 
the  administrative  field  are  at  loss  for  an  answer  we  write  to 
reau  of  Mines  and  get  it. 

t  manmade  air  pollution  is  caused  by  the  exhaust  products  of 
stion.  Combustion  is  impossible  without  fuel  and  who  knows 
,bout  fuel  and  fuel  burning  than  the  Bureau  of  Mines? 
onclusion  allow  us  to  express  our  thanks  once  more.  This 
ment  will  go  down  in  history  as  the  first  positive  step  ever  taken 
ition  to  clean  up  the  air  that  its  people  must  breathe. 
Chairman.  Thank  you  very  much.  We  appreciate  your  state- 
We  have  prettv  much  covered  with  other  witnesses  some  of 
ngs  that  we  might  ask  you.  There  is  no  question  in  your  mind 
lat  we  would  get  the  cooperation  of  the  cities,  is  there? 
Daley.  I  think  you  would  get  enthusiastic  cooperation,  Senator. 
,  to  emphasize,  sir,  that  what  has  been  done  in  the  past  has  been 
g  to  compare  with  this.  The  only  time  I  liave  ever  heard  of  a 
doing  anything  was  in  1307  in  England  when  a  king  passed  a 
I  coal  that  was  mined  in  the  sea.  That  amounted  to  nothing. 
J  a  problem  which  has  been  facing  mankind  for  centuries.  To 
t  of  my  knowledge,  this  is  the  first  time  that  any  country  has 
•ied  to  do  something  about  it.  It  is  a  growing  menace.  I  am 
alified  to  get  into  the  health  aspects.  I  remember  when  I  was 
Navy,  I  was  in  the  Orient,  I  used  to  be  shocked  by  conditions  of 
3wers  in  the  streets  and  poor  municipal  water  supply.  We  have 
Bgulating  pure  food,  the  municipalities  supply  us  with  uncon- 
kted  water,  we  have  proper  waste  disposal,  and  yet  the  most 
iant  food  that  nature  gave  us  was  air  and  we  do  nothing  about  it. 
Chairman.  And  we  breathe  it  24  hours  a  day. 
Daley.  We  can  do  without  other  things  for  quite  a  bit  longer 
re  can  air.    Nothing  has  been  done.     No  matter  how  this  comes 
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out,  it  is  a  wonderful  shot  in  the  arm  to  the  morale  of  people  who  are 
trying  to  do  something  about  it. 

"^he  Chairman.  \Ve  are  going  to  try  to  do  it  this  year  and  if  we 
can't  we  are  going  to  keep  at  it  next  year  and  the  next  year.  I  am 
thoroughly  convinced  that  it  is  one  thing  that  is  vitally  needed. 

I  am  likewise  thoroughly  convinced  that  the  cities  and  the  countiefl 
and  States  cannot  do  it  without  the  cooperation  of  the  Federal  Goy- 
emment.  It  is  an  interstate  matter  and  I  am  hopeful  that  you  will 
enlist  the  assistance  of  the  Senators  and  C!ongressmen  from  your 
SUte. 

Mr.  Daley.  I  fully  intend  to  do  so,  sir. 

The  Chairman.  Talk  to  them  before  you  leave  here  today  if  you 
hare  time  and  arouse  some  interest  in  this  problem.  I  think  it  is  a 
terrific  problem.  There  is  nothing  worse  than  to  sleep  and  breathe 
this  soot  all  iiight. 

Mr.  Daley.  The  magnitude  of  the  problem  is  impressive  but  the 
thing  that  impresses  us  is  that  you  and  Senator  Kuchel,  as  far  as  I 
know,  are  the  first  ones  in  any  country  who  have  ever  attempted  to  do 
scmiething  on  a  nationwide  scale. 

The  Chairman.  We  are  going  to  see  if  we  can  do  it.  We  have  a 
certain  amomit  of  resistance  here.  You  get  that  on  new  ideas  all  the 
time.  It  ought  to  be  done  and  I  am  certain  we  are  going  to  be  able 
to  make  some  sort  of  a  start  on  it.  Just  how  elaborate  we  can  mab 
the  first  jump,  I  don't  know,  but  I  am  sure  we  can  make  a  start  on  it 
I  think  it  is  a  much  needed  thing. 

Thank  vou  very  much. 

We  will  now  hear  Dr.  Greenburg. 

STATEKENT  OF  LEONAED  OEEENBTTEG,  M.   B.,   GOMMISSIOHEB 
BEPAETMENT  OF  AIE  FOLLITTION  GONTEOL,  HEW  YOEE,  H.  T. 

Dr.  Greexburg.  Mr.  Chairman,  my  name  is  Leonard  Greenburg. 
I  am  the  commissioner  of  air  pollution  control  for  the  city  of  New 
York.  I  hare  been  on  that  job  for  going  on  2  years.  I  am  a  gradu- 
ate in  engineering  and  a  licensed  professional  engineer,  and  I  happen 
also  to  te  a  licensed  physician  in  the  State  of  New  York.  I  have 
read  over  this  bill  and  I  have  prepared  a  brief  statement  which  I 
would  like  to  read. 

The  Chairmax.  You  may  proceed  in  your  own  way. 

Dr.  Greenburg.  I  will  submit  it  to  your  committee  and  then  I  will 
try  to  answer  any  questions  wliich  may  arise. 

The  object  of  this  bill  is  to  further  the  elimination  of  smoke  and 
air  pollution  in  the  United  States  by  financial  assistance  from  the  Fed- 
eral Government  along  3  lines:  il's  by  the  provision  of  S,%  million 
in  funds  to  the  Department  of  Health,  Education,  and  Welfare  for 
the  undertakiiur  of  studies  and  the  conduct  of  a  pi\>gr:im  of  a  tech- 
nical research  in  the  field  of  air  r>ollution:  {H)  by  the  pri^vision  of 
loans  to  business  enterprises  and  tlie  purchase  of  obligations  of  busi- 
ness enterprises  by  the  Housing  and  Home  Administrator  to  aid  in 
financing  the  purohasse  of  ei^uipment  for  air-p«>llution  control.  The 
total  amount  of  such  investments,  purchases  and  i^ommitments  shall 
not  exoeeil  ?.V»  million  at  any  one  time:  and  <?>),  the  provision  of  a 
deduction  with  respect  to  the  amortization  baseil  on  a  |>eriv>l  of  (lO 
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months  of  any  device,  structure^  or  equipment  for  the  collection  at 
the  source  of  prevention  or  elimination  of  atmospheric  pollutants. 

For  many  years,  industry  in  the  United  States  has  been  growing  at 
a  rapid  pace.  But  only  relatively  recently,  have  we,  in  this  country, 
become  aware  of  the  important  hearing  of  the  effects  of  atmospheric 
pollution  on  the  health  and  comfort  of  the  citizens  of  our  cities.  At 
the  present  moment,  there  are  two  gi*eat  needs  in  this  field.  In  the 
opinion  of  the  speaker,  they  are  as  follows : 

1.  We  need  more  technical  knowledge  of  the  causes  of  atmospheric 
pollution  and  the  devices  and  methods  necessary  for  the  control  of 
such  air  pollution;  and 

2.  Industry  and  those  who  pollute  the  atmosphere  must  place  in 
operation  the  best  known  devices  for  the  prevention  of  the  dissemina- 
tion and  for  the  control  of  atmospheric  pollutants. 

The  first  of  these  needs  will  he  greatly  aided  by  the  provision  of 
$5  million  per  amium  to  the  Department  of  Health,  Education,  and 
Welfare,  as  set  forth  in  the  bill.  In  the  opinion  of  the  speaker,  this 
portion  of  the  bill  is  well  di^awn,  for  it  enables  the  Public  Health 
Service  to  utilize  the  widest  possible  range  of  Federal  and  other  agen- 
cies for  assistance  in  this  program.  One  point  which  the  speaker 
wishes  to  call  to  the  attention  of  the  comnuttee  is  the  fact  that  this 
portion  of  the  bill  does  not  mention  studies  on  interstate  atmospheric 
pollution  and  I  believe  tlie  bill  would  be  greatly  strengthened  by  the 
addition  of  specific  authority  granted  to  the  Department  of  Health, 
Education,  and  Welfare  for  studies  on  interstate  atmospheric 
pollution. 

In  cooperation  with  local  jurisdiction,  I  believe  that  should  be 
written  into  the  bill  specifically,  because  it  is  one  of  the  areas  that  now 
constitutes  the  most  difficult  problem  to  resolve. 

Briefly  stated,  the  problem  of  interstate  atmospheric  pollution  is  in 
need  of  intensive  study  at  this  time.  The  Depaitment  of  Health. 
Education,  and  Welfare  and  the  Bureau  of  Mines  are  the  agencies  oi 
choice  for  such  studies,  and  it  is  for  this  reason  that  I  believe  the 
proposed  bill  should  be  amended  so  as  to  include  such  provisions. 

Tne  second  of  these  needs  is  the  assistance  to  industry  to  aid  in  the 
financing,  purchasing,  installation,  and  construction  of  ir-pollution- 
control  devices  which  will  be  greatly  furthered  by  the  provision  of 
loans  to  industry  and  the  provision  of  rapid  tax  amortization.  Briefly 
stated,  we  find  that  industry  is  often  cognizant  of  its  responsibility 
in  the  field  of  air  pollution  and  is  highly  desirous  of  controlling  air 
pollution  generated  by  its  processes.  But,  very  frequently,  industry 
finds  that  tliis  imposes  a  financial  burden  which  it  cannot  readily  meet. 
The  speaker  feels,  therefore,  that  the  provisions  outlined  in  this  bill 
would  greatly  assist  industry  in  meeting  its  community  obligations 
and  for  this  reason,  we  favor  the  passage  of  this  proposed  act. 

To  sum  up,  I  would  like  to  say  that  with  the  addition  of  provisions 
for  the  study  of  interstate  air-pollution  control,  I  believe  that  this  act 
should  have  the  full  support  of  the  Senate  Banking  and  Currency 
Committee  and  the  Congress  of  the  United  States. 

The  Chairman.  Do  you  have  a  good  law  in  New  York  City? 

Dr.  Greenburg.  Yes,  sir,  we  have  a  pretty  good  law,  sir.  We  keep 
on  amending  it  all  the  time  and  are  trying  to  improve  it.  We  have 
a  staff,  now,  of  about  75  people,  and  our  budget  is  about  $375,000. 
For  the  coming  fiscal  year,  it  will  be  about  $450,000. 
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The  Chairman.  You  feel  this  legislation  would  help  your  situation 
in  New  York? 

Dr.  Greenburg.  I  believe  it  would  help  many  parts  of  the  problem 
very  greatly ;  yes,  sir. 

The  Chairman.  There  is  no  question  but  what  it  is  an  interstate 
matter? 

Dr.  Greenburg.  There  is  no  question  in  my  mind.  For  instanc&y 
we  know  that  our  position  in  New  York,  with  the  prevailing  winds, 
the  direction  of  the  prevailing  winds  and  their  velocity,  brings  pol- 
lution to  us  from  adjoining  States.  It  is  very  difficult  to  move  otx 
this  problem. 

I  believe  this  is  a  prime  area  for  the  Federal  Government  to  step 
in,  and  I  believe  that  the  Public  Health  Service  and  the  Bureau  of 
Mines  could  lay  the  groundwork  for  important  studies  in  this  field 
which  should  help  us  greatly.  I  would  like  to  make  one  other  sug- 
gestion, if  I  may. 

The  Chairman.  Yes,  we  would  be  delighted  to  have  you  do  that^ 

Dr.  Greenburg.  Mr.  Linsky  made  this  suggestion.  I  think  that  if 
the  Public  Health  Service  gets  the  money  for  this  work,  there  should 
be  an  advisory  committee  from  the  various  States  and  cities  or  agen — 
cies  interested,  so  that  the  Public  Health  Service  would  move  alon^' 
practical  lines  as  we  see  the  problem  right  on  the  firing  line  in  ouir' 
own  cities  and  States.  It  is  important  that  we  get  help  along  thoen*- 
lines,  and  in  a  more  practical  fashion,  so  as  to  solve  pressing  dav — 
to-day  problems. 

I  think,  finally,  I  would  like  to  make  one  other  suggestion  that  IH 
don't  think  was  mentioned  in  the  proposed  bill.  That  is  that  if  th^^ 
Public  Health  Service  gets  this  money,  they  do  some  basic  educational 
work  in  the  field  and  assist  the  States  and  cities  from  the  educational 
viewpoint.  They  might  employ  one  or  more  educational  experts  to 
l)reparo  T)aniphlets  and  material  which  could  be  used  in  the  local  areas 
ofrtM'tively. 

Kducation  is  a  very  important  part  of  this  field.  It  is  pretty  diffi- 
cult in  a  local  city  to  get  money  for  educational  efforts.  If  the 
Public  Health  Service  had  this  money,  they  could  do  it  on  a  central 
basis  and  then  the  material  could  be  picked  up  by  the  various  cities 
and  used  in  these  local  jurisdictions.  It  would  be  of  great  help  to 
us,  midoubtedly. 

The  Chairman.  Do  you  have  any  questions.  Senator  Payne?  If 
not,  thank  you  very  much.     We  appreciate  your  testimony. 

Our  next  and  last  witness  will  be  Mr.  John  Clausheide  of  Evansville, 
Ind.  He  is  the  smoke  commissioner  of  Evansville.  We  are  delights 
to  have  you,  Mr.  Clausheide.  If  you  will  proceed  in  your  own  way, 
we  will  have  some  questions  for  you. 

STATEMENT  OF  JOHN  CL^MV^  SMQK&COHMISSIONEE, 

Evy      i%  istm^ 

Mr.  CLAUSHEmE.  My  vf  mSP  f^j^he  smoke 

commissioner  for  the  citt  jfl|  -  ^^^*fe^  had 

an  annu^Jn^^apprdl  ^F  -'^to  air 
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The  Chairman.  Do  you  have  a  smoke  ordinance  ? 

Mr.  Clausheide.  We  have  a  smoke  abatement  ordinance  alone.  Last 
week  a  group  of  irate  citizens  appeared  before  the  city  council  and 
asked  that  we  have  a  prohibition  against  odious,  noxious  gases^  and 
so  forth,  and  fumes  from  plants.  Our  chief  form  of  air  pollution — 
we  won't  dwell  any  longer  on  dust  fall — is  smoke  and  industrial 
gases.  We  have  only  a  smoke  law,  but  we  are  amending  it  now  to 
include  industrial  gases. 

The  Chairman.  What  is  your  biggest  resistance  in  enforcing  this 
law? 

Mr.  Clausheide.  Our  chief  drawback  there  is  finance. 

The  Chairman.  Finance? 

Mr.  Clausheide.  That  is  right. 

The  Chairman.  In  what  respect?  There  is  not  enough  money  to 
catch  the  offenders  ? 

Mr.  Clausheide.  We  are  confronted  mostly  with  the  small  indus- 
trialists and  the  smaller  businesses,  where  just  a  few  hundred  dollars 
is  the  difference  between  successful  operation  and  no  operation  at  all. 

The  Chairman.  Would  this  legislation  help  you  in  Evansville? 

Mr.  Clausheide.  It  would  definitely  help  us.  Outside  of  air  pollu- 
tion being  a  prime  factor,  financing  would  be  No.  2.  Getting  back 
to  our  loss,  our  smoke  abatement  program  now  is  5  years  old,  and  we 
have  reduced  our  smoke  70  percent.  We  have  a  cooperational  form 
of  ordinance  that  has  been  complied  with  greatly  by  the  railroads. 
They  know  the  value  of  smoke  abatement  in  efficiency. 

In  1949  we  had  between  110  and  125  locomotives  every  24  hours. 
Today,  we  have  one.  Our  smoke  has  been  definitely  pulled  down  to 
70  percent  of  its  original  volume.  Now  that  we  have  reduced  this 
$600,000  to  approximately  $200,000,  we  know  this  can  definitely  be 
reduced  more,  yet  by  giving  the  small  industrialists  means  of  financing 
a  program  that  will  help  them  install  this  equipment  they  need  so 
greatly. 

I  also  made  a  little  survev  before  coming  up  here,  through  the 
realtors  of  the  city,  which  I  tnink  will  interest  you.  Suburban  build- 
ing is  up  32  percent  in  our  area  over  city  building.  Of  this  32  percent, 
40  percent  give  the  reason  that  they  want  to  escape  the  exhaust  of 
the  city,  air  pollution,  smoke,  dust,  fumes,  and  so  forth,  by  going  to 
the  country.  I  contacted  a  number  of  the  realtors  there  and  they  have 
given  me  this  figure  with  the  best  assurance  that  it  was  correct. 

The  easiest  way  that  any  small  business  can  do  it  is  to  start  with 
a  small  amount  of  money  and  any  exhaust  fumes  or  byproduct  they 
have  in  the  plant  is  fanned  out  in  the  atmosphere  because  of  the  im- 
mense cost  of  a  lot  of  this  equipment.  Most  of  your  industries  today 
are  synthetic  industries.  You  may  have  the  industries  coming  up  in 
fields  such  as  the  gentleman  spoke  of  awhile  ago  of  cement,  and  so 
forth,  but  now  you  have  all  your  heavy  chemical  industries,  such  as 
plastics,  and  so  on,  with  an  immense  volume  of  fumes. 

I  have  one  particular  case  in  mind  where  the  fumes  run  about  4,000 
cubic  feet  a  minute,  where  the  entire  residential  district,  which  is  on 
the  top  of  a  hill,  appeared  before  the  safety  committee  to  ask  that  an 
ordinance  be  adopted  to  prevent  this  company  from  turning  loose 
fumes.  So,  health  has  been  affected  and  property  owners  had  sold 
their  property. 
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The  radio  and  the  TV  station  were  among  the  chief  opponents  of 
this  company.  We  have  been  working  with  them  consistently  since 
1949.  They  nave  given  us  the  information  chat  they  do  not  have  the 
money  to  go  ahead  with  this.  I  do  not  know  definitely  that  it  can 
be  cured,  and  it  is  within  their  scope  of  finances  if  they  had  some  means 
to  finance  this. 

The  topographical  terrain  of  our  city,  as  you  know,  is  that  we  are 
situated  in  the  center  of  a  soft-coal  region.  We  do  not  advocate  against 
the  use  of  coal.  As  a  matter  of  fact,  we  go  along  with  it.  We  want 
to  uphold  our  centralized  industry. 

The  Chairman.  I  am  100  percent  with  you  on  that. 

Mr.  Clausheide.  We  go  into  the  boiler  room,  the  place  where  the 
fumes  originate,  and  through  engineering  and  salesmanship,  we  get 
the  property  owners  to  go  along  with  us  to  stay  away  from  the  arms 
of  the  law.  We  find  that  with  proper  financing,  the  small-home  owner 
and  the  small-business  man  would  definitely  go  into  air  pollution 
control. 

The  Chairman.  Do  you  think  the  three  features  of  this  bill  would 
be  helpful  to  your  citv  ? 

Mr.  Clausheide.  I  definitely  do. 

The  Chairman.  And  help  to  eliminate  more  of  the  smoke  ? 

Mr.  Clausheide.  That  is  right.  Today  we  must  depend  upon  such 
institutions  as  the  bituminous  coal  research,  the  Coal  Producers  Asso- 
ciation, the  United  States  Bureau  of  Mines,  and  so  forth,  for  our 
information  pertaining  to  smoke  abatement. 

The  Chairman.  Do  you  have  areas  down  there  where  even  though 
you  build  new  houses  in  the  areas,  within  a  period  of  time,  as  a  result 
of  the  smoke  and  dirt,  they  would  become  slums  and  blighted  areas? 

Mr.  Clausheide.  The  situation  that  I  spoke  of  is  in  a  highly  resi- 
dential district  that  will  definitely  be  on  the  downgrade  due  to  these 
fumes.  We  have  a  slum  clearance  program  in  Evansville  at  the  present 
time.  Incidentally,  the  two  slum  clearances  in  progress  now  are 
probably  situated  in  the  dirtiest  parts  of  the  city. 

The  Chairman.  And  when  you  build  new  buildings  there,  they  will 
become  dirty  ? 

Mr.  Clausheide.  That  is  right.  They  will  become  deteriorated 
in  a  few  years.    That  is  about  all  I  had,  Senator. 

The  Chairman.  You  have  been  very  helpful,  and  we  appreciate 
your  coming  in,  as  we  do  all  other  witnesses.  I  cannot  help  but 
comment.  Senator  Payne,  that  we  have  had  3  days  of  hearing  and 
listened  to  30  or  40  witnesses,  and  we  have  not  had  a  single  witness 
who  has  been  against  this  bill  or  any  portion  of  it. 

Everybody  has  been  for  it.  I  think  it  is  the  first  time  in  my  history 
in  10  years  in  the  Senate  that  every  witness  has  been  for  a  bill. 

Is  there  anyone  out  there  who  is  against  this  legislation?  I  hear 
no  one.  I  suppose  that  one  reason  that  everybody  is  for  it  is  that 
everybody  wants  to  get  rid  of  smoke  and  dirt. 

We  thank  you  very  much.  You  have  been  very  helpful,  and  we 
appreciate  it. 

Is  there  anything  else  to  go  in  the  record  ?  We  will  hold  the  record 
open  until  Monday,  in  case  anyone  wishes  to  file  any  additional  state- 
ments or  supplements. 
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Is  there  anv  otJier  matter  to  go  in  the  record?  Do  you  have  any- 
thing, Mr.  Chief  Clerk? 

Mr.  DixoN.  I  have  reports  here  which  may  not  have  been  put  in,  yet. 

The  Chairman.  Witiiout  objection,  we  will  place  in  the  record  what- 
ev€ir  r^orts  from  Government  agencies  we  may  have  or  receive. 

(The  reports  referred  to  follow :) 

Housing  and  Home  Finance  Agency, 

Office  of  the  Administtbatob, 
Washington  D.  C,  Afni^l  6, 1954, 
Re  amendment  of  S.  2938 — Smoke  eUmination  and  air-pollution  prevention 
Hon.  Homes  E.  Oapehari\ 

Chairman,  Committee  on  Banking  and  CurrencVy 
United  States  Senate,  Washinvton,  D.  C. 

Deab  Senaixmi  Capehart:  This  is  in  reply  to  your  letter  of  April  3  requesting 
our  views  on  a  proposed  amendment  to  S.  2i)38  which  would  add  a  new  title 
VIII.  "Smoke  Elimination  and  Air  Pollution  Prevention,'*  to  the  bill. 

The  proposed  additional  title  would  authorize  research,  loans,  and  special 
tax  benefits  to  assist  smoke  elimination  and  air-pollution  prevention.  The 
Housing  Administrator  would  be  authorized  to  administer  the  loan  program  under 
which  loans  would  be  made  in  cooperation  with  banks  or  other  lending  institu- 
tions to  business  enterprises  to  aid  them  in  financing  the  purchase,  installation, 
construction,  reconstruction,  or  remodeling  of  smoke  elimination  of  air-pollution 
prevention  devices,  structures,  machinery,  or  equipment 

This  Agency  is  in  accord  with  the  purposes  of  the  proposed  amendment.  E5x- 
cessive  smoke  and  air  pollution,  injurious  to  both  health  and  property,  have  be- 
come a  major  problem  in  most  of  our  industrial  areas.  Smoke  and  air  pollution 
are  substantial  contributing  factors  to  the  deterioration  of  homes  in  many  areas. 
The  proposed  amendment  therefore  complements  the  provisions  of  S.  2938  which 
would  assist  in  improving  and  conserving  housing  and  neighborhoods. 

The  experience  of  this  Agency  in  administering  loan  programs  leads  us 
to  suggest  that  your  committee  might  wish  to  consider  amending  the  provision  in 
section  803  (b)  (appearing  at  p.  6,  line  3)  which  states  that  loans  under  the 
proposed  new  title  "shall  be  made  in  cooperation  with  banks  or  other  lending 
institutions."  This  provision  as  it  is  now  worded  would  give  the  Housing  Ad- 
ministrator no  authority  to  make  loans  without  the  participation  of  lending 
institutions  in  the  few  instances  where  such  authority  may  be  needed  either  be- 
cause there  Is  no  lending  Institution  operating  in  the  locality  willing  to  partici- 
pate in  such  a  loan,  or  because  the  lending  institution  offers  to  participate  only 
upon  terms  which  would  result  in  the  Government  assuming  an  undue  share  of 
the  risk  in  relation  to  its  share  of  the  proposed  interest  charges  or  other  charges. 
It  is  suggested  that  this  provision  be  amended  to  permit  the  making  of  loans  in 
such  cases  without  the  participation  of  private  lending  institutions.  Provision 
could  be  Included  to  make  it  clear  that  the  additional  loan  authority  could  be 
uaed  only  in  exceptional  cases  where  it  is  essential  In  order  to  accomplish  the 
purposes  of  the  title.  Such  an  amendment  should  result  in  relatively  few  loans 
being  made  without  participation  by  private  lenders,  but  would  nevertheless  be 
helpful  In  strengthening  the  position  of  the  Federal  Government  in  connection 
with  the  negotiation  of  the  terms  of  participation  agreements. 

It  Is  also  suggested  that  the  word  "elimination"  might  be  substituted  for  the 
word  "abatement"  on  page  2,  line  14,  and  page  13,  line  18,  merely  in  order  to 
make  the  language  at  these  two  places  consistent  with  the  language  used  in 
other  provisions  of  the  amendment. 

Some  consideration  has  l)een  given  to  the  amount  ($50  million)  of  the  author- 
ization for  loans.  However,  this  agency  has  no  facts  on  which  to  make  a 
reasoned  estimate  of  the  amount  which  should  be  provided,  since  there  has  been 
no  opportunity  for  us  to  study  the  actual  extent  of  the  problem  or  the  types  of 
devices,  structures,  machinery,  and  equipment  which  would  be  financed  by  the 
loans.  Such  information  as  we  do  have  indicates  that  expenditures  by  large 
Industries  for  smoke  elimination  or  prevention  of  air  pollution  can  run  into  large 
amounts.  The  testimony  which  your  committee  will  receive  on  this  amendment 
when  hearings  are  held  will  no  doubt  give  you  a  further  basis  for  determining 
the  amount  of  authorization  which  should  be  provided. 

This  agency  recognizes  that  tax  authorization  provisions  along  the  lines  of 
the  pr<^K)sed  section  804  could  furnish  a  major  incentive  toward  solving  the 
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problem  of  excessive  smoke  and  air  pollution.  However,  because  a  full  evalua- 
tion of  the  technical  features  of  the  section  involves  considerations  of  technical 
tax  matters,  this  Aj?ency  is  not  in  a  position  to  comment  on  them.  We  assume 
that  your  committee  will  obtain  from  the  Treasury  Department  its  advice  con- 
cerning these  technical  provisions,  as  well  as  the  section  as  a  whole. 

At  the  request  of  members  of  your  staff  who  have  informed  us  that  your  com- 
mittee is  about  to  consider  the  proposed  amendment,  this  report  is  being  sent  to 
you  prior  to  clearance  with  the  Bureau  of  the  Budget.    As  soon  as  the  Bureau's 
views  are  obtained,  we  will  send  you  a  supplemental  report. 
Sincerely  yours, 

Albebt  M.  Cole,  Administrator. 


Housing  and  Home  Finance  Agency, 

Office  of  the  Administrator, 
Washington,  D.  C,  April  19,  1954, 
Re  amendment  of  S.  2938 — Smoke  elimination  and  air  iwllutlon  prevention 
Hon.  Homer  E.  Capehart, 

Chairman,  Committee  on  Banking  and  Currency, 
United  States  Senate,  Washington  25,  D.  C, 
Dear  Senator  Capehart  :  My  report  to  you  of  April  6  with  respect  to  a  pro- 
posed amendment  of  S.  2938,  smoke  elimination  and  air  pollution  prevention, 
explained  that  the  report  was  being  sent  to  you  prior  to  clearance  with  the  Bu- 
reau of  the  Budget  and  that  as  soon  as  the  Bureau's  views  were  obtained  we 
would  advise  you  further.    Accordingly,  there  are  enclosed  copies  of  the  letter 
which  this  Agency  received  from  the  Bureau  on  the  proposed  amendment. 
Sincerely  yours, 

Albert  M.  Cole,  Administrator, 

Executive  Office  of  the  President, 

Bureau  of  the  Bunoirr, 
Washington,  D.  C,  April  13, 195i. 
Hon.  Albert  M.  Cole, 

Administrator,  Housing  and  Home  Finance  Agency, 

Washington,  D.  C, 
(Attention :  Mr.  B.  T.  Fitzpatrick,  614  Normandy  Building.) 
My  Dear  Mr.  Cole  :  This  will  acknowledge  your  letter  of  April  6,  1954,  trans- 
mitting copies  of  the  report  presented  to  the  Senate  Committee  on  Banking  and 
Currency  on  an  amendment  proposed  by  Senator  Capehart  to  S.  2938,  adding  a 
new  title  VIII.  This  title  would  authorize  research,  loans,  and  special  tax 
benefits  to  promote  smoke  elimination  and  air  pollution  prevention. 

The  objectives  of  the  proposed  amendment  are  important  to  the  protection  of 
the  health  and  property  of  our  urban  population.  It  would  appear,  however,  that 
in  the  main  the  initiative  for  achieving  such  objectives  should  be  local,  and  that 
if  Federal  assistance  is  necessary  this  can  be  provided  in  substantial  measure 
under  existing  authority. 

The  present  statutory  authority  of  the  Department  of  Health,  Education  and 
Welfare  and  other  agencies  to  engage  in  research  appears  already  adequate  to  ac- 
complish most,  if  not  all,  of  the  purpose  of  the  proposed  section  802.  With  re- 
spect to  the  loans  proposed  in  section  803  to  help  business  enterprises  finance 
equipment  to  abate  air  pollution,  we  have  no  evidence  either  of  the  need  for  such 
assistance  or  of  the  inability  of  private  lenders  or  other  govermental  sources  to 
provide  such  financing  on  reasonable  terms ;  accordingly,  it  would  appear  incon- 
sistent with  the  fiscal  objectives  of  this  administration  to  authorize  this  new 
loan  program  unless  other  resources  are  not  available  to  meet  these  specific 
needs.  We  are  advised  by  the  Secretary  of  the  Treasury  that  enactment  of  the 
general  tax  revisions  now  pending  before  the  Congress  would  materially  reduce 
the  possible  need  for  special  tax  incentives  and  that  consideration  of  the  pro- 
posal in  section  804  to  authorize  accelerated  amortization  for  tax  purposes 
should  be  deferred  until  studies  now  under  way  can  be  completed. 

For  the  foregoing  reasons,  while  recognizing  that  the  purpose  of  the  proposed 
amendment  is  meritorious,  the  Bureau  of  the  Budget  is  unable  to  recommend  Its 
favorable  consideration. 
Sincerely  yours, 

Roger  W.  Jones, 
Assistant  Director  for  Legislative  Reference. 
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Depabtment  op  Health,  Education,  and  Welfare, 

Washingtoih  April  19,  1954. 
Hon.  Homes  E.  Capehabt, 

Chairman,  Committee  on  Banking  and  Currency, 
United  States  Senate,  Washington,  D.  C. 

Deab  Me.  Chairman  :  This  letter  is  in  response  ot  your  request  of  April  3, 
1954,  for  a  report  on  an  amendment  relating  to  smoke  elimination  and  air 
pollution  prevention  intended  to  be  proposed  to  S.  2938,  the  Housing  Act  of 
1954.  The  proposed  amendment  would  insert  a  new  title  VIII  in  the  housing 
act  which  would  authorize  Federal  aid  for  air  pollution  prevention  and  abate- 
ment through  research,  loans,  and  purchases  of  private  business  obligations, 
and  rapid  tax  amortization  benefits. 

The  Secretary  of  Health,  Education,  and  Welfare  would  be  directed  and 
authorized  to  undertake  and  conduct  technical  research  and  studies  concerned 
with  (a)  causes  of  air  pollution  and  excessive  smoke,  (6)  devices,  structures, 
machinery,  equipment,  and  methods  for  the  prevention  or  elimination  of  exces- 
sive smoke  and  air  pollution,  or  the  collection  of  atmospheric  contaminants,  and 
(c)  guidance  and  assistance  to  local  communities  in  smoke  abatement  and  air 
I>ollufion  prevention  and  control.  In  conducting  the  research  and  studies,  the 
Secretary  would  be  authorized  to  contract  with  Federal,  State,  or  local  public 
agencies,  educational  institutions,  or  nonprofit  organizations,  and  to  dissemi- 
nate the  results  of  research  so  as  to  make  it  useful  to  industry  and  the  general 
public.  Up  to  $5  million  would  be  authorized  to  be  appropriated  to  carry  out  the 
research  program. 

The  Housing  and  Home  Finance  Administrator  would  be  authorized  to  aid 
business  enterprises  in  the  financing  of  air  pollution  control  devices,  structures, 
machinery,  or  equipment  through  loans  and  purchases  of  obligations.  A  deter- 
mination would  be  required  by  the  Administrator  that  the  loans  would  accom- 
plish the  objective  of  (a)  substantially  reducing  the  amount  of  smoke  or  air 
X>ollution  or  contamination  in  the  community,  or  (&)  in  conjunction  with  other 
proposed  action  in  the  community,  substantially  reducing  the  amount  of  such 
smoke,  pollution,  or  contamination.  Provision  is  made  for  determination  of 
interest  rates  on  such  loans  in  cooperation  with  the  Secretary  of  the  Treasury. 
The  amendment  would  authorize  an  appropriation  of  funds  suflacient  to  carry 
out  an  assistance  program  of  not  to  exceed  $50  million  outstanding  at  any  one 
time.  Not  more  than  10  percent  of  the  funds  provided  could  be  made  available 
in  any  one  State. 

ITie  Internal  Kevenue  Code  would  be  amended  to  permit  for  Federal  income 
tax  deduction  purposes  the  rapid  amortization  (over  a  period  of  60  months)  of 
devices,  structures,  machinery,  or  equipment  for  the  collection  at  the  source  or 
for  the  prevention  or  elimination  of  atmospheric  pollutants  and  contaminants. 
Hiis  special  tax  benefit  would  be  available  to  the  extent  that  the  property  which 
would  be  amortized  is  certified  by  the  Secretary  of  Health,  Education,  and  Wel- 
fare as  being  in  aid  of  the  collection  at  the  source  or  the  prevention  or  elimina- 
tion of  atmospheric  pollutants  and  contaminants. 

The  amendment  would  provide  also  that  the  authority  of  the  Federal  Housing 
Commissioner,  under  the  National  Housing  Act,  as  amended,  shall  be  used  to 
encourage  home  conversion  and  improvement  loans  which  will  aid  in  smoke 
abatement  and  air  pollution  prevention. 

We  are  confining  our  comments  on  the  proposed  amendment  to  the  provisions 
which  would  confer  jurisdiction  upon  this  Department  in  the  field  of  research 
and  for  the  certification  of  eligibility  for  tax  benefits. 

With  respect  to  the  need  for  research,  there  is  increasing  evidence  that  polluted 
air  over  cities  and  metropolitan  areas  constitutes  a  serious  hazard  to  their 
health  and  welfare.  There  have  been  a  number  of  specific  instances  in  which 
loss  of  life,  serious  illness,  and  significant  economic  damage  have  aroused  na- 
tional concern.  These  dramatic  occurrences,  however,  merely  highlight  a  mor^ 
generalized  condition  which  Is  resulting  from  the  expanding  industrial  tech- 
nology and  urbanization  of  our  Nation. 

The  Association  of  State  and  Territorial  Health  Officers,  at  its  last  annual 
meeting  in  November  1953,  stated  that  it  was  impressed  by  the  evidence  of  the 
increasing  significance  of  air  pollution  as  a  public-health  problem,  especially  in 
densely  populated  industrial  areas.  They  further  stated  that  a  critical  ap- 
praisal of  the  nature  and  extent  of  effects  arising  in  population  groups  subjected 
to  various  atmospheric  conditions  is  needed  in  order  to  (a)  recognize  important 
health  problems,  (b)  plan  and  conduct  research  and  studies  on  atmospheric 
pollution  in  relation  to  health  and  well-being,  and  (c)  determine  the  kind  and 
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magnitude  of  laboratory  and  field  inyestigations  required  to  resolve  atmospberic 
pollution  problems. 

In  addition  to  the  effects  on  health,  the  economic  and  nuisance  aspects  of  air 
pollution  are  becoming  increasingly  serious  throughout  the  country.  Ck>rrosion 
of  structural  metals,  discoloration  of  paint,  deterioration  of  tires  and  other 
rubber  goods,  soiling  of  buildings  and  wearing  apparel,  reduced  flight  and  groiiDd 
Ylsibility,  damage  to  foliage  and  crops,  and  devaluation  of  real  property  caused 
by  substances,  fuel,  mineral  and  organic,  wasted  into  the  air,  contributed  to  a 
staggering  total  economic  loss. 

The  ultimate  correction  of  conditions  which  now  result  in  excessive  air 
pollution  depends  upon  successful  operation  of  local  or  areawide  control  meas- 
ures. Expansion  of  research  to  define  the  extent  and  nature  of  air  pollution,  to 
assess  health  and  related  economic  damage,  and  to  develop  practical  remedial 
measures  is  a  logical  prerequisite  and  complement  to  the  establishment  of  local 
abatement  programs.  The  number  and  type  of  requests  for  technical  assistance 
received  by  this  Department  indicate  that  most  cities  recognize  that  they  lack 
the  necessary  technical  information  upon  which  to  base  satisfactory  conununlty 
air  pollution  control  programs,  and  that  the  development  of  that  information  is 
beyond  their  individual  i-esources. 

Insofar  as  the  health  asi>ect8  of  air  pollution  are  concerned,  it  should  be 
noted  that  the  broad  authority  for  research  and  technical  assistance  contained 
in  section  301  and  other  provisions  of  the  Public  Health  Service  Act  authorizes 
many  of  the  activities  that  the  new  section  802,  which  the  amendment  proposes 
to  add  to  S.  2938,  would  authorize.  Under  this  existing  authority  the  Public 
Health  Service  has  for  several  years  been  engaged  in  air  pollution  research  of  a 
limited  nature.  In  response  to  requests  from  local  and  State  agencies  and 
industrial  organizations,  we  have  attempted  within  available  resources  to 
famish  technical  advice  on  some  of  the  most  urgent  air  pollution  problems.  Of 
necessity,  such  activities,  however,  have  been  sporadic  and  not  commensurate 
with  the  scope  and  complexity  of  these  problems. 

The  comprehensive  studies  which  the  Public  Health  Service  has  made  in  con- 
nection with  such  acute  episodes  as  Donora.  Pa.,  have  served  to  emphasize  the 
very  complex  nature  of  the  problem.  A  limited  air-sampling  project  now  being 
carried  on  through  the  new  Robert  A.  Taft  Sanitary  Engineering  Center  of  the 
Public  Health  Service  at  Cincinnati,  Ohio,  is  illustrative  of  the  kind  of  investiga- 
tion and  study  which  is  so  greatly  needed  in  this  field.  For  the  past  several 
months,  air  sampling  lias  been  conducted  tliroujih  the  cooperation  of  local  agen- 
cies in  23  areas  scattered  throughout  the  United  States  and  Alaska.  Samples 
analyzed  in  the  center  are  providing  basic  information  on  types  of  pollution 
typical  of  areas  which  differ  widely  as  to  climate,  topography,  meteorology, 
industrial  activities,  population  density,  and  municipal  sanitation  practices.  It 
is  providing  some  information  also  on  the  regional  and  national  impact  of  a 
rapidly  increasing  number  and  size  of  local  sources  of  airborne  pollutants.  The 
current  program  is  designed  to  provide  basic  data  on  which  to  plan  and  carry 
out  more  intensive  studies  where  such  are  found  to  be  needed. 

While  we  agree  that  an  overall  comprehensive  approach  to  air  pollution  re- 
search is  desirable  and  that  any  expansion  of  research  activities  in  this  field 
should  be  centralized  in  this  Department,  we  fully  recognize  that  the  many  dif- 
ferent phases  of  an  effective  air  pollution  research  program  which  we  have  men- 
tioned embrace  the  interests  of  a  number  of  different  Federal  agencies.  In  ad- 
dition to  those  agencies  specified  in  the  proiwsed  amendment,  the  Departments 
of  Commerce,  Agriculture,  and  the  Interior  are  concerned  with  economic  ef- 
fects of  air  pollution,  including  the  efi'ects  on  animals  and  crops,  the  hazards 
created  by  reduced  visibility  around  airports,  and  the  conservation  or  recovery 
of  materials  being  dissipated  into  the  atmosphere. 

If  given  the  responsibilities  which  the  amendment  proposes,  this  Department 
would  fully  utilize  and  contract  for  the  available  facilities  and  assistance  of 
other  interested  Federal  agencies,  and  State  or  local  public  agencies,  educa- 
tional institutions,  and  nonprofit  organizations,  as  would  be  authorized  by  the 
amendment.  We  would  wish  to  establish  also  an  interagency  technical  advisory 
committee  in  furtherance  of  comprehensive  planning  and  cooperative  action  for 
solution  of  the  air-pollution  problem. 

With  respect  to  the  desirability  of  the  authorization  of  $5  million  for  air  pol- 
lution research,  as  proposed  in  the  amendment,  we  note  that  no  time  limit  is 
specified  for  the  appropriation  or  expenditure  of  this  sum.  If  it  is  intended  that 
this  sum  be  expended  promptly,  we  would  regard  it  as  substantially  greater  than 
could  be  justified  in  the  light  of  overall  appropriations  levels  for  this  Depart- 
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ment  and  the  Public  Health  Service.  If,  on  the  other  hand,  it  is  intended  tibat 
this  sum  be  expended  over  a  long  period  of  years,  the  dollar  amount  specified 
becomes  of  much  less  significance  (except  as  a  limitation)  and  bears  very  little 
relation  to  desirable  appropriation  levels  at  any  given  time  in  the  future.  In 
any  case^  the  question  of  how  much  Federal  money  should  be  made  available  for 
thhs  purpose  in  any  particular  fiscal  year  is  one  that  must  be  weighed  along  with 
the  Government's  other  objectives  for  that  year  and  in  the  light  of  the  whole 
budgetary  situation  at  that  time.  We  would  therefore  think  it  preferable  to 
omit  from  the  proposed  amendment  any  specific  indication  of  the  amount  au- 
thorized to  be  appropriated. 

The  amendment  would  provide  also  corollary  programs  of  financial  assistance 
to  business  enterprises  and  tax-amortization  benefits  to  stimulate  the  installa- 
tion of  the  facilities,  devices,  and  processes  required  for  pollution  abatement. 
Since  these  programs  would  be  under  the  respective  jurisdictions  of  the  Housing 
and  Home  Finance  Administrator  and  Uie  Secretary  of  the  Treasury,  we  defer 
to  their  views  as  to  the  desirability  of  these  portions  of  the  proposed  amendment 
We  in  this  Department  have  no  basis  for  an  informed  opinion  as  to  whether  lack 
of  credit  on  reasonable  terms  is  an  important  contributing  factor  to  the  slow 
rate  of  progress  being  made  on  the  part  of  municipalities  and  industries  in  mak- 
ing, capital  ea^enditures  for  pollution-abatement  equipment  and  f ac^ties,  or  as 
to  whether  a  Federal  loan  program  would  be  necessary  or  desirable,  assuming 
lack  of  credit  to  be  an  important  factor.  As  to  the  tax-amortization  provisions 
of  the  bill,  we  understand  that  the  Treasury  Department  is  now  studying  the 
whole  problem  of  tax  incentives  and  we  would  certainly  concur  in  that  Departs 
ment's  view  that  action  on  this  feaure  of  the  amendment  be  deferred  until  com- 
lAetion  of  those  studies. 

In  summary,  this  Department  is  in  sympathy  with  the  objectives  of  the  amend- 
ment and  is  in  accord  with  the  proposal  for  an  integrated  program  of  research 
into  the  problems  of  air-pollution  prevention  and  control.  In  view  of  the  pri- 
mary interest  of  other  departments  and  agencies  in  certain  provisions  of  the 
amendment,  our  specific  recommendations  are  restricted  to  those  provisions  for 
which  we  would  be  responsible. 

The  Bureau  of  the  Budget  advises  that  it  perceives  no  objection  to  the  submis- 
sion of  this  report  to  your  committee. 
Sincerely  yours, 

OvETA  Gulp  Hobby, 

Secretary, 

Statement  of  Mark  D.  Holus,  Pubuc  Health  Service,  Department  of  Health, 

edita\tton,  and  welfare 

Mr.  Chairman,  my  name  is  Mark  D.  Hollis.  I  am  tlie  Assistant  Surgeon 
General,  Chief  Sanitary  Engineer.  Public  Health  Service  of  the  Department  of 
Health,  Education,  and  Welfare. 

Mr.  Chairman,  a  few  days  ago  our  Department  received  a  request  for  a  report 
on  this  proposed  amendment  to  the  Housing  bill  (S.  2938).  This  report,  out> 
lining  the  Department's  views  on  the  measure,  is  being  drafted  and  every  effort 
will  be  made  to  clear  the  document  for  submission  to  your  committee  at  the 
earliest  practicable  time.  There  have  been  some  preliminary  discussions  with 
the  Secretary  of  our  Department  on  the  problems  of  community  air  pollution, 
and  I  know  that  she  is  greatly  interested  in  the  subject  and  is  in  sympathy 
with  the  objectives  of  working  out  practical  remedial  measures. 

Here  with  me,  Mr.  Chairman,  is  Dr.  Leslie  A.  Chambers,  director  of  research 
at  our  new  Robert  A.  Taft  Sanitary  Engineering  Center  in  Cincinnati.  Dr. 
Chambers  is  the  official  directly  concerned  with  the  community  air  pollution 
programs  of  the  Public  Health  Service.  We  are  here  this  morning  to  discuss 
the  general  problems  of  community  air  pollution  as  we  see  them  and  to  answer 
such  technical  questions  as  your  committee  may  wish  to  ask.  To  conserve  the 
cfn)iinittee*s  time  I  would  suggest,  Mr.  Chairman,  that  Dr.  Chambers  make  a 
brief  statement  at  this  time. 


Statement  of  Dr.  Leslie  A.  Chambers,  Pcbijc  Health  Service,  I>epartment  of 
Health.  Education,  and  Welfare 

Mr.  Chairman,  my  name  is  Leslie  A.  Chambers,  and  I  am  Director  of  Research 
at  the  Bobert  A.  Taft  Sanitary  Engineering  Center  of  tlie  Public  Health  Service, 
Department  of  Health,  Education,  and  Welfare. 
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In  this,  and  in  positions  held  previously,  I  have  had  responsibility  for  conduct- 
ing and  directing  research  and  investigation  in  the  field  of  community  air 
pollution. 

Each  person  on  earth  inhales  about  50  pounds  of  air  daily — a  larger  intake  of 
material  than  all  of  the  food  we  eat  and  the  water  we  drink.  Pollution  of  the 
air  is  proportional  to  the  size  of  populations  and  complexity  of  human  activity, 
and  can  therefore  be  expected  to  be  a  problem  of  increasing  magnitude. 

Already  its  economic  and  nuisance  aspects  have  become  serious  in  a  great  many 
of  our  cities.  Corrosion  of  structural  metals,  discoloration  of  paint,  deterioration 
of  tires,  soiling  of  buildings  and  wearing  apparel,  reduced  visibility,  damage  to 
foliage  and  devaluation  of  real  property  caused  by  substances  in  the  air  contribute 
to  a  staggering  total  economic  loss  annually.  Various  governmental  and  munici- 
pal estimates  have  placed  the  yearly  loss  at  about  $1,500  million.  Three  inde- 
pendent estimates  have  indicated  the  cost  of  polluted  air  in  Chicago  at  approxi- 
mately $20  per  person  per  year.  Other  studies  have  shown  the  annual  loss  in 
Pittsburgh  to  be  $10  million ;  in  Cincinnati,  $8  million ;  and  in  Cleveland,  $8 
million. 

Data  collected  by  the  Stanford  Research  Institute  from  the  15  largest  cities  In 
the  Nation  Indicate  the  direct  loss  to  specific  businesses  and  structures.  Twenty 
large  department  stores  showed  annual  losses  of  $20,000  to  $50,000  each;  10 
hospitals  indicate  an  annual  outlay  of  from  $4,000  to  $20,000  each ;  30  hoteto 
encountered  losses  of  $9,000  to  $25,000  each  from  smoke,  soot,  and  contaminated 
air ;  the  annual  loss  for  35  large  oflSce  buildings  amounted  to  $11,000  to  $35,000 
per  building. 

With  Increasing  frequency,  evidences  of  obvious  damage  to  the  health  and 
well-being  of  populations  are  appearing.  These  episodes  range  from  eye  smart- 
ing and  mild  nausea  as  experienced  frequently  in  Los  Angeles,  Louisville,  and 
other  cities,  to  acute  bronchial  or  pulmonary  spasm  and  quick  death  as  at  Donora, 
Pa.  There  are  evidences  that  the  effects  of  long  exposure  to  less  obvious  amounts 
of  air  pollutants  may  have  serious  health  consequences. 

Pollutants  exist  in  the  atmosphere  in  a  variety  of  physical  forms — solid  par- 
ticles, crystals,  vapors,  droplets,  gases,  spores,  pollen  grains,  bacteria,  etc.  The 
substances  involved  include  all  of  the  chemical  compositions  known  to  occur 
naturally  or  to  be  produced  artiflcally. 

While  in  the  air  many  of  these  substances  can  combine  with  others  or  be 
acted  upon  by  sunlight  and  atmospheric  gases  to  form  new  chemicals.  These, 
in  certain  Instances,  may  be  more  damaging  than  the  original  wastes  thrown  Into 
the  air. 

Additionally  there  is  experimental  evidence  that  certain  combinations  of  sub- 
stances in  air  produce  profound  physiological  effects  In  man,  whereas  their 
presence  singly  causes  little  or  no  response.  Thus  the  understanding  of  pollu- 
tlonal  effects  on  health,  and  probably  also  on  property  damage  requires  con- 
sideration of  the  effects  of  the  total  complex  mixture,  as  well  as  the  individual 
components. 

Pollution  of  air  and  Its  control  Is  in  many  respects  analogous  with  water 
pollution  and  Its  regulation.  Pollution  becomes  acutely  evident  where  dispersal 
conditions  are  not  adequate  for  rapid  dilution  of  wastes  to  low  levels.  It  Is 
therefore  essential  that  meteorological  phenomena  be  included  in  any  program 
of  air  pollution  investigation.  Movements  of  air,  available  dispersion  rates,  local 
tendencies  toward  stratification  of  the  atmosphere  at  low  levels,  and  the  general 
capacity  of  a  local  air  supply  for  self-purification  can  be  utilized,  in  selection  of 
plant  sites  and  location  of  Industrial  activities  to  reduce  the  probability  of  acute 
air  pollution. 

Since  air  is  a  commodity  which  moves  freely  from  place  to  place,  control  of 
its  quality  presents  to  local  communities  many  of  the  same  problems  they  have 
encountered  in  control  of  water  quality.  Many  pollutants  arise  locally  and  can 
be  controlled  at  the  source ;  others  arise  at  points  not  within  the  Jurisdiction  of 
local  authority.  It  appears  to  be  well  beyond  the  capabilities  of  municipalities 
to  determine  what  part  of  the  air  contamination  originates  within  jurisdictional 
limits  of  the  cities.  This  fact  makes  the  control  of  the  contributions  of  local 
activities  exceedingly  difllcult.  To  an  increasing  degree  air  pollution  is  becoming 
a  regional,  and  often  an  Interstate,  problem. 

The  Public  Health  Service  receives  a  large  number  of  requests  for  technical 
assistance  respecting  air  pollution.  With  few  exceptions  these  originate  within 
municipal  authorities.  In  a  number  of  municipalities  effective  smoke-abatement 
programs  have  been  established ;  in  a  few  of  these  more  or  less  vigorous  study 
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of  the  total  air-pollution  problem  has  been  sponsored  through  community  action. 
But  the  lack  of  technical  information  and  investigative  tools  for  handling  so 
complex  a  problem  has  usually  hindered  these  efforts  seriously. 

Contributions  from  local  industries  within  the  community  can,  of  course,  be 
controlled,  or  stopped.  Abatement  measures  often  Invoke  a  considerable  cost 
to  industry  In  the  form  of  process  changes  or  equipment  installation  and  con- 
struction. In  many  plants  such  costs  run  Into  millions  of  dollars  and  represent 
investments  from  which  no  dollar  profit  can  be  expected. 

The  Public  Health  Service  has  a  responsibility  In  the  field  of  air  pollution  as 
it  has  in  any  matter  having  so  important  an  Impact  on  the  public  health.  Our 
program  has  Included  Important  work  related  to  specific  air  pollutants  affecting 
industrial  workers,  and  the  kinds  of  air  pollution  arising  from  some  Industrial 
activities.  From  time  to  time  It  has  Included  Intensive  Investigation  of  acute 
air-pollution  episodes  such  as  those  at  Donora,  Pa.  The  Service  has  also  main- 
tained a  technical  advisory  and  consultative  relationship  with  State  and  munici- 
pal control  agencies  respecting  local  problems.  Air  pollution  In  the  Detroit- 
Windsor  area  of  the  international  boundary  has  been  under  cooperative  investi- 
gation for  the  past  3  years.  This  study  Is  coordinated  by  the  Public  Health 
Service  under  reference  from  the  State  Department. 

Since  July  1953,  a  nationwide  network  of  alr-sampUng  stations  has  been  es- 
tablished by  the  Robert  A.  Taft  Sanitary  Engineering  Center.  As  you  know, 
Mr.  Chairman,  this  new  research  center  at  Cincinnati  will  devote  Its  full  ener- 
gies to  environmental  health  problems  such  as  community  air  pollution.  The 
air  of  23  municipal  areas,  scattered  throughout  the  United  States  and  Alaska, 
is  being  sampled  on  a  regular  schedule  by  means  which  collect  the  solid  and 
liquid  particles.  Samples  are  analyzed  at  the  laboratory  In  Cincinnati  and  the 
data  are  assembled  for  correlation  with  available  local  data  on  meteorology,  indus- 
trial activity,  and  evidences  of  health,  or  economic  importance.  This  program 
has  several  important  and  unique  features : 

(a)  It  is  providing  for  the  first  time  a  simultaneous  comparison  of  many  types 
of  pollutional  loading  in  local  areas  differing  widely  In  climate,  topography, 
meteorology,  kinds  and  magnitudes  of  industrial  activity,  population  density* 
and  municipal  sanitation  practices. 

(6)  It  is  providing  data  on  the  regional  and  national  impact  of  the  rapidly 
increasing  number  and  size  of  local  sources  of  airborne  materials. 

(c)  It  is  providing,  for  the  first  time,  data  on  the  nationwide  base  levels  of 
airborne  dusts  and  other  materials  arising  primarily  from  natural  processes. 

(d)  It  is  exploiting  in  a  limited  way  the  network  of  associated  health  agencies, 
academic  institutions,  and  industrial  oriranizations  available  to  the  Public  Health 
Service  for  cooperative  effort.  All  sampling  stations  are  operated  voluntarily  by 
local  groups.  Incidentally,  the  enthusiasm  associated  with  the  cooperation  re- 
flects the  acute  awareness  of  the  air  pollution  problem  at  the  local  level. 

The  current  limited  program  is  designed  to  provide  basic  data  on  which  to 
plan  and  carry  out  more  rigorous,  intensive  studies  where  such  are  found  to  be 
needed. 

We  propose  two  principal  lines  of  research  and  Investigation : 

(a)  Studies  to  define  the  extent  and  nature  of  air  pollution  and  to  assess  the 
damage  It  Is  causing. 

(b)  Studies  to  determine  what  can  be  done  to  abate  or  control  air  pollution. 

Guidance  of  the  research  program  will  require  mobilization  of  the  best  techni- 
cal competence.  It  is  proposed  that  an  advisory  board  composed  of  experienced 
persons  from  municipal.  State,  and  Federal  agencies  and  departments,  together 
with  consultants  from  pertinent  scientific  disciplines,  and  from  major  Industrial 
groups,  be  set  up  to  provide  balanced  research  policy  guidance.  This  Job  will  re- 
quire all  the  81^:111  and  resources  wliich  can  be  mobilized. 


Tbeasuby  Depabtment, 
Washington  25,  April  13,  195i, 
Hon«  HoMEB  E.  Capehabt, 

Chairman,  Committee  on  Banking  and  Currency, 
United  States  Senate,  Washington,  D.  G, 
Mt  I>eab  Mb.  Chaibman  :  Reference  is  made  to  your  letter  of  April  3,  1954, 
requesting  this  Department's  views  on  the  amendment  you  Intend  to  propose 
to  the  bill  S.  2938  to  aid  in  the  provision  and  Improvement  of  housing,  the 
elimination  and  prevention  of  slums,  and  the  conservation  and  development  of 
ortMUi  communities. 
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One  of  the  proYisions  of  the  proposed  amendment  to  S.  2988  would  add  a  new 
section  124  (C)  to  the  Internal  Revenue  Code,  to  provide  5-year  amortlzatioii 
for  air  pollution  devices  which  have  been  certified  by  the  Secretary  of  Health, 
Education,  and  Welfare  as  being  in  aid  of  the  collection  at  the  source  or  the 
prevention  or  elimination  of  atmospheric  pollutants  and  contaminants. 

The  purpose  of  the  proposed  amendment  is  to  encourage  smoke  ellminatioo 
and  the  prevention  of  air  pollution  by  granting  accelerated  tax  amortisation 
for  expenditures  on  treatment  works.  The  Department  recognizes  that  under 
certain  circumstances  preferential  tax  treatment  can  have  important  incentive 
effects.  It  believes,  however,  that  the  use  of  the  tax  system  for  restricted  non- 
revenue  purposes  should  be  avoided  for  it  frequently  proves  to  be  a  costly  and 
inefficient  form  of  public  subsidy.  In  addition,  since  special  tax  conoessioiit 
can  rarely  be  withdrawn,  they  tend  to  be  cumulative  and  explain  much  of  the 
unnecessary  complexity  of  the  present  tax  structure. 

It  is  the  view  of  the  Department  that  the  need  for  special  amortization  of 
the  kind  contemplated  by  the  proposed  amendment  to  S.  2938  will  be  substan- 
tially curtailed  when  the  current  tax  revision  bill,  H.  R.  8300,  becomes  law.  That 
bill  provides  for  the  liberalization  of  depreciation,  both  with  respect  to  the  esti- 
mate of  useful  life  of  property  and  the  method  of  allocating  the  depreciable  costi 
over  the  -years  of  service.  Taxpayers,  for  example,  will  be  permitted  ta  employ 
a  declining-balance  method  of  depreciation,  using  a  rate 'not  in  excess  of  twice 
the  straight-line  rate.  This  method  will  provide  considerably  larger  depreciation 
allowances  in  the  earlier  years  of  the  life  of  the  property  than  those  resnltiiig 
from  existing  depreciation  procedures.  It  will  generally  permit  approximately 
40  percent  of  the  cost  of  an  asset  to  be  written  off  in  the  first  quarter  of  its  service 
life  and  two-thirds  in  the  first  half  of  its  service  life. 

The  possibility  of  special  legislation  to  provide  accelerated  amortization  for 
capital  expenditures  on  antipollution  devices  along  the  lines  contemplated  by 
the  proposed  amendment  to  S.  2938  is  raised  by  several  bills  now  pending  before 
the  Committee  on  Ways  and  Means  which  we  are  reviewing.  If  it  is  concluded 
that  legislation  would  be  appropriate  in  this  area,  it  is  the  Department's  view 
that  it  should  be  developed  systematically  to  deal  with  various  kinds  of  pollih 
tion,  including  water  pollution,  and  should  incorporate  safeguards  against  be- 
stowing unwarranted  benefits  upon  individual  taxpayers. 

Pending  the  conclusion  of  our  study  of  the  bills  now  before  the  Committee  on 
Ways  and  Means,  the  Department  is  opposed  to  incorporating  in  the  pendis? 
Housing  Act  of  1954  an  amendment  to  the  Internal  Revenue  Code  to  provide 
special  amortization  for  certain  air-pollution-prevention  facilities. 

Another  provision  of  the  proposed  amendment  would  authorize  the  Housing 
and  Home  Finance  Administrator  to  make  loans,  up  to  $50  million  outstanding  at 
any  one  time,  to  any  business  enterprise  to  aid  in  financing  devices  for  reducinj? 
smoke  and  air  pollution.  The  Treasury  Department  has  no  evidence  that  Fed- 
eral financial  assistance  is  necessary  in  this  field.  In  view  of  the  desirability 
of  bringing  the  budget  into  balance,  it  is  recommended  that  this  authority  not  be 
enacted  until  need  for  it  has  been  clearly  demonstrated. 

The  Department  has  been  advised  by  the  Bureau  of  the  Budget  that  there  is 
no  objection  to  the  submission  of  this  report  to  your  committee. 
Sincerely  yours, 

M.  B.  FOLSOM, 
Acting  Seeretari/  of  the  Treasury. 

The  Chairman.  We  will  hold  the  record  open  until  Monday.  We 
are  going  to  adjourn  all  housing  hearings,  now,  and  we  will  start 
writing  up  the  housing  bill  the  early  part  of  May. 

The  next  meeting  of  this  committee  will  be  at  10  o'clock  on  Monday, 
at  whicli  time  we  will  open  our  investigation  into  the  housing  situation 
which  you  have  been  reading  about  in  the  newspapers. 

Our  first  witne.sses  will  be  Mr.  Cole  and  Mr.  Hollyday  and  Mr. 
Powell.  The  primary  purpose  of  that  meeting,  on  Monday,  is  to  find 
out  whether  or  not  we  ought  to,  in  some  way,  amend  the  present  hous- 
ing bill  that  we  are  just  closing  the  hearings  on  to  eliminate  some  of 
the  loopholes  that  seem  to  be  developing  in  respect  to  the  troubles 
that  have  been  broug:ht  out  by  the  administration,  and  which  you  have 
been  reading  about  in  the  newspapers. 
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We  will  adjourn.    Thauk  you  very  much. 
(Whereupon,  at  11 :  30  a.  m.,  the  committee  adjourned.) 
(The  following  letters,  telegrams,  and  statements  were  received  for 
the  record:) 

American  Municipal  Association, 

Washinffton,  D,  C,  April  IS,  19S4. 
Re  Air  PoUution 
Hon.  Homes  B.  Cafehabt, 

ChiUrman,  Senate  Committee  an  Banking  and  Currency, 
Senate  Office  Building,  Waahingtan  25,  D.  C. 
DKAB  Senator  Capehabt:  On  behalf  of  the  12,000  member  municipalities  in 
44  States  who  comprise  this  association;  I  should  like  to  vigorously  urge  the 
adoption  of  the  Capehart-Kuchel  amendment  to  the  Housing  Act  of  1954  relating 
to  air  pollution. 

During  the  next  3  days  your  committee  will  hear  compelling  testimony  from 
•city  officials  who  are  coming  to  Washington  from  places  as  far  apart  as  Los 
Angeles,  Calif.,  and  Providence,  R.  I.,  in  which  testimony  they  will  point  out 
the  valid,  cogent,  urgent  reasons  why  such  legislation  will  be  adopted.  It  is 
not  for  us  to  repeat  these  arguments. 

We  should  like  to  point  out  three  things,  at  this  time : 

(1)  Our  policy  resolution  on  this  subject  was  adopted  by  unanimous  agree- 
ment at  the  second  largest  meeting  of  municipal  officials  ever  held  in  the  United 
States.  This  policy  urges  the  Congress  to  pass  legislation  of  the  type  and 
character  embodied  in  the  aforesaid  amendment 

(2)  Irrefutable  evidence  exists  to  prove  that  polluted  air  damages  homes, 
deteriorates  properties,  reduces  neighborhood  values,  and  contributes  to  slum- 
like conditions.  This  wUl  be  shown  by  the  testimony  of  the  Deputy  Surgeon 
General  of  the  United  States,  when  he  presents  testimony  on  behalf  of  the 
United  States  PiibUc  Health  Service. 

(3)  The  American  Cancer  Society,  meeting  in  New  York  yesterday,  said  that 
^deaths  from  lung  cancer  have  increased  500  percent  in  the  past  20  years'*  and 
that  their  scientific  "*  ♦  ♦  data  link  air  pollution  to  lung  cancer."  This  notice 
was  carried  by  the  Associated  Press  and  printed  on  the  second  page,  second 
section,  of  yesterday's  Washington  Post-Times  Herald. 

Polluted  air  Is  no  respecter  of  State  lines.  It  is,  therefore,  a  subject  fit  for 
consideration  by  the  Federal  Government  which  alone  can  handle  interstate 
problems  efficiently. 

It  is  our  considered  opinion  that  this  amendment  represents  Federal-State- 
local  cooperation  at  Its  best.    It  Is  the  type  of  legislation  which  Is  helpful  to 
local  government  with  a  spirit  of  partnership  In  solving  a  common  problem. 
Yours  sincerely, 

Randy  Haskell  Hamilton, 
Director  of  the  Washington  Office. 


Boabd  of  Supervisors  of  the  County  of  Butte,  State  of  California 

Whereas  there  is  pending  In  the  United  States  Senate  two  bills  which,  if 
passed,  will  greatly  aid  in  the  control  of  air  pollution,  and 

Whereas  said  bills  are  S.  2938  (Capehart)  and  S.  3115  (Kuchel),  and 

Whereas  the  Board  of  Supervisors  of  the  County  of  Butte  are  interested  In 
anything  that  will  facilitate  the  prevention  and  control  of  air  pollution;  Now, 
therefore,  be  it 

Resolved  by  the  Board  of  Supervisors  of  the  County  of  Butte,  State  of  Cali- 
fornia, That  said  board  go  on  record  as  favoring  the  adoption  of  the  United 
States  bill  2938  sponsored  by  Senator  Capehart  and  United  States  Senate  blU 
3115  sponsored  by  Senator  Kuchel  and  that  a  copy  of  this  resolution  be  sent  to 
Senator  Capehart,  Senator  Kuchel,  Senator  Knowland,  and  Senator  Millikin,  and 
Congressman  Clair  Engle. 

The  foregoing  resolution  was  introduced  by  Supervisor  Lobdell,  who  moved 
its  adoption,  seconded  by  Supervisur  l*arker,  and  said  resolution  was  passed  on 
roll  call  by  the  following  vote,  this  ."th  day  of  April  1954 : 
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Ayes :  Supervisors  Lobdell,  Parker,  Pellicciotti,  Squires  and  Chairman  PoUl 
Noes:  None. 
Absent:  None. 

T.  H.  Polk, 
Chairman  of  the  Board  of  Supervisors  of  the  County  of  Butte,  State  of 
California. 
Attest: 

Habriett  James, 
County  Clerk  and  Ex  Officio  Clerk  of  the  Board  of  Supervisors. 

By  Genevieve  Vines, 

Deputy. 

League  of  Caufobnia  Cities, 
Los  Angeles  County  Division, 

Whittier,  Calif.,  ApHl  5,  195k. 
Hon.  Thomas  H.  Kuchel, 

United  States  Senator,  United  States  Senate  Building,  Washington,  D.  C. 
Dear  Senator  Kuchel  :  It  is  a  pleasure  to  forward  to  you  herewith  a  copy  of 
a  resolution  unanimously  adopted  by  the  Los  Angeles  County  Division  of  ttie 
League  of  California  Cities  meeting  in  regular  session  in  Pasadena,  April  1, 1^1 
This  resolution  represents  the  thinking  and  the  wishes  of  the  representatives 
of  45  cities  in  the  southern  California  area  and  your  favorable  consideration 
will  be  gratefully  appreciated  by  the  citizens  of  each  and  every  one  of  these- 
communities  that  are  endeavoring  to  meet  the  smog  problem. 
Respectfully, 

Deane  Seeqeb,  Secretary. 

A  Resolution  of  the  Board  of  Directors  of  the  Los  Angeles  County  Divisioh 
OF  THE  League  of  California  Cities 

Whereas,  there  Is  pending  before  the  Congress  of  the  United  States  S.  3115, 
which  would  provide  for  a  60-month  rapid  amortization  for  tax  purposes  of 
facilities  constructed  by  private  industry  for  the  control  of  air  pollution ;  and 

Whereas,  there  is  also  pending  before  the  Congress  of  the  United  States 
S.  293-8,  which  in  addition  to  the  accelerated  writeoff  provision,  also  would 
authorize  insurance  of  loans  to  corporations  or  individuals  to  construct  or  install 
air  pollution  control  facilities  and  an  appropriation  for  research  in  the  field 
of  air  pollution  control ;  and 

Whereas  air  pollution  retards  the  growth  and  development  of  cities  and 
creates  blighted  areas  and  slums  within  cities  and  is  injurious  to  health  and 
to  the  well-being  of  the  community ;  and 

Whereas  the  cities  of  Los  Angeles  County,  Calif.,  members  of  this  division  of 
the  league  of  California  Cities,  are  in  agreement  that  it  is  necessary  that  con- 
struction of  air  pollution  control  facilities  and  equipment  be  encouraged  in  every 
reasonable  and  possible  way;  and 

Whereas  the  severity  of  the  problem  of  air  pollution  in  this  county  is  so  great 
that  an  air  pollution  control  district  was  activated  and  organized  in  1947  to 
combat  the  menace  of  air  pollution  in  the  county  of  Los  Angeles  and  since  that 
date  has  been  and  now  is  actively  engaged  in  that  work :  Now,  therefore,  be  it 

Resolved,  That  the  board  of  directors  of  the  Los  Angeles  County  division  of 
the  League  of  California  Cities  respectfully  petition  the  Congress  of  the  United 
States  to  enact  S.  2938  and  S.  3115,  and  that  the  Secretary  transmit  a  copy  of 
this  resolution  to  Senator  Capehart  and  a  copy  to  Senator  Kuchel,  and  a  copy 
to  each  of  the  Senators  from  this  State  and  to  each  of  the  Representatives  in 
Congress  from  this  county. 

Warren  M.  Dorn, 
President,  Los  Angeles  County  Division, 

League  of  California  Cities. 

Attest: 

Deane  Seeger, 
Secretary,  Los  Angeles  County  Division, 

League  of  California  Cities. 
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Cajon  Valley  Union  School  District,  CxnrAMACA   School, 

El  Cajon,  Calif.,  April  2, 1954. 
Senator  Gafehart, 

241  Senate  Ofj^ce  Building,  Washington  25,  D.  C. 
Dear  Senator  Gafehart  :  The  Cuyamaca  School  PTA  of  El  Gajon,  Gallf .,  voted 
UDanimoasly  In  favor  of  Senator  Homer  E.  Capehart's  amendment  to  the  ad- 
ministration's Housing  Act  of  1954,  which  would  greatly  facilitate  the  prevention 
and  control  of  air  pollution. 

We  urge  your  support  of  the  above  amendment. 
Yours  very  truly, 

Mamie  Brightwell, 
Legislative  Chairman  of  Cuyamaca  PTA. 


City  of  Chico,  Calip.,  March  25, 1954. 
Hon.  Senator  Homer  E.  Gafehart, 

Chairman,  Senate  Currency  and  Banking  Coinmittee, 
241  Senate  Office  Building,  Washington,  D.  C. 
Dear  Senator  Gafehart  :  The  city  council  and  I  Join  in  congratulating  you  on 
your  sponsorship  of  the  proposed  amendment  to  the  administration's  Housing 
Act  of  1951.  We  feel  that  the  provisions  of  this  bill,  if  enacted,  would  greatly 
facilitate  the  prevention  and  control  of  air  pollution  in  the  State  of  Galifornia 
and  more  especially  in  our  own  area. 

The  northern  part  of  Galifornia  is  currently  experiencing  the  early  symptoms 
of  the  population  boom  which  has  previously  caused  so  many  problems  in 
southern  Galifornia.  We  are  most  desirous  of  preventing  any  occurrence  in 
northern  Galifornia  of  the  smog  problem  which  currently  is  devastating  southern 
California.  We  feel  that  your  bill  presents  the  best  preventive  measures  yet 
proposed  and  wish  to  heartily  endorse  your  sugfrested  program. 

We  are  writing  Senator  Kuchel  and  Senator  Knowland  of  our  interest  in  this 
matter  and  our  desire  that  they  give  you  full  support. 
Yours  very  truly, 

Robert  O.  Bailey,  City  Manager. 


City  of  Cincinnati, 
Department  of  Safety, 
Cincinnati  2,  Ohio,  March  26,  1954. 
Hon.  HOMER  E.  Gafehart, 

Chairman,  Senate  Banking  and  Currency  Committee, 
241  Senate  Office  Building,  Washington  25,  D.  C. 
Dear  Senator  Gafehart  :  Mr.  Randy  Haskell  Hamilton,  director  of  the  Wash- 
ington office  of  the  American  Municipal  Association,  has  just  issued  a  bulletin 
informing  us  that  you  will  introduce  and  sponsor  an  amendment  to  the  adminis- 
tration's Housing  Act  of  1954  to  provide  for  tlie  rapid  amortization  of  air- 
pollution  control  facilities  built  in  conformance  with  State  and  local  laws.    The 
balletin  reports  that  this  amendment  will  be  set  up  as  an  FHA  or  FNMA  pro- 
gram to  insure  loans  to  corporations  or  individuals  to  construct  such  facilities. 
We  are  strongly  in  favor  of  the  passage  of  the  bill  because  we  believe  it  will 
accomplish  two  things:    <1)  It  will  encourage  industry  to  install  air-pollution 
abatement  equipment  which  is  often  very  costly  and  on  which  industry,  for  the 
most  part,  recovers  nothing  in  the  way  of  lower  costs  of  operation,  and  (2)  it 
will  encourage  cities  and  other  governmental  units  to  enact  legislation  to  reduce 
air  pollntion  for  the  betterment  of  the  community. 

Cincinnati  is  a  core  city  with  a  population  of  over  half  million  people,  in  the 
midst  of  a  metropolitan  area  having  a  million  population.  Cincinnati  has  an 
active  air-pollution-abatement  program,  whereas  the  communities  surrounding 
it  have  not  established  such  programs  as  of  this  date. 

We  earnestly  recommend  passage  of  the  amendment  as  It  will  be  of  great  value 
to  the  city  in  its  efforts  to  eliminate  air  pollution. 
Very  sincerely  yours. 

Oris  B.  Hamilton,  Director. 
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OiTiGK  or  Mayor, 
Clermont,  Fla„  April  8, 195k. 
Senator  Homer  E,  C'apehart, 

i^ivnate  OHUve  Building,  Washington^  ;?o.  D,  0. 
Dbab  Senator  Capehart:  As  mayor  of  Clermont  I  will  give  the  support  of 
the  city  of  Clermont  to  your  proposed  le^slatlon  to  help  municipalities  OYercome 
the  problem  of  air  pollution  by:  (1)  Providing  rapid  tax  amortization  for  air- 
pollution  control  facilities,  and  (2)  providing  an  PHA  or  PN^IA  insurance  pro- 
gram for  loans  to  ct>nstruct  such  facilities.  The  bill  will  also  authorize  a  large 
appropriation  for  increased  research  into  air-pollution  causes  and  cures. 
Very  truly  yours, 

William  W.  Boyo,  Mayor. 


City  of  Chicago, 
Department  of  Air  Pollution  Control, 

Chicago  2,  Ilh,  March  2S,  195^. 
Hon.  Senator  Homer  E.  Capehart, 

;?4i  Senate  Office  Building,  Washington,  D.  C. 
Dear  Sib:  Tour  proposed  amendment  to  the  Administration  Act  of  1964  to 
provide  for  the  rapid  amortization  of  air-pollution-control  facilities  is  of  vexj 
great  interest 
The  idea  and  thought  are  sound. 

Our  experience  in  dealing  with  industry  is  as  follows :  That  the  first  questioii 
raised  hy  individuals  fftced  with  the  problem  of  complying  with  air-pollutioii- 
control  requirements  is  the  cost  of  the  equiimient.  The  second  protest  is  raised 
on  the  ground  that  they  are  forced  to  operate  at  an  unfair  cost  hasis  in  their 
respective  competitive  markets  because  of  this  equipment  and  will  leave  the  dty. 
Enclosed  with  this  letter  are  copies  of  a  report  prepared  by  this  department  to 
show  that  there  are  factors  involved  in  air-polluticm  control  other  than  smoldnf 
chimneys. 

This  department  would  appreciate  receiving  a  copy  of  the  proposed  amendment 
for  close  study  and  comment.  The  wording  of  this  amwidment  will  require 
careful  study. 

We  will  be  srlad  to  assist  in  helping  to  oi>rreor  the  misunderstanding  that  exists 
about  air-pollution-control  problems. 
Yours  truly, 

Thomas  H.  Caret,  Director. 

DrsTFALL  Trend  ijt  Chicago 

Since  11^34.  the  depjirtment  of  air-pollution  control  has  maintained  25  dustfall 
jars  looateil  within  the  city  of  Chlcap>.  The  value  of  these  statistics  has  been 
sharply  questioned  by  some  of  the  press  from  time  to  time.  The  department 
has  been  aixuse^l  of  adulterareii  diistfiiU  figures.  These  gentlemen  did  not 
know,  that  this  department  does  not  make  the  analysis  of  the  contents  of  the 
dustfall  jars,  tut  only  services  and  maintains  the  25  jars  and  stands.  A  public- 
spirited  organisation.  Armour  Researvh  Foundation,  since  August  19id  has 
donated  the  newssary  .inalytical  chemical  hiN^ratory  services  to  the  city.  Priw 
to  this,  the  chefrdoal  »HN^ratv>ry  of  the  IV  »ines  Gas  Li;:ht  &  Coke  Co.  performed 
this  service,  free  of  charge,  from  1S87  to  July  1946L  The  city  has  pioneered  Id 
saoke-preveniion  work.  The  value  of  dustfall  fi^mres  was  stoutly  defimded  by 
the  late  Frank  Chambers,  chief  smoke  inspector  for  the  city  of  Chicago  with  an 
iBternational  recv>aiirion. 

Now.  a  new  cechniv^iie  has  l>een  develoi^ed  for  interpreting  these  figures,  by 
Bdmur.d  K^s^-iuoh.  an  en^lno^^r  in  th-^*  dejvirtmenc  of  air-pollution  controL  headed 
fc^y  Thoa:as  H.  Carey,  director.  This  new  approach  is  based  on  averages  rather 
than  imMvidual  yearNi.  The  trecvi  i:Al:ca*t\i  is  Nised  on  a  l<5-year  period  of 
1SC»8  to  UVv* ;  wrerelv.  TJ  m :r.:ts — *Jf»  jar^  eavh  si«>nth — 16  year?,  meftos  approxi- 
mately 4.>«.V  sacirles  wvre  averaged.  Eaoh  months  has  4«>0  sampiesL  The  new 
BfcKhvKi  V  f  .isin..:  the  ovvrla^  ping  avemces;.  imUoates  a  definite  trend,  which  was 
B»?t  v^^'^^^iMe  wtrt  :!ie  indivilual  year  study  and  now  reveals  the  following  sisnlfi- 
owi:  •t»rcis  aS  u:  c:  iv^g*.^  .iiLs^fai:  for  th*  period  January  l9oS  to  December  11^53. 

1    Chiv^'ag'/s  average  :otal  dustfa*.:  ;!^r  !n»>n:h  is  stesidily  diminishing:.     This 
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has  held  consistently  for  9  definite  montlis.    They  are  May,  June,  July,  August, 
September,  October,  November,  and  December. 

2.  Average  total  dustfall  for  January,  February,  and  March  is  practically  a 
constant  value  and  appears  to  be  on  the  increase  in  the  current  period  1950-C3 
figures. 

3.  May's  average  was  the  dirtiest  of  the  year,  for  the  period  1938  to  1953. 

4.  August  is  the  cleanest  month  of  the  year,  for  the  same  period. 

6.  August  and  July  have  made  the  largest  reduction  in  total  dustfall. 

6.  For  possibly  the  same  reason,  the  months  of  September,  October,  November, 
and  December  have  recorded  a  definite  reduction  in  average  total  dustfall. 

7.  There  are  indications  of  four  distinct  seasons  of  dustfall.  These  do  not 
correspond  with  winter,  spring,  summer,  and  fall.    They  are  : 

(a)  January,  February,  and  March. 

(b)  April,  May,  and  June. 

(c)  July  and  August. 

(d)  September,  October.  November,  and  December. 

8.  There  is  a  marked  difference  between  the  adjoining  months  of  December 
and  January,  when  you  would  expect  them  to  be  closest,  because  of  the  heating 
requirements.  The  16  year  average  is:  December,  58.31  tons  per  square  mile 
per  month;  January,  77.52. 

9.  Compare  item  8  with  that  of  May's  80.58  and  August's  average  53.67. 

10.  The  combustible  portion  of  the  total  dust  fall  is  steadily  diminishing  in 
this  16-year  period  and  exhibit  signs  of  leveling  off,  reaching  a  possible  **nece8- 
sary  evil"  minimum  amount. 

11.  The  ratio  of  nonwater  soluble  to  water-soluble  constituents  of  the  average 
total  dustfall  that  fell  in  Chicago  during  the  period  1950-53  was  definitely  dif- 
ferent than  that  of  the  period  1938-42. 

12.  Further  study  is  necessary  to  determine  the  causes  of  the  change.  Armour 
Itesearch  Foundation,  Peoples  Gas  Light  &  Coke  Co.,  Commonwealth  Edison  Co., 
and  Standard  Oil  Co.  of  Indiana  have  agreed  to  cooperate  in  this  project. 

13.  The  following  condensed  table  portrays  the  significant  trend  of  Chicago's 
dustfall.     (See  attached  table,  p.  3.) 

14.  What  does  the  figure  average  dustfall  mean?  It  means  that  a  certain 
amount  of  dirt  settled  in  the  city  of  Chioajro.  At  the  same  time  it  raises  the 
question  "dirtier  than  what."  The  city  has  no  record  of  what  constitutes  dustfall 
in  a  rural  area.  We  do  not  know  what  portion  of  this  dust  is  not  man  made.  The 
following  chart  depicts  the  factors  in  air  pollution.    Refer  to  chart  on  page  6. 

15.  Therefore  a  study  is  being  made  in  an  attempt  to  establish  nature's  dust. 
For  the  period  1938-53,  two  dustfall  jar  locations  have  recorded  consistently  low 
values  of  total  dustfall.  The  two  were  averaged  together  and  exhibit  the  sur- 
prising information,  that  January,  February,  November,  and  December  have 
consistent  lower  amounts  of  combustible  dust  than  during  the  rest  of  the  year. 

It  is  evident,  therefore  that  there  are  other  greater  sources  of  combustible 
dust  than  smoking  chimneys  in  these  two  residential  areas.  These  sources  could 
be  organic  residue,  earthly  particles,  fumes  from  internal  combustion  engines,  and 
increased  human  activity  in  the  summer  months,  in  these  respective  areas. 

Trends  in  Chicago*^  dust  fall,  19S8-5S — City  average  ton^  per  square  mile  per 

month 


Average 

1038  to 
1953 

1938  to 
1942 

1940  to 
1944 

1943  to 
1947 

1946  to 
1949 

1948  to 
1952 

1950  to 
1953 

1963 

Total  dost  fall 

67 
26 
15 
42 
25 

68 
25 
18 
43 
25 

71 
27 
20 
47 
24 

76 
32 
19 
51 
25 

66 
27 
13 
40 
26 

59 
22 
10 
32 
27 

57 
20 
9 
29 
28 

53.0 

18 

Combustible  material 

8 

Nonwater  soluble 

26 

Water  soluble 

28 

FIfrures  are  In  closest  whole  numbers. 
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City  of  Cul\-er  City,  Calif.,  April  1^  195^, 
Hod.  Homer  E.  Capehart, 
United  States  Senator, 

241  Senate  Building,  Washington  26,  D.  C. 
Dear  Senator  Capehart  :  Ou  behalf  of  our  city  jrovernment  and  the  surround- 
ing area,  this  is  to  express  our  interest  in  and  appreciation  of  your  efforts  to 
assist  in  the  solution  of  the  air  pollution  prol)leiu  as  evidenced  by  your  Senate 
bill  No.  2d38. 

The  matter  is  one  of  transcendent  importance  here  and  merits  the  ap:p:esslve 
aid  of  the  Federal  Government.  It  is  hard  to  realize  the  detrimental  effect  on 
local  development,  particularly  home  construction,  by  reason  of  this  menace. 

We  feel  sure  that  if  your  bill  is  enacted  it  will  be  a  very  great  contributing 
factor  in  solving?  this  problem.    We  are  hopeful  that  this  measure  may  be  adopted 
at  an  early  date,  and  we  are  contactlnj;  our  own  Senators  and  Representatives 
nrging  their  support  of  this  important  legislation. 
Very  truly  yours, 

M.  Tellefson, 

City  Attorney. 

Culver  City  Chamber  of  Commerce, 

Culver  City,  Calif.,  April  8, 1954. 
Hon.  Senator  Homer  E.  Capehart, 
United  States  Senator, 

Senate  Office  Building^  Washington  25,  D.  C. 
Dear  Senator  Capehart:    I  am  writing  to  you  in  behalf  of  the  Culver  City 
CSiamber  of  Commerce  In  reference  to  your  expressed  interest  in  the  air  pollu- 
tion problem  evidenced  in  your  Senate  bill  2938. 

This  matter  is  one  of  great  importance  to  the  people  of  this  community  and 
one  in  which  Federal  aid  is  most  needed. 

A  great  many  problems  facing  the  citizens,  especially  with  regard  to  their 
health,  is  contingent  on  the  passage  of  this  bill.  It  is  our  feeling  that  the  enact- 
ment of  your  legislation  will  have  a  great  deal  of  Influence  In  solving  this  prob- 
lem. We  are  hopeful  that  your  measures  will  be  adopted  when  it  comes  to 
hearing  on  April  13  or  14. 

We  are  contacting  our  California  Senators  and  Representatives  urging  their 
support  on  this  important  legislation. 
With  all  best  wishes,  I  remain, 
Very  truly  yours. 

Glen  H.  Preston. 


City  of  Dayton,  Ohio, 
Department  of  Service  and  Buildings, 

March  30, 1954. 
Senator  Homer  E.  Capehart, 
241  Senate  Office  Building, 

Washington,  D.  C. 

Dear  Senator  Capehart:  Uncontrolled  air  pollution  is  a  danger  that  affects 
everyone.  Smoke,  acids,  fumes  or  dusts  have  descended  on  most  areas  of  our 
Nation  at  different  times.  These  pollutants  have  not  only  been  a  menace  to  pul>- 
lie  health,  but  have  also  damaged  crops  and  real-estate  values.  It  Is  estimated 
that  the  annual  national  bill  for  the  repair  of  this  damge  is  $500  million.  To 
comtMit  the  adverse  effects  of  air  pollution  most  cities  have  passed  some  kind  of 
an  ordinance. 

Bnch  an  ordinance  was  passed  in  Dayton  in  August  1950.  Since  that  time 
siore  than  $2  million  has  been  spent  voluntarily  by  industry  in  Dayton  for  the 
tnatallation  of  air-pollution  equipment.  This  large  expenditure  for  equipment 
WMM  the  result  of  a  successful  campaign  of  "education  and  cooperation"  fostered 
Sff  VbB  municipal  officials. 

Many  air-pollution  problems  have  not  been  resolved  due  to  the  financial  in- 

^mty  of  some  companies  to  provide  the  relatively  large  sums  which  the  cost  of 

r-p^Utlon  enuipment  involves.    In  most  cases  the  violators  would  purchase 

^a  equlpmen   uecessary  to  reduce  or  eliminate  their  air  pollution  if  your  amend- 

^mH  become)    aw. 
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For  an  ordinance  to  have  lasting  success  it  must  be  fair  not  only  to  those  it 
protects  but  also  those  it  restricts.    Since  industry  is  required  to  control  air  pol- 
lution for  the  benefit  of  everyone  it  is  logical  that  industry  should  not  be 
penalized  in  acquiring  the  means  to  effect  this  control. 
Itespectfully  yours, 

Hebbebt  W.  Stabick,  City  Manager, 


Crrr  of  EIl  Cajon, 
San  Diego  County,  Calif.,  April  7,  195k. 
Senator  Thomas  H.  Kuchel, 
Senate  Office  Building, 

Washington,  D.  C, 
Dkab  Senator  Kuchel  :  We  are  enclosing  certified  copy  of  resolution  No.  1816, 
supporting  an  amendment  to  the  Housing  Act  of  1954  to  provide  for  control  of  air 
pollution. 

Yours  truly. 

Delight  V.  Swain,  City  Clerk. 

REaOLTmoN  Na  1816 — Supportino  ax  Amendment  ti>  the  Housing  Act  of  19^ 
TO  Provide  fx>r  CtoirrBOL  of  Air  PoixmoN 

Whereas  Senator  Homer  E.  Capehart,  chairman  of  the  Senate  Banking  and 
Currt^noy  Committee,  has  endorsed  an  amendment  to  the  Housing  Act  of  19&4 
which  would,  if  enacted,  greatly*  facilitate  the  prevention  and  control  of  air 
pollution ; 

Whereas  the  city  of  Kl  Cajon  is  affei»ted  by  increasins:  air  pollution  causing 
a  serious  blight  on  the  development  of  the  city  through  the  retarding  of  proper 
•ubili vision  development  and  home  building; 

When^as  the  air  pollution  adversely  affects  the  health  of  the  citixens  of  the 
city  of  FU  Oajon  as  well  as  their  business  and  agriculture :  Now.  therefore,  be  it 

KVM^lvtd  hy  the  City  Council  of  the  City  of  El  Cajon  a^t  fotlour*: 

1,  That  the  City  Counoil  of  the  City  of  El  Cajon  di^es  hereby  urge  the  Senate 
Hanking  and  Currency  Committee  to  amend  the  Housing  Act  of  11*54  to  provide 
fivr  the  following: 

ia>  'l"he  rapid  amortization  of  air  ix»1Uition  ci>ntn>l  facilities  built  in  con- 
formant with  State  or  Uval  law. 

{h\  A  prx^ram  to  insure  loans  to  c^^rporaiions  or  individuals  to  o^nstnut 
faoiHiU^ 

{c\  An  am^r^^priation  for  r^»searvh  in  the  field  of  air-i^i^llrtion  tXkntn^L 

:!.  The  city  clerk  of  the  city  of  Kl  Cajon  be  and  sht»  i<  heivby  dirv-t*tf=ii  to 
furnish  oiu*  vvrrititHl  ivpy  of  this  !VS»>lution  to  Senator  Capehart  at  241  Senate 
OttKv  lUiildiuJT,  Washiiigton  '^o^.  D.  C. 

H.  That  ivriitle^i  ivjue:?  of  this  resolution  be  sent  to  Senators  Knowland  and 
Kui'^hel  In  their  oaj>aoit'es  as  Senate  representatives  of  th»*  State  of  California 
and  to  Ranilx-  H.  Hamilton.  i*are  of  American  Munioif^l  Assi> nation.  TcS^  Trans- 
p^^rtatiou  Building.  Washiticton  t?.  D.  C. 

l^issevl  an*-i  av!opce\i  by  the  city  cv^uncil  of  the  city  of  EI  Ca>XL  Caiif..  at  a 
reiO^lar  n>eetin^  held  this  oth  liay  of  April  l^i^M.  by  the  following  v.te.  to  wit: 
**Ayes»"  iVuncilnvn  Cran\?aU.  Steele.  Hull-  Fleming:  ~Naj^~  none:  ab^^ic 
C^uuvnlttUiiu  Hunt. 

M^tyor  imi  Fryr^ider^t  o*  th^  City  Oynmcil  of  th-:  City  o^  El  Ci^m, 
Atteis* : 

DCLKHT  V.  SwjkiT.  City  Clerk. 
I  hereby  vvrcify  :!iat  "^.e  aN  ve  aad  forecx^ios  is  a  fnll  az»i  trae  c»>f*y  *2t  fwq- 
IimKui  Xvv  XSlr>  •-  f  rbe  -vst-^tutions  of  :he  c'ty  of  EI  Cajon.  Califs  ±s  a«^^pC8«i  hy 
Um^  ci:y  ^v>-i2^'i  .-^  said  ciij    a  :he  ^h  iay  v>'  April  1964. 

I  *SL%.',  *  Dsi-:^  s  r  V.  Sw at*. 

Ci:^j  C'^kt^  i*  r>-f  Ci*f  t*  El  C'sjm*. 
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CiTT  OF  El  Cajon, 
San  Diego  County,  Calif,,  April  7,  1954. 
Senator  Thomas  H.  Kuohel, 
Senate  Office  Building,  Washington  25,  D.  C. 

Dkab  Senator  Kuchel  :  We  are  enclosing  certified  copy  of  resolution  No.  1817, 
nrging  approval  of  Senate  bill  3115,  which  provides  for  rapid  tax  amortization 
for  air-poUntion  control  facilities  built  by  industries  in  conformance  with  State 
or  local  law. 

Yours  truly, 

Delight  V.  Swain,  City  Clerk. 

Resolution  Na  1817 — ^Uboino  Approval  of  Senate  Bill  No.  3115 

Whereas  Senator  Kuchel  has  introduced  Senate  bill  No.  3115,  which  provides 
for  rapid  tax  amortization  for  air-pollution  control  facilities  built  by  industries 
in  conformance  with  State  or  local  law ; 

Whereas  said  bill  is  pending  before  the  Senate  Finance  Committee  in  connec- 
tion with  the  Revenue  Revision  Act  of  1954 ; 

Whereas  air-pollution  control  is  a  matter  of  vital  concern  to  the  citizens  of  the 
city  of  El  Cajon  as  a  health,  business,  and  agriculture  problem ; 

Whereas  accelerated  write-off  of  air-pollution  control  installations  will  enable 
industry  to  add  devices  which  will  completely  abate  or  sharply  reduce  the  volume 
of  air  contamination :  Now,  therefore,  be  it 

Resolved  by  the  City  Council  of  the  City  of  El  Cajon  as  follows: 

1.  That  the  City  Council  of  the  City  of  El  Cajon  does  hereby  urge  the  Senate 
Finance  Committee  to  approve  Senate  bill  No.  3115  providing  for  rapid  tax 
amortization  for  air-pollution  control  facilities  built  by  industries  in  conformance 
with  State  or  local  law. 

2.  That  the  city  clerk  of  the  city  of  El  Cajon  be  and  she  is  hereby  authorized 
and  directed  to  send  certified  copies  of  this  resolution  to  the  following: 

(a)  Senator  Millikin,  chairman  of  the  Senate  Finance  Committee; 

( 6 )  Senator  Kuchel ; 

(c)  Senator  Knowland;  and 

(d)  Mr.  Randy  H.  Hamilton,  American  Municipal  Association. 

Passed  and  adopted  by  the  City  Council  of  the  city  of  El  Cajon,  Calif.,  at  a 
regular  meeting  held  this  5th  day  of  April  1954,  by  the  following  vote,  to-wit: 
Ayes — Councilmen  Crandall,  Steele,  Hull,  Fleming. 
Nays — None. 
Absent — Councilman  Hunt. 

NraJ30N  M.  Fleming, 
Mayor  and  President  of  the  City  Council  of  the  city  of  El  Cajon, 
Attest : 

Delight  V.  Swain, 

City  Clerk. 
I  hereby  certify  that  the  above  and  foregoing  is  a  full  and  true  copy  of  resolu- 
tion No.  1817  of  the  resolutions  of  the  city  of  El  Cajon,  Calif.,  as  adopted  by  the 
city  council  of  said  city  on  the  5th  day  of  April  1954. 

[seal]  Delight  V.  Swain, 

City  Clerk  of  the  City  of  El  Cajon. 


El  Cajon  Vaixey  Chamber  of  Commerce, 

El  Cajon,  Calif.,  March  SI,  195^. 
Subject:  Air  Pollution,  S.  2938  (Capehart)  ;  S.  3115  (Kuchel). 
Senator  Kuchel, 

Senate  Office  Building, 

Washington  25,  D.  C. 
Dbab   Senator  Kuchel:   The  board   of  directors   of   the   El   Cajon   Valley 
Chamber  of  Commerce  voted  unanimously  to  ask  you  to  approve  the  above  in- 
dicated S.  2938  Capehart  amendment  to  the  administration's  Housing  Act  of 
1954,  and  Senator  Kuchel'a  hill  S.  3115  concerning  air-pollution  control  facilities. 
Sincerely  yours, 

John  B.  Gibson,  President. 
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The  Cmr  of  El  Paso,  Texas, 

March  2S,  1954. 
Hon.  floMEB  E.  Capehabt, 

The  United  States  8en<Ue, 

Washington  25,  D.  C. 
Deab  Senator  Capehart  :  It  has  come  to  my  attention  that  you  will  introduce 
and  sponsor  an  amendment  to  the  administration's  Housing  Act  of  1954  to 
provide  for  the  rapid  amortization  of  air-pollution  control  facilities  built  in 
conformance  with  State  and/or  local  law  and  setting  up  a  program  to  insure 
loans  to  corporations  or  individuals  to  construct  such  facilities  as  well  as  for 
research  in  the  field  of  air  pollution.  While  a  relatively  new  field  of  local 
government  responsibility,  air  pollution  is  one  of  great  importance  and  a  pro- 
tection of  which  the  public  is  becoming  more  and  more  aware. 

Although  El  Paso  is  not  known  as  a  major  industrial  city  we  have  an  air- 
pollution  problem  and  have  made  some  progress  in  its  correction  but  much 
remains  to  be  done.  As  you  undoubtedly  know  air  pollution  and  smoke  control 
on  the  part  of  industry  is  a  very  expensive  procedure  and  consequently  one 
which  is  much  easier  to  attain  if  some  incentive  is  attached  in  addition  to 
making  it  a  local  law  violation. 

We  are  therefore  extremely  interested  in  your  proposed  legislation  and  feel 
that  it  meets  a  definite  need.  We  believe  that  it  is  just  and  right  to  permit 
industry  some  financial  help  in  this  expensive  air-pollution  control  process. 
Knowing  that  it  will  make  our  job  much  easier,  we  pledge  you  our  support  in 
this  legislation  and  trust  that  the  Congress  will  see  fit  to  enact  it. 
Yours  very  truly, 

Fred  Hervby,  Mayor. 

The  City  of  Erie, 
Erie,  Pa.,  March  2Ji,  1954. 
Senator  Homer  E.  Capehart. 

Senate  Office  Building,  Washington,  D.  C. 
My  Dear  Senator:  At  the  direction  of  the  Council  of  the  City  of  Erie,  Pa., 
I  herewith  enclose  a  resolution  adopted  by  that  body,  endorsing  your  contem- 
plated legislation  providing  for  the  rapid  amortization  of  equipment  installed  to 
alleviate  air  pollution. 
Very  truly  yours, 

Eugene  Graney,  City  Clerk. 

By  Mr.  Cannavino.     Seconded  by  Messrs.  Downing,  Walczak,  Flatley. 

Council  Chambers, 
Erie.  Pa.,  March  23,  1954. 

Resolved  hy  the  Council  of  the  City  of  Erie,  That 

Whereas  United  States  Senator  Homer  E.  Capehart,  of  Indiana,  has  indicated 
that  he  will  introduce  an  amendment  to  the  Housing  Act  of  1954,  to  provide 
for  the  rapid  amortization  of  air  pollution  control  facilities  constructed  in  con- 
formity with  State  and/or  local  legislation  and  furthc^r  provide  for  the  Insuring 
of  loans  for  such  purposes ;  and 

Whereas  such  leirislation  by  the  United  States  would  tend  to  ease  the  financial 
burden  on  thase  conteraplatiii.i.'  the  installation  of  such  pollution  control  equip- 
ment and  would  aid  the  city  of  Erie  in  the  enforcement  of  air  pollution  regula- 
tions now  in  effect :  Therefore  be  it 

Resolved  hy  the  Council  of  the  City  of  Erie.  Pa..  That  they  officially  endorse 
the  contemplated  amendatory  legislation  of  St^nator  Homer  E.  Capehart,  and 
urge  its  passaire  by  the  Congress  of  the  United  States;  and  be  it  further 

Resolved,  That  the  city  clerk  be  and  he  is  hereby  authorized  and  directed  to 
forward  copies  of  this  resolution  to  Hon.  Homer  E.  Capehart,  Hon.  Carroll  D. 
Kearns,  and  the  American  Municipal  Association. 

March  23,  1954.  City  council  adopt  by  yeas  Messrs.  Cannavino,  Downing, 
Walczak,  and  Flatley — 4.     Nays,  0. 

March  2;^,  1954.     Signed  hy  the  mayor.     Attested  by  the  city  clerk. 

Authentic  copy. 


Digitized  by  VjOOQ IC 


AIR   POLLUTION    PREVENTION   AMENDMENT  1285 

City  of  Evansviixe, 

COMMISSIONEB  OF  SmOKE  REGULATION, 

Evansville^  Ind. 
Senator  Capehaet, 

241  Senate  Office  Building,  Washington  25,  D.  C. 
Dear  Senator:  The  smoke  regulation  departmeut  of  the  city  of  Bvansville, 
Ind.,  wishes  wholeheartedly  to  endorse  this  amendment  to  ccmtrol  air  pollution. 
No  better  evidence  is  needed,  of  control,  than  the  heavy  trend  of  the  city  dweller 
to  go  to  the  suburban  areas,  to  escape  the  exhaust  of  a  city. 
Yours  very  truly, 

J.  E.  Clausheide. 


City  of  Glendale,  Calif., 

April  6, 1954. 
Hon.  Homer  E.  Capehart, 

241  Senate  Offl.ce Building,  Washington's,  D.  C. 
Dear  Senator  Capehart  :  We  wish  to  express  our  appreciation  to  you  for  the 
sponsoring  of  S.  2938  pertaining  to  air  pollution. 

Glendale  is  a  beautiful  residential  and  commercial  city  of  113,000  population. 
Our  citizenry  are  suffering  from  extreme  conditions  of  air  pollution.     We  recog- 
nize the  fact  that  industry  is  by  no  means  entirely  responsible  for  this  pollution. 
We  believe  that  the  amendment  you  have  projwsed  will  greatly  expedite  the 
eventual  solution  of  this  pressing  problem. 
Very  sincerely  yours, 

C.  E.  Perkins,  City  Manager. 

City  of  Grand  Rapids,  Mich., 

March  24, 1954^ 
Senator  Homf^  E.  Capehart, 

241  Senate  Offlce  Building,  Wa-nhington  15,  D.  C. 
Dear  Senator  Capehart:  This  is  to  inform  you  that  I  am  heartily  in  favor 
of  the  amendment  to  the  administration's  Housing  Act  of  1954,  which  you  are 
to  introduce  and  sponsor,  providing  for  the  rapid  amortization  of  air  pollution 
control  facilities  built  in  conformance  with  State  and/or  local  law. 

This  amendment  to  control  air  pollution  should  receive  serious  congressional 
attention. 


Yours  very  truly. 


Paul  Goebel,  Mayor. 


The  Smoke  Abatement  League, 
OF  Hamilton  County,  Cincinnati,  Ohio, 

Cincinnati,  March  24,  1954. 
Hon.  Homer  E.  Capehart, 

Chairman^  Senate  Banking  and  Currency  Committee, 
Senate  Offlce  Building,  Washington  25,  D.  C. 

Dear  Senator  Capehart:  We  have  just  learned  from  Mr.  Raudy  Haskell 
Hamilton,  director  of  the  Washington  office  of  the  American  Municipal  Associa- 
tion, that  you  will  introduce  and  sponsor  an  amendment  to  the  administration's 
Housing  Act  of  1954  to  provide  for  the  rapid  amortization  of  air-pollution-control 
facilities  built  in  conformance  with  State  and/or  local  law.  We  understand  that 
this  amendment  will  set  up  an  FHA  or  FNMA  program  to  insure  loans  to  corpo- 
rations or  individuals  to  construct  such  facilities. 

We  are  strongly  in  favor  of  the  passage  of  this  bill  because  we  believe  it  will 
accomplish  two  things:  (1)  It  will  encourage  industry  to  install  air-pollution- 
abatement  equipment  which  is  often  very  costly  and  which  industry,  for  the  most 
part,  recovers  nothing  in  the  way  of  lower  costs  of  operation,  and  (2)  it  will 
encourage  cities  and  other  governmental  units  to  enact  legislation  to  reduce  air 
pollution  for  the  betterment  of  the  community. 

Cincinnati  is  a  core  city  with  a  population  of  over  a  half  million  jieople,  in 
the  midst  of  a  metropolitan  area  having  a  million  population.  Cincinnati  has  an 
active  air-pollution-abatement  program,  whereas  the  communities  surrounding 
it  have  not  established  such  programs  as  of  this  date. 

We  are  urging  that  an  all-out  effort  be  made  in  support  of  this  amendment,  as 
the  principle  embodied  therein  will  encourage  neighboring  communities  to  enact 
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reasK>nabIe  and  effective  air-pollutian-abatement  legislation  in  order  that  industry 
in  their  commnnities  can  take  advantage  of  the  rapid  tax  amortization  for  such 
equipment  with  the  net  result  being  beneficial  to  the  whole  metropolitan  area  in 
bringing  about  cleaner,  more  healthful  air. 
Very  sincerely  yours, 

Chables  N.  H0WI8ON, 

Executive  Secretary. 

Thb  Smoke  Abatemknt  Leaoue, 

OF  HaIOLION  Ck)UNTY,  CINCINNATI,  OHIO, 

Cincinnati,  April  6, 1954. 
Subject :  Amendment  to  the  administration's  Housing  Act  of  1954  to  provide  for 

the  rapid  amortization  of  alr-poUution-control  facilities. 
Mr.  Randt  Haskell  Hamilton, 

Director  of  the  Washington  Office,  American  Municipal  Association, 
Transportation  Building,  Washington  S,  D.  C. 

Deab  Mr.  Hamilton:  Concerning  the  amendment  to  the  administration's 
Housing  Act  of  1954  to  provide  for  rapid  amortization  of  air-pollution-c<Hitrol 
facilities  built  in  conformance  with  State  or  local  law,  which  is  being  sponsored 
by  Senator  Homer  E.  Capehart,  chairman  of  the  Senate  Banking  and  Currency 
Committee. 

We  wholeheartedly  favor  the  adoption  of  this  legislation,  as  we  believe  it  will 
accomplish  the  purpose  for  which  it  was  written  and  in  addition,  we  believe  it 
will  encourage  communities  to  enact  reasonable  ordinances  and  establish  enforce- 
ment procedures  to  reduce  air  pollution  which  will  bring  the  benefits  of  cleaner 
air  to  many  communities  which  now  endure  unreasonable  air  pollution. 

We  believe  that  this  legislation  will  encourage  the  installation  of  air-pollution- 
abatement  equipment,  which  is  costly  and  for  which  industries  generally  receive 
no  return  in  the  form  of  lower  operating  costs.  Industries  located  in  and 
adjacent  to  residential  areas  may  be  required  to  make  heavy  investments  in 
nonproductive  air-pollution-control  equipment  for  neighborhood  protection,  and 
thus  may  be  adversely  affected  in  their  competitive  position  in  the  industry, 
should  competitive  plants  be  located  far  removed  from  residential  areas  and  thus 
not  be  required  by  local  laws  to  install  air-pollution-control  equipment.  Thus,  it 
seems  only  reasonable  and  good  that  the  installation  of  air-pollution-abatement 
equipment,  costly  as  it  is.  installed  for  the  benefit  of  the  public,  should  be 
encouraged  in  every  possible  way. 

This  legislation  will  so  encourage  industry,  especially  during  periods  of  high 
earnings.  It  is  an  established  fact  that  smoke  and  other  air  contaminants  are 
some  of  the  most  harmful  effects  on  hoiibinir.  and  lead  to  a  lower  standard  of 
living.  Dwellings  in  or  near  heavily  polluted  atmospheres  are  usually  dirty, 
dingy,  rundown,  and  provide  unsatisfactory  living  conditions,  whereas  in  a  clean 
atmosphere,  there  is  a  natural  desire  to  improve  houses  by  cleaning  and  painting. 
Elffort^  expended  to  improve  housing  are  much  more  lasting  and  effective  in 
industrial  urban  conununities  where  air-jwUution  controls  are  enforced. 

We.  therefore,  urge  every  consideration  be  given  to  the  adoption  of  this 
legislation. 

Sincerely  yours, 

Charles  X.  How i son. 

Executive  Secretary. 

PS:  Concerning  the  hearing  before  the  Senate  Banking  and  Currency  Com- 
mittee, April  14  and  15,  1954,  I  regret  that  I  will  be  unable  to  attend  because  of 
the  press  of  other  commitments  requiring  my  presence  in  Cincinnati  at  that 
time.  I  had  hoped  to  testify  for  this  legislation.  I  am  also  enclosing  a  letter 
from  Mr.  Oris  E.  Hamilton,  safety  director  of  the  city  of  Cincinnati,  urging  the 
passage  and  adoption  of  the  subject  legislation.  1  had  originally  expected  to 
present  this  testimony  along  with  mine  before  the  committee. 

C.  N.  HowisoN. 
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City  or  Hayward, 
Office  of  the  City  Manages^ 

Hayward,  CaUf.,  AprU  6, 1954, 
Subject:  Air  pollution. 
To:  Senator  Homer  E.  Capehart,  Senate  Office  Building,  Washington,  D.  C. 

Senator  Homes  B.  Capehabt  :  1.  We  are  heartened  to  learn  of  your  proposal 
(S.  2938)  to  amend  the  1954  Housing  Act  to  provide  rapid  tax  amortisation  and 
Insured  construction  loans  for  air-pollution  control  facilities,  as  well  as  support 
for  research  in  that  field. 

2.  The  San  Francisco  Bay  area  during  the  past  2  or  3  years  has  first  ^Lperienced 
incidents  which  presage  a  smog  problem.  01)8erving  the  extait  to  which  that 
same  problem  has  become  critical  in  the  southern  part  of  this  State  and  aware 
of  the  imposing  difficulties  present  in  abatement  programs,  we  support  vigorously 
your  proposed  legislation. 

John  R.  Fickliw,  City  Manager. 


CXty  Hall, 
La  Vcrnc,  Calif.,  April  8.  1954. 
Hon.  Homes  R  CAPf:HART, 

Senate  Office  Building,  Washinytofi,  D,  C. 
Deab  Senatob  Capehabt:  The  City  Council  of  La  Verne  has  received  frcHn 
Richard  Carpenter,  executive  director  and  general  counsel  of  the  League  of 
California  Cities,  an  urgent  letter  describing  your  amendment  to  the  administra- 
tion's Housing  Act  of  1954  to  facilitate  the  prevention  and  control  of  air  pollution. 
The  coimcil  has  studied  the  provisions  contained  in  the  amendment  and  in- 
structed me  to  present  their  specific  interest  and  support  to  the  amendment.  In 
accordance  with  these  instructions  it  is  extremely  important  that  their  complete 
support  in  favor  of  the  bill  is  known  to  you.  The  council  and  residents  of  the 
city  are  very  definitely  aware  of  the  serious  blight  caused  by  air  polltition  and 
the  retarding  of  satisfactory  development  of  the  community,  from  the  stand- 
point of  subdivisions  and  liome  buildini;  and  its  adverse  effects  (»n  health,  bu^- 
ness,  agriculture,  and  the  general  welfare  of  the  city.  The  council  wishes  fjo 
convey  its  strongest  encouragement  to  you  in  obtaining  legislation  for  the 
rapid  amortization  of  air-pollution  control  facilities,  and  FHA  and  FNMA 
innogram  to  insure  loans  to  construct  such  facilities  and  an  appropriation  for 
research  of  air-pollution  control. 

On  behalf  of  the  council,  I  trust  that  the  support  of  the  city  of  La  Verne  will 
help  in  obtaining  this  most  needed  legislation. 
Very  truly  yours, 

JoHAN  A.  Krabbe,. 
Administrative  Offfier. 

City  of  Los  Anofxes, 

ApHl  12,  1954. 
Senator  Homesr  E.  Capehabt, 

Senate  Office  Building,  Washington,  D.  C. 
Greetings:  At  the  meeting  of  the  council  of  the  city  of  Los  Angeles  held  April 
12,  1954,  resolution  was  adopted  that  the  council  petition  the  Congress  of  the 
United  States  to  enact  Senate  bill  2938  and  Senate  bill  3115  and  I  am  trans- 
mitting herewith  a  copy  of  said  resolution  for  your  information. 
Yours  very  truly, 

Waltes  C.  Petebson, 

City  Clerk. 
By    A.  M.  MoBSis, 

Assistant  City  Clerk. 

RBBOLUnON 

Whereas  air  pollution  In  the  metropolitan  area  of  Los  Angeles  is  recognized  as 
one  of  the  most  serious  problems  in  that  it  retards  the  growth  and  devd^ment 
of  our  city  and  creates  blighted  areas  and  slums  and  is  injurious  to  the  h'ealth 
and  to  the  well-being  of  our  community ;  and 

Whereas  the  severity  of  the  problem  of  air  pollution  in  this  county  is  so 
great  that  an  air  poUution  control  district  was  activated  and  organized  in  1947 
to  combat  the  menace  of  air  pollution  in  the  county  of  Los  Angeles;  and 

Whereas  there  is  pending  before  the  Congress  of  the  United  States,  Senate 
blU  3116  which  would  provide  for  a  60-month  amortization  for  tax  purposes  of 
facilities  constructed  by  private  industry  for  the  control  of  air  pollution :  and 

Whereas  there  is  also  pending  before  the  Congress  of  the  United  States,  fi  t^ 
447«>-«4— pt  2 12 
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bill  2938  which  in  addition  to  the  accelerated  writeoff  provision  would  authorise 
a  program  of  loans  to  corporations  or  individuals  to  construct  or  install  air 
pollution  control  facilities  and  an  appropriation  for  research  in  the  field  of  air 
pollution  control;  and 

Whereas  Mayor  Norris  Poulson  has  been  invited  to  appear  at  hearings  before 
the  Banking  and  Currency  Committee  of  the  Senate  on  April  14  in  support  of 
the  proposed  legislation :  Now,  therefore,  be  it 

Resolved,  That  this  city  council  petition  the  Congress  of  the  United  States  to 
enact  Senate  bill  2938  and  Senate  bill  3115,  and  that  copies  of  this  resolution 
be  transmitted  to  Senator  Capehart,  Senator  Knowland,  Senator  Kuchel,  and  to 
each  of  the  Representatives  in  Congress  from  southern  California. 

Presented  by  Councilman  Ernest  E.  Debs ;  seconded  by  Councilman  Gordon  R 
Hahn. 

I,  Walter  C.  Peterson,  city  clerk  of  the  city  of  Los  Angeles,  do  hereby  certify 
that  the  above  resolution  was  unanimously  adopted  by  the  city  council  at  its 
meeting  of  April  12,  1954. 

Wai^ter  C.  Peterson, 

City  Clerk. 
By   A.  M.  Morris, 

Assistant  City  Clerk, 

City  of  Los  Angeles, 

ApHl  1,  1951 
Hon.  Homer  E.  Capehart, 
United  States  Senate, 

241  Senate  Office  Building,  Washington,  D.  C. 
My  Dear  Senator:   It  has  come  to  my  attention  that  you  are  sponsoring  an 
amendment  to  the  administration's  Housing  Act  of  1954,  S.  2938,  concerning 
prevention  and  control  of  air  pollution,  providing  for  Federal  legislation  to 
encourage  and  assist  in  solving  this  important  problem. 

I  am  in  hearty  agreement  with,  and  endorse  your  action,  and  urge  approval 
by  the  Congress. 

Very  truly  yours, 

Lloyd  Aldhich,  City  Engineer. 


City  of  Merced, 

AprU  6,  1951 
Hon.  Homer  E.  Capehart, 

United  States  Senator,  241  Senate  Office  Building,  Washington,  D.  C. 
Dear  Senator  Capehart  :  The  City  Council  of  the  City  of  Merced  would  like 
to  go  on  record  endorsing  your  amendment  to  the  Housing  Act  of  1954,  which 
would  aid  in  prevention  and  control  of  air  pollution. 

We  feel  that  this  serious  problem  must  be  attacked  because  air  pollution  is 
rereading  over  all  the  United  States  to  such  an  extent  that  as  far  as  American 
cities  are  concerned  it  is  causing  and  will  continue  to  cause  serious  blight,  slum 
conditions,  and  will  adversely  affect  health,  business,  agriculture,  home  building, 
and  pij-oper  subdivision  development. 
Respectfully  submitted. 

RUSSEL  J.  COONEY. 

City  Manager, 

Merced  City  Chamber  of  Commerce,  Inc., 

Merced,  Calif.,  AprU  9,  195^, 
Hon.  Homer  E.  Gapejhart, 

Chairman,  Senate  Banking  and  Currency  Committee, 
2H  Senate  Office  Building,  Washington,  D.  C, 
Dear  Senator  Capehart  :  Our  chambers  of  commerce  wish  to  support  you  in 
your  endeavors  concerning  the  seriousness  of  the  air  pollution  situation  in  many 
industrial  areas.    We  feel  that  this  is  a  most  important  matter  for  the  San 
Joaquin  Valley  and  our  county  in  particular. 

We  are  asking  Senators  Kuchel  and  Knowland  and  our  Congressman  Oakley 
Hunter  to  aid  you. 
Sincerely, 

Jack  M.  Roth, 
Merced  City  Chwnher  of  Commerce,  Inc. 
Gylb  Milleb,, 
UtatUmaX  Affairs  Committee, 
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City  of  Montebet  Pabk, 

March  29, 1954. 
Senator  Homes  E.  Gapehabt, 

Senate  Office  Building,  Washington,  D,  O. 
Deab  Senator  Cafehabt  :  The  city  of  Monterey  Park  is  a  community  of  homes 
with  approximately  26,000  residents,  Just  a  few  minutes  away  from  the  center 
of  the  metropolitan  area  of  Los  Angeles.  Air  pollution  strikes  hard  in  our  com- 
munity driving  some  of  our  residents  out  into  more  distant  suburbs  to  escape 
this  "smog,"  and  preventing  others  from  coming  to  our  city,  retarding  subdivision 
development  that  naturally  should  occur  here. 

The  bill  which  you  have  supported,  S.  2938,  which  would  amend  the  administra- 
tion's Housing  Act  of  1954,  would,  we  understand,  aid  us  greatly  in  the  metropoli- 
tan area  of  Los  Angeles  by  permitting  speedy  amortization  of  air  pollution  con- 
trol devices.  We  also  understand  that  your  bill  would  permit  federally  insured 
bonds  to  build  such  devices,  and  would  also  provide  for  research  in  the  field  of 
air  i)ol]ution  control. 

This  sort  of  legislation  at  the  Federal  level  appears  to  be  our  only  source  of 
real  assistance.  This  is  true  because  of  the  vast  financial  burden  of  industries 
who  must  be  obligated  to  install  these  smoke  control  facilities.  Apparently 
nnder  our  tax  laws,  the  only  suitably  consistent  way  of  encouraging  industries  to 
finance  these  costly  installations  is  by  some  form  of  tax  relief.  Rapid  amortiza- 
tion particularly  can  do  Just  that. 

Representing  both  the  interests  of  the  City  Council  of  Monterey  Park,  and  the 
many  individuals  and  organizations  who  are  daily  distressed  with  discomfort  and 
annoyance  by  air  pollution  in  our  community,  we  strongly  urge  you  to  strive  to 
secure  the  votes  necessary  to  pass  your  bill  S.  2938. 
Sincerely, 

John  C.  Ckowlet, 

City  Manager. 

City  of  Nashville, 
Bureau  of  Inspection  and  Permits,. 

NashvUle,  Tenn.,  March  24, 1954. 
Hon.  HoiCEB  E.  Capehabt, 

Chairman  of  the  Senate  Banking  and  Currency  Committee, 
Senate  Of/Ice  Building,  Washington  25,  D.  C. 
Mt  Dear  Senator  :  The  writer  is  informed  that  your  committee  has  before  it 
<^rtain  proposed  legislation  which,  if  adopted,  would  provide  for  the  following: 

1.  Provide  for  the  rapid  amortization  of  air-pollution-control  facilities  built 
in  conformance  with  State  and/or  local  law. 

2.  Set  up  an  FHA  or  FNMA  program  to  insure  loans  to  corporations  or  IXb^ 
dividuals  to  construct  such  facilities. 

3.  Establish  a  provision  providing  for  research  in  the  field  of  air-pollation 
•control. 

The  expenditure  of  large  sums  of  money  by  industrial  interest  for  air-poUu- 
tion-<;ontrol  facilities  is  usually  made  to  the  interest  of  the  general  public.  Such 
facilities  are  additional  equipment  over  and  above  that  actually  required  to 
accomplish  the  primary  task  and  little,  if  any,  return  is  realized  from  the  invest- 
ment. 

This  legislation  will  provide  a  very  definite  incentive  to  industry  to  install  air- 
pollution-control  facilities.  It  is  believed  that  it  would  make  the  very  difficult 
task,  that  of  selling  management  on  the  advantages  of  air-pollution-control  equip- 
ment, much  easier  for  the  local  air-pollution-control  officials. 

The  city  of  Nashville  Joins  with  other  cities,  that  have  been  plagued  with  tre^ 
mendous  quantities  of  air  pollution,  in  urging  serious  congressional  attention 
to  this  legislation. 

Yours  very  truly, 

R.  L.  Walker, 
Superintendent  of  Inspections. 
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National  Association  op  Manufactubebs, 

New  York  20,  N,  Y.,  April  8, 1954, 
Hon.  HOMEB  B.  Gapbhabt, 

Chairman,  Senate  Banking  and  Currency  Committee,  Washington^  D.  C. 

Deab  Senator  Capehabt:  It  has  been  brought  to  my  attention  that  section 
124C  of  S.  2938,  which  was  introduced  into  Congress  on  April  1,  1954,  and  re- 
ferred to  the  Senate  Banking  and  Currency  Committee,  deals  with  amortization 
deduction  for  certain  treatment  works — specifically  entitling  every  person,  at  his 
election,  to  a  deduction  with  respect  to  the  amortization,  based  on  a  60-montb 
period,  or  the  adjusted  basis  of  any  device,  structure,  machinery,  or  equipment 
for  the  collection  at  the  source  or  the  prevention  or  elimination  of  atmospheric 
pollutants  and  contaminants  with  respect  to  which  device,  structure,  machinery, 
or  equipment  a  certificate  is  made  by  the  Secretary  of  Health,  Education,  and 
Welfare. 

The  National  Association  of  Manufacturers  heartily  endorses  the  philosophy 
behind  accelerated  amortization  for  pollution-abatement  facilities,  whether  they 
be  for  air  or  water. 

As  you  may  know,  the  association  has  had  a  committee  on  the  conservation  of 
renewable  natural  resources  for  some  years.  In  its  deliberations  the  committee 
has  considered  the  problem  of  air  and  water  pollution  and  has  been  interested  in 
this  matter  for  quite  some  time. 

In  April  1951,  on  recommendation  of  the  conservation  committee,  the  NAM 
board  of  directors  adopted  a  policy  position  with  respect  to  amortization  of  pollu- 
tion-abatement facilities  in  connection  with  water  resources.  In  1953  upon 
further  deliberation  the  conservation  committee  was  of  the  opinion  that  con- 
sideration should  also  be  given  to  include  amortization  of  air-pollution-abatement 
facilities.  The  recommendation  as  adopted  by  the  board  of  directors  in  December 
1953,  is  as  follows : 

"POSITION  ON   amortization    OF  POLLITTION-ABATEMENT  FACIUTIES 

"The  conservation  of  water  resources  is  of  paramount  importance  to  industry 
and  to  the  Nation.  Encouragement  of  increased  efficiency  in  water  use  is  a 
major  contribution  toward  accomplishing  this  important  objective.  Since  ex- 
penditures for  water  conservation  and  pollution-abatement  facilities  in  most  in- 
stances do  not  produce  revenue,  induntry  urges  provision  for  sufficient  deductions 
in  computing  income  taxes  to  offset  the  cost  of  such  nonrevenue-producing  facili- 
ties within  a  5-year  period,  if  desired,  rather  than  over  the  useful  life  of  the 
facilities. 

"A  similar  policy  should  be  followed  with  respect  to  exi)enditures  for  facilities 
to  prevent  air  pollution  because  such  expenditures  are  in  the  public  interest  but 
are  not  at  present  normally  productive  of  revenue." 

We  are  hopeful  that  you  will  give  the  question  of  accelerated  amortization  for 
atmospheric  pollution-abatement  facilities  your  earnest  consideration   durins 
your  committee's  deliberations  on  S.  2938. 
Sincerely  yours, 

H.  C.  McClellan. 


City  of  Pacific  Grove,  Calif., 

April  8,  1951 
Senator  Capehart, 

Senate  Office  Building,  Washington  25,  D.  C. 
Dear  Senator:  We  heartily  endorse  your  amendment  to  the  administration's 
Housing  Aft  of  1954— S.  2938. 

While  the  problems  which  your  bill  seeks  to  alleviate  are  not  critical  in  our 
area,  there  is  a  strong  possibility  that  they  will  become  so  with  the  advent  of 
more  industries.  W^e  are  fully  cognizant  of  the  air-pollution  problems  in  the 
metropolitan  areas  in  California  and  realize  something  must  be  done  to  correct 
this  situation. 

We  certainly  hope  that  this  legislation  will  pass. 
Sincerely  yours, 

Clarence  A.  Higgins,  Mauor. 
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City  op  Pasadena, 
Pasadena  i,  Calif.,  March  25,  1954. 
Hon.  Homer  E.  Capbhabt, 
Senator  from  Indiana, 

Senate  Office  Building,  Washington  25,  D.  C. 
Mt  Dkab  Senator  Gapehabt:  We  have  Just  been  informed  that  you  will  in- 
troduce and  sponsor  an  amendment  to  the  administration's  Housing  Act  of  1954 
which  will  materially  aid  in  the  elimination  and  control  of  air  pollution.  May 
we  take  this  opportunity  to  reflect  our  wholehearted  support  for  such  an 
amendment. 

Due  to  our  geographical  location  we  are  one  of  the  principal  recipients  of 
the  smog  originating  in  the  great  industrial  areas  of  Los  Angeles  County.  The 
situation  has  become  absolutely  intolerable  and  must  be  immediately  corrected. 
We  are  positive  that  every  citizen  of  our  community  will  be  most  grateful 
to  you  for  any  legislation  which  will  aid  and  assist  in  the  eradication  of  air 
pollution. 

Yours  very  sincerely, 

Don  C.  McMillan,  City  Manager. 


City  of  Ferris, 
Perris,  Calif.,  April  8,  1954. 
Senator  Homes  E.  Cafehart, 
Senate  Office  Building, 

Washington  25,  D,  C. 
Deab  Sib:  The  Council  of  the  City  of  Perris,  at  their  April  meeting,  voted  to 
go  on  record  at  definitely  supporting  your  amendment,  S.  2938,  aimed  at  facilitat- 
ing the  prevention  and  control  of  air  pollution. 

W^e  are  well  aware  that  air  pollution  has  become  a  serious  problem  in  some 
areas  of  the  State  and  even  in  certain  sections  of  the  southeastern  part.  We 
realize  the  damage  this  blight  can  do  to  plants  and  vegetation  of  all  liinds  in 
an  agricultural  and  horticultural  community,  as  well  as  retarding  the  develop- 
ment of  homes. 

We  are  highly  in  favor  of  any  legislation  that  will  assist  in  eliminating  this 
scourge  to  health,  business,  and  agriculture. 
Sincerely  yours, 

M.  B.  Martin, 
Clerk,  City  Council,  City  of  Perris. 


City  of  Phoenix, 
Office  of  the  Mayor, 
Phoenix,  Ariz.,  March  2S,  1954. 
Senator  Homer  E.  Capehart, 

Chairman,  Banking  and  Currency  Committee 
Senate  Office  Building,  Washington,  D,  C. 
Dear  Senator  Capehart  :  Please  add  the  wholehearted  support  of  the  city  of 
Phoenix  to  your  proposed  amendment  to  the  administration's  Housing  Act  of 
1954  to  provide  for  the  rapid  amortization  of  air-pollution-control  facilities. 

We  in  Phoenix  believe  that  now  is  the  time  in  our  rapidly  growing  community 
to  tsike  steps  which  will  minimize  air  pollution  as  industrial  development  ex- 
pands and  thus  avoid  the  conditions  which  have  grown  up  in  other  industrial 
areas  of  the  country.  This  situation  applies,  of  course,  to  much  of  the  expanding 
western  economy. 

We  appreciate  very  much  your  interest  in  this  problem  and  will  be  more 
than  happy  to  lend  any  support  that  we  can. 
Sincerely  yours, 

Frank  G.  Murphy, 

Mayor. 
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City  op  Portland,  Maine, 
Advisory  Board  on  Smoke  Control, 

March  25, 1954. 
Hod.  Homer  E.  Cafehart, 

Chairman,  Senate  Banking  and  Currency  Committee, 
Senate  Office  Building,  Washington,  D,  C. 
Dear  Senator  Capehart  :  While  this  board  cannot  speak  officially  for  the  city 
of  Portland,  as  the  only  agency  In  the  city  to  administer  the  smoke-abatement 
program,  the  board  wishes  to  express  support  for  your  proposed  amendment  to 
the  administration's  Housing  Act  of  1954  to  provide  for  the  rapid  amortization 
of  air  pollution  control  facilities  built  in  conformance  with  State  and/or  local 
law,  including  a  program  to  insure  loans  to  corporations  or  individuals  to  con- 
struct such  facilities. 

The  members  of  the  board  feel  that  such  legislation  would  produce  a  strong 
incentive  for  property  owners  to  make  improvements  in  cases  where  their 
facilities  are  plaguing  the  community. 

The  board  has  two  suggestions — that  the  provisions  for  rapid  amortization 
be  expanded  to  include  all  air-pollution  control  and  smoke-abatement  facilities 
whether  built  to  conform  with  law  or  not ;  and  that  a  program  be  set  up  to  benefit 
mercantile  and  industrial  establishments  as  well  as  those  which  are  purely 
housing. 

The  first  suggestion  is  because  the  smoke-abatement  program  in  this  city  is 
not  compulsory,  but  voluntary  and  cooperative,  and  seems  to  be  working  out 
well  for  a  comparatively  small  city  where  the  problem  has  not  become  Intense. 

The  second  suggestion  is  because  most  of  the  troubles  here  and  probably  in 
most  cities  come  from  industry  and  mercantile  establishments  rather  than 
housing. 

Very  truly  yours, 

Warren  McDonald, 

Secretary, 

City  of  Porterville, 
Porterville,  Calif,,  April  2,  1954. 
Senator  Homer  E.  Capehart, 

Chairman,  Senate  Banking  and  Currency  Committee, 
Senate  Office  Building,  Washington,  D.  C. 
Dear  Senator  Capehart  :  The  city  of  Porterville  is  interested  in  the  status  of 
the  bills  before  the  Senate  Banking  and  Currency  Committee  on  loans  to  mu- 
nicipalities. 
Any  information  given  us  will  be  appreciated. 
Sincerely, 

Charles  J.  Cummings, 

City  Manager. 

City  op  Richmond,  Calif., 

April  8,  1954. 
Hon.  Thomas  H.  Kuchel, 
United  States  Senator, 
Senate  Office  Building, 

Washington,  D.  C. 

Dear  Senator  Kuchel:  The  city  of  Richmond  regards  air-poUution  control 

bill  S.  2938  as  beneficial  to  our  people,  our  economy,  and  to  the  city  as  a  whole. 

Richmond  is  1  of  2  California  cities  whose  economy  is  basically  manufacturing. 

We  have  had  years  and  years  of  experience  with  the  factors  of  industrialization 

that  are  detrimental  to  good  living  conditions. 

In  our  area,  we  have  seen  examples  of  people  moving  because  of  fumes,  odors, 
and  smoke,  leaving  conditions  of  blight  in  certain  residential  areas.     In  other 
cases,  we  have  seen  nursery  bedding  plants  completely  ruined ;  painted  surfaces 
on  residences  blistered  and  spotted ;  wash  ruined  by  smoke  stains ;  an  entire  area 
covered  with  a  fine  layer  of  dust ;  and  a  complete  neighborhood  area  nauseated. 
For  the  welfare  of  the  people,  every  effort  should  be  made  for  the  judicious 
control  of  air  pollution.    The  health,  well-being,  and  living  conditions  of  chil- 
dren, their  families,  and  the  economy  of  the  community  should  not  be  sacrificed 
any  longer. 
The  city  of  Richmond  respectfully  urges  the  passage  of  this  vital  legislation. 
Very  truly  yours, 

W.  Thompson, 

City  Manager, 


Digitized  by  VjOOQ IC 


AIR   POLLUTION   PREVENTION   AMENDMENT  1293 

Richmond,  Galif. 
Senator  Thomas  H.  Kuchel, 

Senate  Office  Building,  Washington,  D.  C: 
The  Richmond  Chamber  of  Commerce  urges  passage  of  air-pollution  control  bill 
S.  2938.    This  program  of  research  and  financial  assistance  will  improve  the 
living  conditions,   welfare,   and   economic   well-being   of  the  citizens   of   our 
community. 

R.    P.    COPELAND, 

President,  Richmond  Chamber  of  Commerce. 


League  of  Municipalities  of  St.  Louis  County,  Mo., 

April  2,  1954, 
Hon.  Homes  E.  Capehabt, 
Senator  from  Indiana, 

Senate  Office  Building,  Washington,  D.  C. 
Dear  Senator:  Please  be  advised  that  the  League  of  Municipalities  of  St 
•Louis  County,  Mo.,  comprising  the  above-named  cities  and  villages  of  the  county, 
after  due  consideration  have  approved  your  amendment  to  the  administration's 
housing  bill  (S.  2938). 

Air  pollution  is  a  matter  which  should  interest  all  city  and  Federal  housing 
agencies,  and  you  have  our  wholehearted  support. 
Respectfully  submitted. 

Oslie  F.  Underwood, 

Executive  Secretary. 

City  of  San  Bernardino, 
San  Beinardino,  Calif.,  March  SO,  1954, 
Hon.  Homer  E.  Capehart, 

United  States  Senator,  Senate  Office  Building, 

Washington,  D.  C. 
Dear  Senator  Capehart  :  In  the  March  edition  of  the  Washington  Municipal 
News,  I  notice  that  you  have  introduced  an  amendment  to  your  bill,  S.  2938 
(The  administration's  Housing  Act  of  1954)  to  provide  tax  relief  for  the  con- 
struction of  air-pollution-control  facilities.  Likewise  proposed  is  a  Federal 
FHA  or  FNMA  insurance  program  for  loans  to  construct  such  facilities.  Your 
proposal  also  calls  for  an  adequately  financed  air-pollution-research  program.  X 
also  note  the  bill  is  now  in  committee  and  will  be  considered  in  executive  session 
about  the  19th  of  April. 

Since  our  community  is  vitally  concerned  with  the  passage  of  this  amendment, 
will  you  be  so  kind  as  to  advise  us  as  to  how  we  may  assist  in  bringing  this  bill  to 
a  conclusion. 

We  would  also  appreciate  receiving  any  pertinent  information  regarding  this 
bill  and  amendment. 

Very  truly  yours, 

George  C.  Blair,  Mayor. 

The  City  of  San  Diego,  State  of  California, 

ApHl  8, 1954. 
Hon.  Homer  E.  Capehart, 
Member  of  Congress, 

Senate  Office  Building,  Washington,  D.  C. 
Dear  Senator  Capehart  :  The  San  Diego  City  Council  has  asked  me  to  write 
you  expressing  the  city*s  strong  support  of  S.  2938. 

We  believe  that  this  amendment  to  the  Housing  Act  of  1954  will  greatly  facili- 
tate the  prevention  and  control  of  air  pollution.  Here  in  San  Diego  we  have 
an  incipient  smog  problem,  which  we  believe  can  be  corrected  through  proper 
and  timely  legislation. 

Unless  this  air-pollution  problem  is  corrected  in  its  infancy,  it  can  easily  retard 
the  orderly  growth  of  our  city  and  adversely  affect  public  hetilth,  business, 
and  agriculture. 
Sincerely, 

John  Butler. 
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San  Fbancisoo,  Calif.,  April  It,  195^. 
Hon.  Homes  E.  Oapehabt, 

Chairman,  Senate  Banking  Committee,  Senate  Offtce  Budding: 
This  organization  is  comprised  of  representatiyes  of  comities,  cities,  labor, 
industry,  agriculture,  and  education  in  nine  county  bay  areas.   We  urge  approval 
of  air-pollution  legislation  now  before  banking  and  currency  committee,  pardca- 
larly  secttcm  providing  for  amortization  deduction. 

Frank  E.  Mabsh, 
Executive  Vice  President  and  General  Manager,  San  Francisco  Bay  Area 
Council, 


April  13,  1954. 
In  the  Citt  Council  of  the  Cmr  of  San  Laandho 
Resolution  No.  2321 
Resolution  urging  adoption  of  Senate  bill  2938 ;  relating  to  air  iwUution 

'HVhereas,  the  city  of  San  Leandro,  Alameda  County,  Calif.,  has  been  and  now 
is  one  of  the  most  rapidly  growing  communities  in  the  United  States,  providing  by 
such  growth  greatly  needed  industrial  exi)ansion  and  homes  for  the  workers 
engaged  in  such  industry ;  and 

''Whereas  air  pollution  accompanying  some  types  of  industry  causes  serious 
blight,  retards  proper  home  development,  tends  to  create  slum  conditions  as  well 
as  adversely  affecting  healtli,  business,  and  agriculture ;  and 

'^Whereas  Hon.  Homer  E.  Capehart,  chairman  of  the  Senate  Banking  and  Cur- 
rency Committee,  has  sponsored  an  amendment  to  the  administration's  Housing 
Act  of  1954,  being  Senate  bill  No.  2938,  which  provides  (among  other  things) : 

"(1)  The  rapid  amortization  of  air-pollution-control  facilities  built  in  con- 
formance with  State  or  local  laws ; 

"(2)  An  FHA  or  FNMA  program  to  insure  loans  to  corporations  or  individuals 
to  construct  such  facilities ;  and 

"(3)  An  appropriation  for  research  in  the  field  of  air-pollution  control. 

Now,  therefore,  the  City  Council  of  the  City  of  San  Leandro  does  resolve.  That 
the  city  council  respectfully  urges  the  passage  by  the  Congress  of  the  United 
States  of  this  most  needed  legislation." 

Introduced  by  Councilman  Swift  and  passed  and  adopted  this  5th  day  of 
April  1954,  by  the  following  called  vote : 

Ayes:  Councilmen:  Ballini,  Cannissaro,  Swift,  Vlahos,  Dunnigan  (5). 

Noes:  Councilmen:  None  (0). 

Absent:  Councilmen:  Knick,  Musson  (2). 

Halset  Dunnigan, 
Mayor  of  the  City  of  San  Leandro,  Pro  Tempore. 

Attest: 

E.  H.  Burbank,  City  Clerk, 

City  of  San  Marino, 
San  Marino,  Calif.,  March  29,  1954, 
Hon.  Senator  Capehart, 

24i  Senate  Office  Building, 

Washington,  D.  C. 
Dear  Senator  Capehart:  This  letter  is  written  in  support  of  the  legislation 
you  are  sponsoring  (S.  2938)  to  provide  a  practical  approach  to  the  alleviation 
of  air  pollution.  The  13,000  residents  of  this  community,  a  suburb  of  Los 
Angeles  and  adjacent  to  Pasadena,  are  deeply  concerned  about  the  health  menace 
and  the  effect  on  property  values  that  a  continuation  of  air  pollution  will  create. 
We  agree  with  the  policy  supported  by  the  American  Municipal  Association 
which  recognizes  that  air  pollution  causes  serious  blight;  retards  proper  sub- 
division development  and  home  building;  leads  to  the  creation  of  slum  conditions; 
and  adversely  affects  health,  business,  and  agriculture. 

You  are  therefore  urged  to  continue  your  efforts  to  obtain  enactment  of  the 
bill  you  have  introduced,  and  please  be  assured  of  our  commendation  for  this 
constructive  action. 
Sincerely, 

C.  E.  Martin,  City  Manager. 
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boasd  of  supebvisobs, 
County  of  San  Mateo, 
Redwood  City,  Calif.,  AprU  8, 19S4. 
Hon.  Thomas  H.  Kuohel, 
The  United  States  Senate, 

Washington,  D.  C. 
Dear  Sis  :  At  its  April  6, 1954,  meeting,  the  Board  of  Supervisors  of  the  Ck>ant7 
of  San  Mateo  adopted  its  resolution  No.  8195  endorsing  Senate  bill  2938  (Cape- 
hart)  and  Senate  biU  3115  (Kuchel),  both  relating  to  air  poUution  and  presently 
under  consideration  by  the  United  States  Senate,  and  directed  this  oflOice  transmit 
to  you  certified  copy  of  such  resolution  for  your  consideration  in  connection  with 
legislation  on  the  serious  and  pressing  problem  of  air-pollution  control. 
Very  truly  yours, 

John  A.  Bbunino, 
Clerk  of  the  Board. 

Resolution  No.  8195,  Boabd  of  Supebvisors,  County  of  San  Mateo,  State  or 
California — Resolution  Endorsing  Senate  Bill  2938  (Capehart)  and 
Senate  Bill  3115  (Kuchel) ,  Both  Relating  to  Air  Pollution,  and  Presently 
Under  Consideration  by  the  United  States  Senate 

*'Be  it  resolved  hy  the  Board  of  Supervisors  of  the  County  of  Ban  Mateo, 
State  of  California,  that— 

''Whereas  air  pollution  in  and  around  the  bay  area,  as  well  as  in  other  places 
in  the  United  States,  is  becoming  more  and  more  serious ;  and 

"Whereas  proper  solutions  to  prevent  or  curtail  the  degree  of  air  pollution 
have  not  been  devised,  and,  where  remedial  steps  may  be  taken,  financial  require- 
ments on  industrial  plants  are  at  times  burdensome,  if  not  imposible ;  and 

•*Whereas  in  full  recognition  of  these  problems,  Senator  Homer  B.  Capehart, 
chairman  of  the  Senate  Banking  and  Currency  Committee,  has  sponsored  an 
amendment  to  the  administration's  Housing  Act  of  1954  which  would,  if  enacted, 
greatly  facilitate  the  prevention  and  control  of  air  pollution  by  (1)  the  rapid 
amortization  of  air  pollution  control  facilities  built  in  conformance  with  State 
or  local  law;  (2)  an  FHA  or  FNMA  program  to  insure  loans  to  corporations  or 
individuals  to  construct  such  facilities;  and  (3)  an  appropriation  for  research 
in  the  field  of  air-pollution  control ;  and 

"Whereas  Senator  Thomas  Kuchel,  of  California,  has  also  introduced  legisla- 
tion to  amend  the  Internal  Revenue  Code  so  as  to  provide  rapid  tax  amortization 
for  air-pollution-control  facilities  built  by  industries  in  accordance  with  State 
or  local  law ;  and 

"Whereas  it  is  the  sincere  desire  of  this  board  of  supervisors  to  obtain  the 
utmost  relief  to  the  air-polution  problem  in  this  county,  and  the  aforesaid  legis- 
lation is  designed  to  accomplish  this  purpose :  Now,  therefore,  be  it 

^'Resolved,  That  the  Board  of  Supervisors  of  the  County  of  San  Mateo  does 
hereby  endorse  United  States  Senate  bill  2938  (Capehart)  and  United  States 
Senate  bill  3115  (Kuchel),  and  does  further  urge  representatives  of  the  State 
of  California  in  Congress  to  diligently  pursue  the  enactment  of  this  legislation ; 
be  it  further 

'^Resolved,  That  copies  of  this  resolution  be  forwarded  to  Senator  Homer  B. 
Capehart,  Senator  Thomas  Kuchel,  Senator  William  Knowland,  and  to  Senator 
Millikin,  chairman  of  the  Senate  Finance  Committee,  and  to  Congressman  J. 
Arthur  Younger,  and  to  the  National  Association  of  County  Officials. 

"Regularly  passed  and  adopted  this  6th  day  of  April,  1954. 

"Ayes,  and  in  favor  of  said  resolution,  supervisors :  Thomas  J.  Callan,  M.  A. 
Poss,  W.  M.  Werder,  Alvin  S.  Hatch,  E.  R.  McDonald. 

"Noes,  and  against  said  resolution,  supervisors :  None. 

"Absent  supervisors :  None. 

M.  A.  Poss, 
Chairman,  Board  of  Supervisors,  County  of  San  Mateo, 

State  of  California. 

Attest: 

[fiEAL]  John  A.  Brunino, 

Clerk  of  said  Board  of  Supervisors. 
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City  of   San   Rafael,  Cajuf^ 

April  7,  19S4, 
Snbject :  Air  poUution— S.  2»38. 
Hon.  HoMEB  E.  Capkhabt, 

241  Senate  Office  Building,  Washington,  D.  O, 

Deab  Senator  Capehabt  :  The  City  Council  of  the  City  of  San  Rafael  wlshM 
to  express  Its  support  of  Senate  bill  2938.  It  is  our  understanding  that  yon 
have  sponsored  this  amendment  to  the  administration's  Housing  Act  of  1964 
and  it  is  also  our  understanding  that  the  amendment  would  provide  for  rapid 
amortization  of  air  pollution  control  facilities,  an  FHA  or  FN^IA  program  to 
insure  loans  for  the  construction  of  such  facilities,  and  appropriation  for  air 
pollution  research. 

We  wish  to  compliment  you  on  your  vision  In  introducing  such  a  measure.   Yon 
are  well  aware,  of  course,  that  this  legislation  is  consistent  with  the  national 
policy  adopted  by  the  American  Municipal  Association.     There  is  little  doub^ 
that  air  pollution  sets  up  a  hazard  to  the  public  health  and  welfare  of  an^ 
community. 

The  city  of  San  Rafael  is  situated  on  the  north  side  of  the  San  Franclscc: 
Bay  and  is  just  beginning  to  feel  the  effect  of  air  pollution.  While  air  pollutants 
do  not  originate  in  our  own  city  of  San  Rafael,  under  particular  meteorological 
conditions  the  air  surrounding  this  city  does  become  polluted  to  a  certain  degree^ 
While  this  problem  might  not  be  severe  at  the  moment,  there  is  every  possibilitjs 
that  it  might  become  so  in  the  future. 

It  is  our  experience  that  air  pollution,  or  smog  as  we  call  it  in  California,  caia 
hamper  subdivision  development  and  the  construction  of  homes,  as  well  nm 
creating  a  blight  situation  in  developed  areas. 

To  this  date  air  pollution  control  in  the  San  Francisco  Bay  area  has  been  on  m 
voluntary  basis.    The  city  council  feels  that  Senate  bill  2938  will  greatly  accel- 
erate any  voluntary  program. 
Very  truly  yours, 

WiLBEB  Smith,  City  Manager. 

Cmr  OF  South  Pasadena, 

Office  of  City  Clerk, 
South  Pasadena,  Calif,,  April  IS,  1954, 
Hon.  Homer  E.  Capf.hart, 
United  States  Senator, 

Senate  Office  Building,  Washington  25,  D.  C. 
Deab  Sir:  I  am  enclosing  certified  copy  of  Resolution  No.  2818  which  wass- 
adopted  by  the  City  Council  of  the  City  of  South  Pasadena  on  April  7,  1954.    This 
resolution  favors  passage  of  United  States  Senate  bills  293S  and  3115  which  per- 
tain to  air  pollution  control. 
Yours  very  truly, 

Marjorie  Merbitt,  City  Clerk, 

Rbsolution  No.  2818 

UioBonrrxoN  of  the  Council  of  the  City  of  South  Pasadena  Favoring  the 
Passaqk  or  United  States  Senate  Bills  2938  and  3115 

"Whorens  there  Is  pending  before  the  Congress  of  the  United  States  S.  3115, 
which  would  provide  for  a  60-month  rapid  amortization  for  tax  puri>ose8  of 
facilities  constructed  by  private  Industry  for  the  control  of  air  pollution ;  and 

"Whereos  there  Is  also  pending  l)efore  the  Congress  of  the  United  States  S,  2938 
which,  In  luUlltion  to  the  ncoelernttHi  writeoff  provision,  also  would  authorize 
insurance  of  loans  to  corporatlonso^^^Tlduals  to  construct  or  install  air  pollu- 
tion control  facilities  and  an  ^g/fK^^fiLiUita^mmJrch  in  the  field  of  air- 
poll  nt  Ion  control ;  and  ^J^V^^^.i&l^^^BL. 

••Whereas  air  pollution  !■  t"^  ^•P'^^^^Bf^  a°d  development  of 
South  Posadena  and  Is  Injm*  ^  ^"M^eing  of  the  citizens  of 

this  community. 

••Whereos  the  severity  oft-  -  '•■■  ^***ty  is  so  great 

that  an  Air  FoUtttlon  0«  -^  in  1947  tc 

combat  fj^mmmm  of  •ff'  i  sinoe  thai 

date  hiH^^^HMW  f 


i 
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"Whereas  the  cities  of  Los  Angeles  County,  Calif.,  members  of  this  division  of 
the  League  of  California  Cities,  are  in  agreement  that  it  is  necessary  that  con- 
struction of  air  pollution  control  facilities  and  equipment  be  encouraged  in  every 
reasonable  and  possible  way :  Now,  therefore,  be  it 

Resolved,  That  the  City  Council  of  the  City  of  South  Pasadena  respectfully 
urges  the  Congress  of  the  United  States  to  enact  Senate  bills  2938  and  3115.  The 
city  clerk  is  hereby  instructed  to  transmit  a  copy  of  this  resolution  to  Senator 
Capehart  and  a  copy  of  the  resolution  to  Senator  Kuchel  and  a  copy  to  each  of 
the  Senators  from  California  and  to  each  of  the  Representatives  in  Congress  from 
Los  Angeles  County." 

I  hereby  certify  that  the  foregoing  resolution  was  adopted  by  the  City  Council 
of  the  City  of  South  Pasadena  at  its  meeting  held  on  the  7th  day  of  April  1954,  by 
the  following  vote : 

Ayes:    Councilmen  Billings,  Robinson,  Ttanyer,  Anderson,  and  Partsch. 

Noes:  None. 

Attest : 

[sral]  Marjorie  Merritt, 

Clerk  of  the  City  of  South  Pasadena, 

Signed  and  approved  this  7th  day  of  April  1954. 

J.  C.  Partsch, 
Mayor  of  the  City  of  South  Pasadena, 


City  of  Sunnyvale, 
Sunnyvale,  Calif.,  March  26,  1954, 
Senator  Homes  E.  Capehart, 
241  Senate  Office  Building, 

Washington  25,  D.  C. 
Dear  Senator:  The  advent  of  industries  to  desirable  locations  on  the  west 
coast  has  created  very  quickly  an  air  pollution  problem.  Our  city  is  an  indus- 
trial city  and  we  welcome  the  location  of  industry  here  and  are  proud  of  the 
fact  that  we  are  an  industrial  city.  However,  our  industrial  development  has 
not  been  as  rapid  as  it  might  be  because  of  our  strict  requirements  for  the  ('ontrol 
of  any  possible  air  pollution  coming  from  the  industrial  plants. 

We  appreciate  the  effort  put  forth  by  you  and  your  colleagues  in  the  develop- 
ment of  legislation  such  as  that  in  S.  2938  and  S.  3115.  This  will  materially  aid 
industries  in  meeting  their  problem  in  air  pollution  and  will  assist  in  the  proper 
development  of  west  coast  industries. 

Thank  you  for  your  efforts  in  this  direction  and  let  us  know  if  we  can  be  of  any 
assistance  in  developing  this  much  needed  legislation. 
Very  truly  yours, 

H.  K.  Hunter,  City  Manager, 

City  of  Tacoma, 
Office  of  City  Clerk, 
Tacoma,  Wash.,  April  8, 1954. 
Senator  Warren  G.  Maonuson, 
Senate  Office  Building, 

Washington  25,  D.  C. 
Dear  Senator  Magnuson:  Enclosed  you  will  please  find  copy  of  Resolution 
No.  13877,  adopted  by  the  City  Council  of  Tacoma  on  April  5,  1954,  favoring  and 
requesting  support  for  the  Capehart  amendment  to  the  administration's  housing 
bill  (S.  2938)  on  the  subject  of  air  pollution,  which  is  being  forwarded  to  you 
in  accordance  with  the  provisions  of  said  resolution. 
Very  truly  yours, 

Josephine  Melton,  City  Clerk. 

Resolution  No.  13877 

By  Hooker: 

"Whereas  the  city  of  Tacoma  is  convinced  that  air  pollution  causes  extreme 
economic  loss  to  housing,  increases  deterioration  of  homes,  hastens  the  decline  in 
property  and  neighborhood  values,  and  contributes  to  slum-like  living  conditions; 
and 

"Whereas  Senator  Capehart  has  agreed  to  sponsor  an  amendment  to  the  ad- 
ministration's housing  bill  (S.  2938)  to  help  municipalities  overcome  the  problem 
of  air  pollution,  by  (1)  providing  rapid  tax  amortization  for  air  pollution  control 
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facilities,  aDd  (2)  providing  an  FHA  or  FNMA  insurance  program  for  loans  to 
construct  snch  facilities,  and  (3)  anthorizing  a  large  approprlatton  for  increased 
research  into  air  pollution  causes  and  cures ;  and 

"Whereas  the  proposed  type  of  legislation  will  be  of  great  value  to  the  city  oi 
Tacoma  because,  while  Tacoma  Is  far  ahead  of  most  cities  in  such  a  program 
its  efforts  have  been  frustrated  by  the  laclc  of  government  support;  Now,  there- 
fore, be  it 

*'ResoUf€d  hy  the  Council  of  the  City  of  Tacoma,  That  the  Council  of  the  (Sty      ' 
of  Tacoma  is  in  favor  of  and  requests  support  for  the  Capehart  amendment  to 
the  administration's  housing  bill  (S.  2938)  on  the  subject  of  air  pollution;  aaa 
that  copies  of  this  resolution  be  sent  directly  to   Senator  Homer  B.  Cape- 
hart,  Boom  241,  Senate  Office  Building,  Washington  25.  D.  C,  and  to  the  varlom^ 
Senators  of  the  State  of  Washington,  Senate  Office  Building,  Washington  2^^ 
D.  C." 

Adopted  on  roll  call  April  5,  1954. 

Ayes  8 ;  nays  0 ;  absent  1 ;  Bratrud. 

H.  M.  ToLLETBDN,  MayoT. 

Attest: 

JosEPHixK  Melton. 

City  Clerk, 

City  of  Tacoma,  Wash., 
Department  of  Public  Works, 

April  6.  195k, 

Re  amendment  to  S.  2938— tax  relief 

Senator  Capehart, 

Room  241,  Senate  Ojgfice  Building, 

Washington,  D.  C. 
Dear  Senator:  It  has  come  to  our  attention  that  you  have  introduced  ar^ 
amendment  to  S.  2938,  designed  to  provide  tax  relief  for  the  construction  o^* 
air  pollution  control  facilities.  ^^ 

The  city  of  Tacoma  has  only  recently  (1950)  adopted  an  air  pollution  contro^J 
ordinance.  Administration  of  the  air-pollution  program  has  already  pointe^^ 
out  the  desirability  of  your  action  for  providing  an  incentive  for  the  local 
industry.  As  you  probably  know,  the  installation  of  a  pollution-control  facility 
very  rarely  pays  for  itself.  It  is  also  true  that  the  local  industries  are  relatively 
small  and  find  themselves  hard  put  to  find  money  to  put  into  a  facility  that  has 
no  prospect  of  returns. 

The  proposal  that  an  air  pollution  research  program  be  maintained  is  also 
commendable.     It  is  desirable  that  the  Federal  Government  direct  its  effort 
toward  setting  standards  of  pollution,  pollution  measurement  and  organization, 
in  order  to  make  various  municipal  ordinances  and  structures  more  uniform. 
Very  truly  yours, 

B.  C.  Bashey, 
Acting  Director,  Department  of  Public  WorJc*. 
By  A.  E.  Habstad, 
Air  Pollution  Control  Enginer. 

The  Leagite  of  Texas  MirNidPALrriES, 

Austin,  Tex.,  March  22, 1954. 
Senator  Homer  E.  Capehart, 
2U  Senate  Office  Building, 

Washington  25,  D.  C. 

Dear  Senator  Capehart:  We  should  like  to  join  the  American  Municipal 

Association  and  other  orcranizations  in  urging  you  to  sponsor  an  amendment  to 

the  adF>*"       ation's  Honsinc:  Act  of  l^TA  ])roviding  for  the  rapid  amortization 

control  facilities  built  in  conformance  with  State  or  local  law. 

oroDosal  will  also  provide  for  the  insurance  of  loans  to  individ- 

n  r»^"otruct  air  pollution  control  facilities. 

3  of  Texas  will  greatly  appreciate  your  efforts  in 

B.  E.  McAdams,  Executive  Director, 
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CiTT  OF  TOB&AKCE,  CaUF., 

At^ril  7, 1954. 
Hon.  Senator  Homer  E.  Gapbhabt, 
t41  Senate  OtJtce  Building, 

Washinffton,  D.  C. 
Deab  Senator  Gapehart:   The  city  officials  of  the  city  of  Torrance,  Calif., 
are  fally  in  accord  with  your  bill  S.  2938,  which  provides  a  means  of  preventing 
and  controlling  air  pollution. 

Air  pollution  has  become  a  serious  menace  to  our  area  and  if  continued 
or  increased  will  adversely  affect  the  health,  industry,  and  agriculture  of  our 
city.  We  believe  your  bill  affords  a  means  of  ultimate  abatement  to  air  pollu- 
tion, and  urge  its  passage. 

You  can  be  assured  of  our  full  support  in  any  manner  which  may  be  effective. 
Yours  very  truly, 

Geo.  W.  Stevens,  City  Manager, 


Association  of  Washington  Cities, 

Seattle,  Wash.,  ApHl  7,  1954. 
Hon.  Homer  E.  Capehart, 
United  States  Senator, 

Room  241,  Senate  Office  Building, 

Washington,  D.  C. 
Dear  Senator  Capehart:  Word  has  been  received  through  the  American 
Municipal  Association  that  you  have  agreed  to  sponsor  an  amendment  to  your 
housing  bill  to  aid  municipalities  in  overcoming  the  problem  of  air  pollution. 
The  Association  of  Washington  Cities,  representing  the  cities  and  towns  of 
Washington,  approximately  65  percent  of  the  population  of  the  State  of  Wash- 
ington, wishes  to  commend  you  for  this  forward-looking  step  and  to  give  any 
support  possible  to  the  amendment. 

Please  be  assured  that  anything  you  can  do  to  help  solve  this  vexing  problem 
will  be  appreciated  by  the  municipal  governments  of  this  State. 
Very  truly  yours, 

G.  M.  MoCosH,  President. 

Bronx,  New  York  City,  N.  Y.,  ApHl  12, 1954. 
Re :  Article  Smog  Versus  Livet?,  April  10,  1954. 
Hon.  Homer  E.  Capehart, 

Member  United  States  Senate, 
Dear  Senator:  We  are  endeavoring  to  eradicate  this  situation  in  New  York 
City  which  is  honeycombed  by  a  low  standard  of  political  expediency,  and  we 
will  need  to  work  with  you  to  do  something  about  It. 
Sincerely, 

John  Finkreiner. 

National  Aviation  Trades  Association, 

Washinirton,  D,  C,  April  15,  1954- 
Senator  Homer  Capehart, 
Senate  Office  Building, 
Washington  25,  D.  C, 
Dear  Sir  :  We  were  delighted  to  read  in  a  recent  press  release  that  you  were 
trying  to  interest  Congress  in  doing  something  about  the  Increasing  problem  of 
air  pollution.    Our  members  have  been  harping  on  this  for  years  admittedly 
for  somewhat  selfish  interests  since  when  the  air  gets  so  smoky  that  you  can't 
see,  our  flying  activities  are  severely  curtailed.    We  would  like  to  pledge  the 
assistance  of  our  organization  In  whatever  way  we  or  our  members  could  help 
you  In  your  smog  investigations.    Nobody  Is  In  such  a  good  position  as  the 
average  pilot  to  observe  where  the  smoke  comes  from  around  any  large  metro- 
politan area. 

In  my  own  case  in  the  New  York  area,  I  have  worked  with  various  agencies 
interested  In  abating  the  smoke  nuisance.  Actually,  If  we  could  require  the 
powerplants  to  Install  smoke-control  devices,  eliminate  the  burning  of  garbage 
and  trash  in  various  city  dumps,  mostly  in  the  Jersey  meadows,  and  control  the 
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smoke  oatpnt  from  a  few  industrial  sources  snch  as  two  chemical  plants  and  I 
Esso  refinery,  we  would  have  eliminated  over  50  percent  of  the  New  York  smolc^ 
Our  laws  need  more  teeth  since  unfortunately  smoke-control  devices  are  expensi^ 
although  they  sometimes  pay  for  themselves  in  the  long  run.    Another  exampl 
closer  to  home  is  the  Sparrow  Point  steel  mill  in  the  Baltimore  area  which  is 
national  disgrace  and  literally  smogs  up  hundreds  of  square  miles  daily. 

We  sincerely  hope  that  your  efforts  will  bear  some  fruit  and  would  be  glad  i 
assist  in  helping  on  smoke  surveys  or  in  any  other  way  that  you  think  o^lt 
services  or  equipment  could  help.  Now  that  there  appears  to  be  increasia.^ 
proof  that  there  is  a  real  health  problem  involved  as  a  result  of  increasing  al.:^ 
pollution,  perhaps  we  can  get  more  public  support  for  better  enforcement  of  exis'fc^ 
Ing  smoke-control  laws  as  well  as  the  passage  of  additional  ones. 
Sincerely, 

Samuel  Fbescman, 
Eastern  Vice  President. 


Statement  of  National  Coal  Association,  Washington,  D.  C. 

Subject:    Amendment  to  S.  2938.     "Title  VIII— Smoke  Elimination  and  A*:* 
Pollution  Prevention"  in  the  Senate  housing  bill 

This  statement  is  made  necessary  by  the  fact  that  it  was  impossible  to  arraD^<^ 
for  the  appearance  of  a  witness  for  National  Ck)al  before  the  committee  in  coc^-- 
nection  with  the  proposed  air-pollution  amendment  to  S.  2938.  __^ 

Information  regarding  the  committee's  intention  to  reopen  hearings  on  S.  2d3^'« 
to  accommodate  the  proposed  amendment,  was  not  received  by  us  until  hit:^^ 
Friday,  April  9.  We  had  previously  been  advised  that  hearings  on  S.  2938  ^^^j: 
been  completed.  Therefore,  when  we  received  this  advice,  we  immediately  trie  ^^ 
to  contact  necessary  individuals  regarding  the  scheduled  public  hearings.  0^^ 
Monday,  April  12,  we  were  advised  that  sufficient  witnesses  to  consume  the  fo^-^ 
time  of  the  committee  during  the  3-day  hearings,  had  been  arranged  for,  an^^ 
therefore,  no  time  was  available  for  our  witness. 

We  were  also  advised  by  a  number  of  interested  parties  that  they  were  unabl^^ 
to  obtain  time  to  testify.  It  was  hoped  that  the  hearings  might  be  extended  l^^ 
order  to  provide  for  additional  witnesses.  From  information  derived  from  mem  — ' 
bers  of  the  staff  of  the  Senate  Banking  and  Currency  Committee,  we  were  ad^^^ 
vised  there  is  not  much  possibility  of  extending  hearings  on  this  particular*' 
amendment 

In  order  that  we  may  state  for  the  record  the  position  of  the  National  Coal- 
Association  and  others  who  are  interested,  we  submit  this  statement  and  ask 
that  it  be  inconwrated  as  a  part  of  the  record  of  the  committee's  hearings  on  S. 
2938  to  consider  Senator  Capehart's  amendment  on  air-pollution  prevention. 

Without  being  critical,  but  in  the  spirit  of  helpfulness,  we  point  out  that  th© 
basic  principles  Involved  in  the  amendment  are  laudatory.  However,  the  method 
of  approach  leaves  much  to  be  desired. 

We  have  no  objections  to  offer  as  to  section  803  or  section  804  of  the  proposed 
amendment  to  the  bill.  We  direct  our  attention  particularly  to  section  ^2  of  the 
amendment. 

Section  802  would  set  up  the  Department  of  Health,  Education,  and  Welfare  as 
the  vehicle  and  agency  to  "undertake  and  conduct  a  program  of  technical  research 
and  studies  concerned  with  (a)  causes  of  air  pollution  and  excessive  smoke,  (6) 
devices,  structures,  machinery,  equipment,  and  methods  (including  methods  of 
selecting  and  using  fuels)  for  the  prevention  or  elimination  of  excessive  smoke 
and  air  pollution  or  the  collection  of  atmospheric  contaminants,  and  (c)  guidance 
and  assistance  to  local  communities  in  smoke  abatement  and  air-pollution  pre- 
vention and  control.'* 

Upon  basis  of  such  a  statement,  we  presume  that  it  is  the  intent  of  the  amend- 
ment to  concentrate  on  the  technical  aspects  of  air  pollution  rather  than  the  theo- 
retical or  philosophical  points. 

If  J     ?h  a  conclusion  is  correct,  then  there  is  grave  doubt  in  our  mind  that  the 

'*  Wealth,  Education,  and  Welfare,  either  on  the  basis  of  available 

d  personnel  or  background,  is  the  proper  agency  to  conduct 

'-      ^al  that  the  agency  for  such  an  accomplishment  would 

>       Department  of  the  Interior,  wherein  personnel, 

facilities  all  lend  themselves  to  such  a  technical 
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IMrticularly  since  ^'devices,  structures,  machinery,  equipment,  and  meth- 
t'e  to  be  among  the  principal  points  of  consideration. 

^  worthy  of  the  committee's  note  to  understand  that  programs  for  preven- 
f  air  pollution  have  been  in  progress  for  a  number  of  years.  Their  accom- 
lents  of  import  are  a  matter  of  record. 

b  agencies  as  the  Air  Pollution  Control  Association,  the  Bituminous  Goal 
leers  Committee  for  Smoke  Abatement,  Bituminous  Coal  Research,  Inc., 
lie  Memorial  Institute,  as  well  as  many  institutions  of  technical  education 
as  Purdue  University  In  Indiana,  Pennsylvania  State  College,  Massachu- 
lostitute  of  Technology,  and  many  others,  have  contributed  greatly  to  the 
ipUshments  in  the  field  of  air-pollution  control. 

ny  of  the  experts  in  the  field  of  air-pollution  control  speak  not  from  cursory 
[edge,  but  from  years  of  study  and  experience.  They  feel  that  while  there 
1  much  to  be  accomplished  in  the  attainment  in  the  final  goal  of  the  air- 
ion  control :  nevertheless,  the  end  can  be  attained  most  economically  and 
Qtly  by  working  on  a  program  such  as  that  now  in  operation  by  the  Air 
ion  Control  Association. 

^A  is  made  up  of  the  representatives  of  a  number  of  industries  such  as 
Inous  coal,  petroleum,  steelmaking,  electric-power  generation,  railroads, 
rial  manufacturers,  automtive  and  transportation  operators,  and  the  gov- 
ntal  air-pollution-control  ofllcers.  The  programs  sponsored  by  these  groups 
rith  the  problem  of  air-pollution  control  on  a  specific  industry  basis.  It  is 
inking  that  certainly  the  proper  solution  to  a  problem  within  an  industry 
M8t  be  solved  by  people  within  the  industry  Itself  who  know  every  facet  of 
derations.  Under  the  sponsorship  of  the  Air  Pollution  Control  Association, 
inical  consulting  committee  composed  of  representatives  of  each  of  the 
Ties,  is  set  up  to  guide  the  Individual  work  of  a  group  of  working  sub- 
ittees  appointed  from  each  of  the  individual  industry  groups, 
example  of  the  type  of  operation  incorporated  in  the  APCA  project  is  that 
>eing  conducted  on  the  air  pollution  caused  by  automotive  highway  prob- 

This  problem  Is  particularly  acute  in  Los  Angeles,  Calif,  (where  there  is 
little  solid  fuel  consumed  for  industrial  purposes).    As  on  phase  of  the 

investigation  is  being  made  Into  the  atmospheric  contaminant  caused 
tomotive  exhaust  gases,  particles  resulting  from  tire  wear  and  highway 
,  and  other  causes.  The  study  of  such  a  problem,  it  is  felt,  can  best  be 
ed  by  people  within  the  automotive  and  highway  user  groups, 
nany  circles.  It  Is  seriously  doubted  whether  the  proposed  $5  million  appro- 
on  for  the  purposes  outlined  In  section  802,  would  be  productive  of  any 
amount  of  good  nor  would  the  accomplishments  be  any  more  substantive 
those  to  be  expected  from  studies  conducted  by  agencies  of  private 
arise, 

f  problem  of  alr-pollutlon  control  Is  one  which  commands  the  serious  and 
entious  attention  of  all  segments  of  Industries  Involved.  It  is  not  a 
an  which  is  passed  over  lightly ;  nor  is  it  one  for  which  excuses  rather  than 
are  sought.  While  not  passing  on  the  basic  principle  involved  in  the 
r  of  (Government  intervention,  in  such  a  problem,  it  is  felt  that  the  com- 
*  should  look  carefully  at  the  projects  now  being  carried  on  by  private 
^rise,  which  can  be  expanded  at  undoubtedly  less  cost  and  perhaps  more 
Dcy  than  through  the  avenue  of  governmental  bureaucracy. 
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MONDAY,  APBIL  19,  1954 

United  States  Senate, 
Committee  on  Banking  and  Currency, 

Washington^  D.  O. 

The  committee  met,  pursuant  to  call,  in  room  318,  Senate  Office 
uilding,  at  10 :  05  a.  m..  Senator  Homer  E.  Capehart  (chairman) 
residing. 

Present :  Senators  Capehart,  Bricker,  Bennett,  Bush,  Payne,  May- 
ink,  Frear,  Douglas,  and  Lehman. 

The  Chairman.  Tne  committee  will  please  come  to  order. 

The  first  order  of  business  will  be  a  vote  on  the  part  of  the  committee 
)  subpena  Mr.  Powell.  Mr.  Powell  telephoned  me  at  25  minutes  of 
0  this  morning  and  said  that  he  would  prefer  not  to  appear  without 
subpena. 

That  was  the  first  time  the  chairman  knew  that  he  required  a  sub- 
)ena  or  wanted  a  subpena.  He  is  now  waiting  over  in  the  Sergeant 
it  Arms'  office,  and  I  wish  someone  would  make  a  motion  that  we 
rabpena  him. 

Senator  Maybank.  I  so  move,  Mr.  Chairman. 

Senator  Bush.  I  second  it. 

The  Chairman.  It  has  been  moved  and  seconded  that  we  subpena 
fr.  Powell.  All  in  favor  say  "aye";  contrary,  "no."  The  ayes 
ave  it. 

I  ask  that  the  assistant  clerk  of  this  committee  issue  such  a  subpena 
nd  take  it  to  the  Sergeant  at  Arms'  office  and  serve  it  on  Mr.  Powell, 
nd  ask  him  to  immediately  come  to  this  room.  Until  such  time  as 
[r.  Powell  does  appear,  I  think  we  should  do  nothing  here,  because 
e  was  to  be  our  first  witness. 

I  much  prefer  that  he  listen  to  what  I  have  to  say  in  my  opening 
:atement  before  we  proceed.  I  will  say  this  while  Mr.  Powell  is 
a  his  way,  that  this  hearing  today  and  tomorrow  and  the  next  couple 
f  days  is  primarily  a  continuation  of  our  hearing  on  the  proposed 
igislation  that  we  have  been  working  on  here  now  for  many,  many 
eeks. 

The  committee  will  be  in  recess  for  a  couple  of  minutes,  until  such 
me  as  Mr.  Powell  arrives.  Had  we  known  that  Mr.  Powell  required 
subpena,  we  would  have  had  it  served  on  him  before,  but  it  was  our 
iderstanding  that  he  was  voluntarily  going  to  appear,  and  we  did 
>t  know  otherwise  until  25  minutes  or  10  this  morning. 
This  was  the  first  opportunity  that  the  chairman  has  had  to  get 
e  full  committe  together  to  authorize  a  subpena.  While  we  are 
aiting  on  Mr.  Powell,  it  might  be  well  for  the  committee  to  give  the 
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chairman  authority  to  issue  subpenas  in  the  future  in  respect  to  this 
investigation. 

Senator  Maybank.  I  so  move,  Mr.  Chairman. 

Senator  Bricker.  I  second  it. 

The  Chairman.  It  has  been  moved  and  seconded  that  the  chaimum 
be  given  authority  to  issue  subpenas  in  respect  to  this  investi^tion  in 
the  future  without  taking  it  up  further  with  the  full  committee.  Is 
there  objection? 

Senator  Douglas.  There  is  no  objection,  but  I  would  suggest  that 
the  chairman  consult  with  the  ranking  minority  member,  Senator 
Maybank,  of  South  Carolina,  on  such  matters. 

The  Chairman.  I  would  like  to  say  that  the  resolution  adopted  a 
few  days  ago  by  the  full  committee,  giving  the  chairman  the  right  to 
proceed  in  this  matter,  stated  that  the  chairman  was  to  procSad  in 
cooperation  and  coordination  with  the  ranking  minority  member.  He 
will  do  that  in  every  instance. 

Senator  Maybank.  Might  I  ask  the  chairman  if  we  have  the  list, 
yet,  from  the  White  House,  of  the  1,149  people? 

The  Chairman.  The  list  of  1,149  names  tnat  you  have  been  reading 
about  in  the  newspapers  will  be  delivered  to  the  committee  within  a 
few  minutes.    I  think  that  possibly  we  had  better  proceed. 

I  have  a  few  things  I  wish  to  place  in  the  record  at  this  time.  With- 
out objection,  I  would  like  to  place  in  the  record  the  directive  of  the 
President  of  the  United  States  issued  to  the  Administrator  of  the 
Housing  and  Home  Finance  Agency  on  April  12.     Is  there  objection! 

I  would  also  like  to  place  in  the  record  at  this  time  a  statement  made 
by  Albert  M.  Cole,  the  Administrator  of  the  Housing  and  Home 
Finance  Agency,  on  April  12, 1954. 

I  would  also  like  to  place  in  the  record  at  this  time  a  statement 
issued  by  myself  for  release  to  the  Sunday  a.  m.  papers,  setting  forth 
the  position  of  this  committee  in  respect  to  proposed  legislation. 

I  would  also  like  to  place  into  the  record  a  press  release  issued  by 
the  senior  Senator  from  Virginia,  Mr.  Byrd. 

I  would  also  like  to  place  into  the  record  a  statement  that  I  have 
prepared  as  chairman  of  this  committee  as  opening  remarks  at  the 
opening  of  this  hearing.  This  is  quite  a  long  statement.  There  are 
12  pages  to  it.  I  shall  not  read  it,  but  I  do  urge  every  Senator  and 
everyone  interested  to  read  this  statement.  A  copy  has  been  placed 
before  each  Senator.  There  are  sufficient  copies  available  for  anyone 
in  the  audience  to  read. 

I  will  talk  briefly  about  this  statement. 

(The  documents  referred  to  follow :) 

THE  WHITE  HOUSE 

Washington 

April  12,  1964. 

MEMORANDUM   FOR  THE  ADMINISTRATOR,    HOUSING   AND  HOME  FINANCE   AGENCT 

In  order  to  facilitate  the  Investigations  which  are  being  conducted  by  the 
execntlve  branch  of  the  Government  and  any  other  actions  necessary  or  proper 
to  ii       "e  fidelity  of  operations  under  the  National  Housing  Act,  you  are 

ui'lzed  and  directed  to  take  custody  forthwith  of  all  files  and  records 
CM.  ...« 1     *cral  Housing  Administration,  both  in  Washington  and  the  field,  pa- 
title  I  and  section  608  of  the  National  Housing  Act,  and  such  other 
J  ^K!ords  as  you  find  proper  for  such  purposes. 

DWIOHT    D.    BiSBNSOWEB. 
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gTAXKliSNT   BT   ALBERT   M.    COUS,    ADMINISTRATOB,    HOUSING   AND   HOME   FINANCE 

Agency 

I  am  today  making  public  the  first  of  a  series  of  decisive  actions  based  on 
alleged  serious  irregularities  and  abuses  that  have  occurred  in  the  FHA  small 
property  improvement  insurance  program  under  title  I  of  the  National  Housing 
Act  and  evidence  of  illegal  or  unethical  actions  concerning  the  financing  of 
privately  owned  rental-housing  projects,  under  section  608  of  the  Federal  Housing 
Act  which  expired  in  1950,  and  other  matters  concerning  the  housing  program. 

The  lenders,  under  title  I,  are  protected  by  a  Government  guaranty  and  the 
Government  is  protected  against  financial  loss  by  the  accumulated  loss  reserves. 
Our  concern  is  for  the  small-home  owner  who  seeks  to  use  the  benefits  provided 
by  Government-insured  property  improvement  loans.  He  is  entitled  to  better 
protection  against  the  sharp  practices  which  induce  him  to  borrow  to  pay 
exorbitant  prices  for  improvements  which  are  often  unnecessary  and  work 
which  is  often  shoddy. 

The  investigations  conducted  by  the  Department  of  Justice  have  established 
that  the  misuse  of  this  Federal  insurance  program  for  small-home  owners  over 
the  past  several  years  has  been  so  widespread  and  numerous  as  to  make  man- 
datory two  more  types  of  investigative  action.  The  first  of  these  will  be  the 
freezing  of  the  FHA  files  under  the  supervision  of  a  new  investigative  staff, 
effective  immediately.  Secondly,  there  will  be  a  concurrent  intensive  investiga- 
tion by  the  Department  of  Justice  of  possible  criminal  violations  and  the 
Initiation  of  criminal  prosecution  where  necessary. 

William  F.  McKenna,  a  prominent  Los  Angeles  attorney  with  broad  experience 
in  governmental  investigations,  has  been  appointed  Deputy  Administrator  of  the 
HHFA  to  direct  the  HHFA  inquiry.  Assigned  to  him  for  this  purpose,  and 
assuming  direct  charge  of  the  FHA  records  and  investigative  staff,  will  be  Lester 
Condon,  until  April  9,  1954,  chief  investigator  of  the  House  Government  Opera- 
tions Committee. 

These  actions  are  taken  following  extensive  conferences  with  officials  of  the 
Department  of  Justice  over  a  period  of  several  weeks. 

Concurrent  with  these  investigations,  we  will  give  attention  to  the  organiza- 
tion and  administration  which  permitted  these  abuses  to  grow  over  a  period 
ot  years.  The  future  interests  of  the  public  and  businessmen  dealing  with  the 
FHA  must  be  protected  as  well  as  the  proper  interests  of  the  Government  itself. 

I  want  to  emphasize  while  it  is  clear  the  vast  majority  of  the  lenders,  builders, 
Emd  citizens  throughout  the  United  States  who  use  the  FHA  facilities  observe 
A  high  level  of  ethical  conduct,  the  evidence  already  at  hand  requires  drastic 
and  immediate  action.  I  am  confident  that  we  will  have  the  cooperation  and 
support  of  the  public  and  the  users  of  the  FHA  facilities  in  this  cleanup  program. 

The  program  calls  for: 

1.  The  immediate  transfer  of  the  jurisdiction  of  investigation  of  all  trans- 
actions involving  possible  criminal  action  from  the  FHA  to  the  FBI.  Hereto- 
fore, most  preliminary  criminal  investigations  have  been  made  by  the  FHA*s 
3wn  compliance  staff. 

2.  Immediate  appointment  of  McKenna  as  Deputy  Administrator  of  HHFA 
to  head  up  the  HHFA  investigations,  and  to  determine  responsibility  for  any 
lack  of  compliance  with  administrative  regulations  on  the  part  of  FHA  per- 
sonnel or  the  users  of  credit  under  the  Federal  Housing  Act.  Transfer  to  the 
Deputy  Administrator's  jurisdiction  of  the  investigative  staff  of  the  Federal 
Housing  Administrator,  and  the  appointment  of  additional  skilled  investigators. 

3.  An  intensive  review  of  the  organization,  procedure,  and  working  methods 
3f  th(»  FHA  to  determine  changes  which  should  be  made  to  increase  its  effective- 
ness in  insuring  the  fidelity  of  transactions  under  the  laws  which  it  administers. 

4.  Such  changes  in  regulations  covering  the  property  improvement  credit 
program  as  the  investigation  shows  to  be  necessary  to  Insure  that  homeowners 
receive  the  maximum  of  protection  against  any  form  of  abuse. 

5.  To  facilitate  a  completely  impartial  evaluation  of  the  FHA  as  to  policy 
and  procedures,  a  number  of  the  positions  of  senior  operating  officials  will  be 
affected. 

This  does  not  necessarily  imply  the  malfeasance  or  incompetence  of  those 
ofllcials.  However,  if  the  evidence  before  us  is  correct,  the  FHA  has  obviously 
suffered  from  a  progressive  laxity  which  Is  Incompatible  with  good  government. 
In  view  of  the  number  of  complaints  which  have  been  made  by  citizens  in 
recent  year,  the  small  fraction  which  have  been  acted  upon  effectively  is 
gigniflcant. 
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Our  primary  purpose  is  not  solely  to  bring  punitive  action  wb^re  neeentri 
but  to  insure  against  the  recurrence  of  these  unethical  or  illegal  derlces. 
Among  the  circumstances  which  led  to  this  corrective  program  were : 

1.  Complaints  received  and  investigated  by  the  Department  of  Justice  tn 
various  parts  of  the  country  indicated  a  widespread  activity  on  the  part  of 
roving  groups  of  high-pressure  home-improvement  and  repair  salesmen  wliick 
moved  from  city  to  city  after  using  the  forms  and  facilities  of  title  I  of  te 
Federal  Housing  Act  to  exploit  families  inexperienced  in  lending  activities.  Tki 
Department  of  Justice  reports  even  show  that  crews  of  from  50  to  100  of  tlMM 
"dynamiters"  openly  stayed  at  the  same  hotels  to  work  medium-sized  aiOm 
one  after  another. 

2.  The  reports  indicated  that  the  actual  repair  jobs  contracted  for  1^  hooe- 
owners  were  in  some  cases  auctioned  off  to  local  dealers  by  these  sales  groupB  at 
an  exorbitant  profit.  Frequeutly  the  work  done  was  characterized  as  shoddy. 
In  other  instances  the  homeowners  were  led  to  borrow  more  than  the  cost  of 
the  work  with  the  promise  that  the  difference  would  be  paid  back  to  them  tn 
cash.  The  homeowner  was  then  obligated  to  pay  the  full  amount  even  thoni^ 
he  might  never  see  the  promised  cash  rebate.  These  and  other  devices  of  filia^ 
practice  have  been  freely  used  to  victimize  people  of  modest  incomes. 

3.  The  fact  that  these  operations  involve  the  fleecing  of  numerous  homeownm 
in  many  parts  of  the  country  became  apparent  to  me  over  a  period  of  time  as  a 
result  of  an  accumulation  of  complaints  to  the  Department  of  Justice  and  fbt 
resulting  investigations,  which  the  I>epartment  of  Justice  reported  to  me 

4.  Meanwhile,  the  FHA,  the  agency  responsible  for  the  administration  of  fbt 
programs,  failed  to  hold  such  cases  to  the  few  which  would  be  inevitable  under  a 
program  of  this  magnitude.  Complaiuts  which  I  received  and  referred  to  tba 
FHA  for  action  were  not  properly  investigated  and  acted  upon. 

There  will  also  be  an  especially  close  scrutiny  of  all  large-scale  rental  hooalat 
projects  which  were  initiated  under  the  regulations  governing  *  multifamily 
dwellings.  Investigation  already  has  developed  251  cases  among  these  larger 
projects  where  proceeds  on  FHA-insured  mortgages  ranged  in  amount  from 
110  percent  to  150  percent  or  more  of  the  total  cost,  including  land.  Certain  of 
these  transactions  are  already  under  scrutiuy  by  the  Bureau  of  Internal  Bevenoe 
and  have  been  or  will  be  made  the  subject  of  tax  suits. 

The  reported  procedure  is  that  a  number  of  the  interests  who  sponsored  these 
projects  declared  a  liquidating  dividend  to  themselves  of  the  difference  between 
the  FHA-insured  loan  proceeds  and  the  cost  of  the  project.  The  total  windfall 
in  these  251  cases  alone  is  estimated  to  amount  to  well  over  $75  million.  In  con- 
trast to  the  situation  under  the  title  I  home-improvement  program  any  substan- 
tial losses  on  these  transactions  may  be  at  the  expense  of  the  Government 

The  reports  of  investigations  already  made  indicate  that  the  practice  was  eo 
prevalent  and  widely  known  that  it  is  inconceivable  that  responsible  FHA  0&- 
cials  could  be  unaware  of  it 

[Sunday  a.  m.,  April  18,  1954,  press  release] 

Statement  of  Senator  Homes  E.  Capehabt 

Washington. — In  connection  with  the  scheduled  opening  of  hearings  on  the 
Federal  Housing  Administration  matter  Monday,  Senator  Homer  E2.  Capdiart, 
chairman  of  the  Senate  Committee  on  Banking  and  Currency,  today  issued  tbe 
following  statement : 

"For  several  weeks,  this  committee  has  been  at  work  on  the  very  important 
Housing  Act  of  1954. 

Because  this  l^slation  is  so  important  to  all  of  the  people  of  the  United 
States,  it  is  the  first  responsibility  of  this  committee  to  complete  the  drafting  of 
the  bill  so  that  it  can  be  passed  by  the  Congress  and  signed  by  the  President 

''As  you  all  know,  while  the  committee's  work  was  in  progress  on  this  Mil, 
certain  allegations  came  to  light  with  respect  to  charged  irregularities  and  pos- 
sible violations  of  the  housing  law,  particularly  title  I  and  section  608,  wiUdi 
the  F      ral  Housing  Administration. 

"Pi  t  Elsenhower  acted  quickly,  as  soon  as  the  allegations  were  csM 

KMJcution,  and  has  now  pledged  to  this  committee  the  full  and  complete 

3f  all  Government  agencies  in  conducting  an  investigation. 
9  as  quickly  as  possible,  complete  action  on  the  new  housing  lair. 

1  e  must  know  whether  there  are  weaknesses  in  the  present  hoiuiBg 
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law  whi<A  made  possible  any  wrongdoing  within  the  Federal  Housing  Adminifr- 
tration.  If  there  are,  then  the  committee  will  write  into  the  new  law  such  pro- 
▼isions  as  will  make  impossible  the  recurrence  of  any  similar  wrongdoings  in 
Uie  fntore. 

**8o,  onr  first  hearings — extending  over  4  days — ^will  be  devoted  to  this  prob- 
lem.    In  this  way,  we  will  avoid  unnecessary  delay  in  enacting  a  new  housing  law. 

"The  persons  best  qualified  to  assist  us  in  making  such  a  determination — ^to 
ten  the  committee  whether  there  are  weaknesses  in  the  present  law — ^are  those 
people  who  have  been  living  with,  working  with  and  administering  the  housing 
laws  over  a  period  of  many  years. 

"^Some  of  these  persons  are  in  the  Government  service,  or  have  been.  Others 
are  the  leaders  in  the  housing  industry  and  in  the  field  of  housing  financing.  The 
views  of  both  Government  and  industry  experts  on  the  subject  will  be  invaluable 
to  the  conmiittee. 

''With  this  in  mind,  the  committee  has  called  witnesses  from  both  Government 
and  industry  in  the  first  phase  of  this  inquiry.  After  this  Job  has  been  done — 
and  the  housing  bill  sent  to  the  Senate — the  committee  then  will  discharge  its 
responsibility  to  conduct  a  full  and  complete,  100-percent  investigation  of  any 
irregularities  or  fraud  in  the  administration  of  the  law,  as  has  been  alleged. 

'Nobody  can  tell,  at  this  point,  how  long  such  an  investigation  will  require.  It 
might  take  a  month,  6  months,  or  a  year,  but  the  committee  is  determined  to 
4o  a  complete  and  thorough  Job — let  the  chips  fall  where  they  may — no  matter 
bow  long  it  takes. 

''In  preparation  for  the  first  phase  of  the  committee's  work,  therefore,  the 
committee  has  called  the  following  witnesses : 

Monday,  10  a.  m. 

Mr.  Guy  T.  Hollyday,  former  Commissioner  of  FHA 

Mr.  Clyde  L.  Powell,  Assistant  Commissioner  of  FHA,  in  charge  of  rental  housing 

TueMday,  tO  a.  m. 

Mr.  Albert  Cole,  Administrator  of  the  Housing  and  Home  Finance  Administration 

Mr.  Walter  L.  Green,  former  Deputy  Commissioner  of  FHA 

A  representative  of  the  General  Accounting  Office 

WedneMday,  1:90  p.  m. 

National  Association  of  Home  Builders,  1028  Connecticut  Avenue  NW.,  Wash- 
ington, D.  C,  Mr.  Richard  G.  Hughes,  president 

Mortgage  Bankers  Association  of  America,  1001  15th  Street  NW.,  Wasliington, 
D.  C,  Mr.  William  A  Clarke,  Philadelphia,  president 

Thurtday^  10  a.  m. 

National  Association  of  Real  Estate  Boards,  1737  K  Street  NW.,  Washington, 
D.  C,  Mr.  Roland  J.  Chinnock,  Chicago,  president 

The  American  Bankers  Association,  719  15th  Street  NW.,  Washington,  D.  C, 
Mr.  J.  Olney  Brott,  general  counsel 

Life  Insurance  Association  of  America,  1000  Vermont  Avenue  NW.,  Washington, 
D.  C,  Mr.  Eugene  M.  There,  general  counsel 

National  Association  of  Mutual  Savings  Banks,  00  East  42d  Street,  New  York, 
N.  Y.,  Mr.  Harry  E.  Proctor,  assistant  general  counsel,  1110  Investment  Build- 
ing, Washington,  D.  C." 


[For  immediate  release,  Tuesday,  April  18, 1964] 

BTATSMDrr  BT  Senatob  Habbt  F.  Btbd,  (Democrat,  Vibginia),  Chairman  or 
TEX  Joint  Committkb  on  Reduction  of  Nonessential  Federal  ExpENDirURSs 

Scandalous  practices  in  the  Federal  Housing  Administration,  on  which  Housing 
iBd  Home  Finance  Administrator  Albert  M.  Cole  acted  last  night,  have  been 
mider  investigation  by  the  Joint  Conunittee  on  Reduction  of  Nonessential  Federal 
Sxpenditnres  for  nearly  a  year. 

Some  1,800  cases  have  been  examined  and  to  date  more  than  700  in  all  sections 
ef  the  country  have  been  found  where  FHA  guaranteed  loans  running  to  millions 
sf  dollars  in  excess  of  the  cost  of  the  projects.  Official  records  in  my  possession 
Indicate  unconscionable  profits  have  been  made  by  many  in  construction  projects 
m^onaored  by  the  Federal  Qovemment  under  its  housing  programs. 

I  first  called  this  situation  to  the  attention  of  Mr.  Cole  on  July  1  last  year.  As 
the  committee's  examination  of  the  records  went  forward,  soon  after  the  Con- 
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^fess  convened  tbis  year,  I  called  on  the  Federal  Housing  Administration  t» 
make  available  its  best-informed  official  for  purposes  of  going  over  the  evidence 
which  in  many  instances  indicated  at  least  excessive  profits,  if  not  fraud. 

Mr.  Clyde  L.  Powell,  Asisstant  Commissioner  (Rental  Housing),  Federal  Hoi»- 
ing  Administration,  was  sent.  His  answers  were  evasive  and  he  appeared  to  be 
unaware  of  the  apparent  practices. 

The  records  showed  that  the  loans  were  being  based  on  appraised  value  of  the 
properties  under  construction  rather  than  the  cost ;  indicated  that  FHA  in  maxqr 
instances  had  guaranteed  loans  for  amounts  far  in  excess  of  the  actual  cost ;  in- 
•dicated  that  the  $5  million  maximum  loan  limit  was  being  winked  at ;  that  some 
builders  were  profiteering  on  excess  loans;  and  indicated  that,  even  in  cases 
where  they  were  risking  little  or  none  of  their  own  money,  some  builders  for  tix 
purposes  were  calling  these  excesses  "return  of  capital"  in  order  to  qualify  for 
the  lower  capital  gains  tax  rates  instead  of  the  higher  normal  rate. 

On  March  24  I  communicated  again  with  Mr.  Cole,  specifically  citing  the  Glen 
Oaks  Village  case  of  Queens  County,  N.  Y.,  where  loans  aggregating  $24  millka 
were  guaranteed  on  a  project  costing  $20  million,  which  is  now  before  the  United 
States  Tax  Court.  In  the  same  letter  I  cited  the  case  of  the  Brookside  Gardois 
project,  for  which  the  records  show  a  Jamaica,  N.  Y.,  address,  where  3  or^ 
inal  stockholders  each  purchased  $10  in  common  stock  and  got  a  loan  guarantee 
hy  FHA  for  $3,382,404,  and  took  for  themselves  tremendous  distributions. 

In  this  latest  communication  I  asked  Mr.  Cole  specifically  "who  was  responsi- 
ble" for  approving  excess  loans  and  permitting  evasion  or  avoidance  of  the  law 
with  respect  to  the  loan  limit.     Mr.  Cole's  reply,  dated  April  1,  follows : 

"Dear  Senator  Byrd  :  I  have  received  your  letter  of  March  24,  in  which  yon 
request  information  regarding  the  FHA-assisted  projects  known  as  Glen  Oaks 
Village  and  Brookside  Gardens. 

"Your  request  will  be  given  immediate  attention  and  the  information  you  de- 
sire will  be  furnished  with  the  least  possible  delay. 
"Sincerely  yours, 

"Albert  M.  Colb." 

I  have  not  yet  received  further  reply,  but  apparently  the  situation  was  covered 
in  some  degree  by  Mr.  Cole's  action  last  night. 

The  Joint  Committee  on  Reduction  of  iNonessential  Federal  Expenditures  in 
its  12  years  of  operation  has  always  been  most  meticulous  in  its  policy  against 
making  information  public  until  it  was  thoroughly  accredited.  For  this  reason 
I  have  refrained  to  date  from  publicizing  this  investigation  into  housing  program 
practices,  which  apparently  in  many  instances  condoned  unwarranted  profits 
running  into  millions  of  dollars,  pending  a  determination  as  to  whether  there 
may  have  been  shocking  fraud  and  graft. 

Under  the  circumstances  complete  dismissal  of  employees  who  may  have  been 
involved  in  these  practices  should  be  withheld  until  it  can  be  established  whether 
the  practices  warrant  criminal  prosecution. 

I  shall  deal  with  this  matter  in  more  detail  on  the  Senate  floor  tomorrow  and 
the  Joint  Committee  on  Reduction  of  Nonessential  Federal  Expenditures  will 
continue  its  investigation  at  a  meeting  at  10  a.  m.,  next  Tuesday.  Mr.  Cole  will 
he  among  those  summoned  as  witnesses. 


Statement  by  Senator  C.npehart  at  Opening  of  FHA  Hearings 

Under  the  Reorganization  Act  of  1946  the  Banking  and  Currency  Committee, 
under  rule  25  of  the  Standing  Rules  of  the  Senate  among  other  things  is  charged 
with  responsibility  for  all  proposed  legislation  and  other  matters  relating  to 
housing.  Under  section  136  of  the  Reorganization  Act  the  committee  is  required 
to  oversee  the  operation  of  the  administrative  agencies  concerned  with  any 
laws  or  subject  matter  within  the  jurisdiction  of  the  committee. 

It  is  in  accordance  with  this  law  and  our  responsibilities  under  it  that  I  have 
been  authorized  by  this  committee  to  open  this  investigation  of  the  operation 
and  administration  of  the  FHA. 

Pending  before  this  committee  at  the  present  time  is  the  Housing  Act  of  1954, 
S.  2938.  Originally  we  had  scheduled  executive  sessions  on  this  bill  for  to- 
morrow, April  20.  The  committee  has  agreed  to  postpone  these  sessions  for 
2  weeks  in  order  that  it  could  have  the  opportunity  to  learn  what  was  involved 
in  allegations  of  abuses,  maladministration  and  possible  misconduct  in  con- 

etion  with  the  operation  of  the  various  FHA  programs,  and  to  determine  it 
ible  how  it  all  came  about. 
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iTMlttee  Is  also  anxious  to  deterinrne  whether  any  of  these  abuses  tliat 
Kisied  are  possible  utxder  the  lef^lBlaticm  which  we  have  undtr  con- 
aafJ,  if  so»  bow  we  can  prevent  them  from  ever  occurring  again, 
jiinktee  alt^o  feels  tliat  the  public  is  eutitled  to  know  the  full  facts 
*ct  to  this  whole  situation.  The  Congress  is  merely  the  board  of 
BO  to  speak,  ia  this  complicated  husiuess  of  governaient^  and  the 
>j:eiicies  are  the  rnanaj^^ers  and  operators  of  the  UoTornment*s  business, 

*  are  ttie  owners  and  they  are  ultimately  responsible  for  the  manner 
his  Government  optTates. 

to  he  operated  and  managed  properly,  the  people  must  he  kept  weU 
To  provide  full  and  accurate  information  is  the  respoasihiiity  of 
agencies  and  divisions  in  our  Government.  The  committee  can  per- 
function  better  than  the  executive  agenriea  concerned.  Our  investiga^ 
:  Intended  as  a  duplication  of  agency  investigations,  but  as  unpreju- 
coordinated  part  of  it. 

man  of  this  committee,  I  shall  endeavor  to  be  as  fair  and  judicious 
*-  We  are  nut  aiming  to  prof^ecute.  We  are  aiming  at  knowledge 
mtlon.  Our  prima rj-  objectives  are  to  see  that  whatever  abuses,  mis* 
r  maladministration  nmy  exist  is  Immediately  corrected,  and  to  re- 
BW  in  the  li^^ht  of  what  has  apparently  happened  with  the  Intention 
Decessary  changes.  We  are  confident  that  the  executive  and  Judicial 
(f  this  GoTernment  will  carry  out  their  responsibilities  and  bring  to 
Justice  those  persons  who  may  have  violated  the  law,  and  that  they 
jjt her  action  as  is  deemed  necessary. 

imlttee,  1  believe,  from  a  review  of  its  action  and  deliberations  over 
!ar  has  shown  itself  to  be  aware  and  concerned  about  the  abuses  that 
r  or  may  have  existed.  By  legislative  action,  in  its  committee  reports 
lUs,  this  commrttee,  in  spile  of  much  expert  testimony  on  the  part  of 
iment  and  n(m-tiovernnient  witnesses  to  the  contrary,  has  consistently 
d  cautioned  the  agency  in  the  administration  of  the  various  programs. 
posed  and  has  i*t  tinies  sncceeded  in  amending  various  sections  wUh 

*  eUmhiating  abuses  or  preventing  theni  from  occurring. 

nmittee,  when  complaints  about  alleged  vbdations  were  made  to  it, 
eiu  to  the  attention  of  I  he  agency  for  investigation  and  action. 
irs  ago  certain  alleg^atbjns  regarding  favoritism  and  possible  mis- 
two  FHA  ofbcials  were  made  to  a  mpml»er  of  the  staff  of  the  Banking 
licy  Cotamittee  in  connection  with  anolher  investigation  he  was  con- 
He  Snfrjrn*ed  the  chair mnn  of  the  committee  and  the  member  of  the 
in  wh*ise  State  the  alleged  incidents  occurred.  In  order  to  protect 
a  me  of  the  otticials  involved*  even  though  It  meant  no  favorable  head- 
he  chairman,  the  other  member  of  the  comnuttee  concerned  and  for 
ig  and  Currency  Committee,  and  in  order  not  to  interrupt  and  delay 
mportant  legislation  jjendlng  before  the  committee  dnring  the  sessbm, 
idcd  to  refer  the  case  to  the  HHFA  for  a  full  and  complete  invest iga- 
(rprofier  official  action  on  the  basis  of  the  investigation.  All  infomia- 
ited  to  the  mendier  of  the  Banktni^  and  Currency  stuff  was  turned  over 
>cy  and  a  full  and,  I  pressume,  complete  investigation  was  made.  Froiiv 
ntlon  presented  to  the  committee  in  executive  session  on  April  14,  the 
fot  proveti  to  he  an  important  factor  In  the  Investigation  the  II UFA 
ndertaken  and  apparently  the  basis  for  some  oflicral  action  taken  by 
I  tor  D>le.  The  puliltc  hearings  will  donbtlesaly  reveal  the  results  of 
gation  and  any  action  which  was  taken  as  result  of  it. 
the  Senate  Banking  and  Currency  Committee  expressing  concern 
e  insurance  granted  in  some  cases  represented  more  than  00  percentj 
:osts,  retK>rted  out  of  the  eunmiittee  an  atnendment  to  sec^tlou  WS, 
rted  the  FHA  Commissioner  to  Uiie  every  feasible  means,  wdiieh,  in  his 
?Fouhl  a?^sure  that  estimates  approxinmte  as  closely  as  possible  the 
a  of  efficient  building  opera tious.  This  became  Public  Law  3t>4,  80th 
>ecemi>er  27, 1947, 

king  Dmimlttee,  in  an  attempt  to  cut  down  on  what  they  believed  was 
luatton  that  was  going  on,  amentied  the  law  again  in  1048  shifting 
Vtr  efcfti muting  the  nmrtgage  amount  from  9tJ  percent  of  "estimatet^ 
nirrent  cost,*'  which  w*mld  permit  cost  tt»  inciiide  premium  payments 
iIm  bard  to  get,  to  '*the  Administrator 'a  estimate  of  the  repla<*ement 
projierty  or  project  on  the  basis  of  the  costs  prevailing  on  December 
*r  prcjperties  or  priiJtHris  of  cr>mparable  quality  in  the  locality  where 
fty  or  projei^t  is  to  he  located,*' 


* 


fty  or  projei^t 
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In  January  1949  during  hearings  on  the  Housing  Amendments  of  1949  tbe 
FHA  Commissioner  and  Assistant  Commissioner  testified  extensively  in  respoiifle 
to  interrogation  by  members  of  the  Banking  and  Currency  Committee  that  they 
did  not  believe  it  was  possible  to  build  a  608  project  for  much  less  than  the  esti- 
mated cost  Assistant  Commissioner  Powell  at  one  point  in  response  to  a  ques- 
tion as  to  whether  a  project  could  be  built  for  as  little  as  70  percent  of  the 
estimated  cost  testified : 

"I  do  not  see  how  that  is  possible,  because  we  are  right  on  top  of  local  con- 
struction costs.  We  get  a  determination  from  the  Secretary  of  Labor  as  to  the 
wages  that  he  (the  builder)  must  pay  for  all  the  mechanics  on  the  job.  If  he 
does  not  violate  the  statute,  he  must  pay  that  wage  rate. 

"We  estimate  the  length  of  time  it  takes  to  construct  that  Job,  and  make  an 
estimate  of  all  the  materials  that  go  into  it,  such  as  plumbing,  heating,  plaster- 
ing, electrical  work,  and  all  that.  Our  figures  are  on  the  current  market,  not  on 
the  national  market,  what  it  costs  in  this  particular  conmiunity.  We  might  be  olf 
2  or  3  percent.  I  do  not  think  it  could  be  physically  possible  to  be  off  anything 
like  30  percent" 

In  spite  of  such  testimony  by  ofllcials  who  had  great  familiarity  with  the  pro- 
gram, this  committee,  on  August  11,  1949,  reported  out  S.  2246,  Bousing  Amend- 
ments of  1949.  An  amendment  in  the  bill  changed  the  ratio  of  the  mortgage 
amount  to  necessary  current  cost  from  90  to  80  percent  In  discussing  thit 
amendment,  the  Banking  and  Currency  Committee  report  stated : 

"It  was  brought  to  the  attention  of  your  conmiittee  that  FHA,  in  estimating 
necessary  current  cost  under  section  608,  included  percentages  for  architects' 
fees,  contractors*  overhead,  and  other  items  which,  in  many  instances  permit  the 
approved  90-percent  mortgage  to  exceed  the  builders*  actual  costs.  A  proposal 
was  made  to  your  conmiittee  that  the  bill  include  limitations  as  to  the  maximum 
amounts  which  couid  be  included  for  these  specific  items.  After  studying  this 
matter,  your  committee  rejected  the  proposal  because  of  the  administrative  and 
other  difficulties  which  would  be  involved.  In  place  of  this,  the  amendment  now 
contained  in  section  116  (a)  was  added.  In  the  opinion  of  your  committee  the 
amendment  would  reduce  the  maximum  mortgage  limitation  by  approximately 
the  same  amount  as  the  rejected  amendment  The  reduction  in  maximum  mort- 
gage amount  would  be  made  effective  as  to  all  applications  for  insurance  com- 
mitments filed  subsequent  to  August  8,  1949.  This,  in  the  opinion  of  your  com- 
mittee, will  prevent  the  reduction  from  adversely  affecting  prospective  builders 
who  have  already  made  their  applications  for  conmiitments  on  the  basis  of  90 
percent  At  the  same  time  it  will  prevent  the  rush  to  file  applications  and  the 
pressure  for  processing  commitments  which  vrould  be  entailed  if  additional  appli- 
cations were  to  be  accepted  and  processed  on  the  basis  of  the  present  90-percent 
Umitation,- 

In  1950  a  reliable  witness,  Mr.  Rodney  Lockwood,  then  president  of  the  Na- 
tional Association  of  Home  Builders,  testified  in  response  to  Senator  Spark- 
man's  question  relating  to  possible  profits  on  section  608  mortgages  as  follows: 

"Senator  Sparkman.  In  fact,  you  have  done  a  lot  of  building  under  it  (sec. 
608).  I  mean,  your  people,  not  you  Individually.  We  have  had  fine  cooperation 
between  the  National  Home  Builders  and  the  Federal  Government  and  every- 
body who  is  building  homes.  We  have  had  fine  cooperation  under  section  008. 
Yet  isn*t  it  true  that  under  s^ection  60S,  many  times  the  amount  of  money  that 
the  Federal  Government  guaranteed,  or  insured,  or  stood  for,  I  don*t  care  what 
term  you  apply,  represented  more  than  a  hundred  percent? 

"Mr.  Lockwood.  I  don't  know  of  a  single  case  of  that  being  true.  I  think  that 
Is  one  of  the  most  widely  circulated  bits  of  misinformation  that  I  have  heard 
talked  about  in  housing  for  a  good  many  years.  The  impression  seems  to  be 
that  the  builder  gets  in  the  form  of  a  loan  under  section  608  more  than  the  total 
cost  of  the  project  Believe  me.  in  thi^se  that  I  have  participated  in  that  has 
not  been  true.    I  have  not  actually  seen  or  heard  of  any  In  which  that  was  true. 

"Senator  Sparkman.  I  am  sure  that  I  imn  say  that  there  b*is  been  ample 
evidence  presented  to  the  c\>mmlttee  frt>m  time  to  time  .luvifyinj:  our  believtaig 
that  that  is  true.  As  a  matter  of  fact  when  we  nHx>rted  S.  2246  to  the  Senate, 
as  you  recall,  we  proi>osed  to  cut  the  amount  of  the  Uvin  insured  under  section 
608,  very  lar^ly  for  that  reason.  And  I  might  alst>  I'^U  yimr  attention  to  the 
fact  that  '  Architectural  F^^rum,  in  its  November  issue,  brought  out  that 
very  point .-  ,  loans  under  action  6i^ 

"^  I  ask.  in  all  these  things,  was  there  any  real  factual 

1  e*s  opinion? 
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r  Sparkman.  I  don't  have  it  before  me,  but  we  had  numerous  specific 

^  to  our  attention,  and  I  believe  I  am  safe  in  saying  this :  That  some 

yf  our  committee  have  told  us  that  they  had  been  told  by  the  builders 

3  that  they  had  gotten  more  than  100  percent.    If  I  remember  correctly, 

ly  it  positively,  but  as  I  remember  it  Senator  Long  said  he  knew  of  a 

e  a  builder  friend  of  his  had  gotten  120  percent. 

fairness,  let  me  say  that  I  am  not  condemning  the  builders. 

CKWOOD.  If  I  may  be  facetious,  I  would  like  to  say  that  that  statement 

•cent  sounds  like  barroom  talk.    I  can't  believe  that  the  FHA  would 

X  in  its  administration." 

rting  out  the  Housing  Act  of  1950  on  February  24,  the  committee 

referring  to  the  608  program,  pointed  out,  **This  program  has  been 
^ated  as  the  'apartment  boom  floated  on  public  risk  and  private  profit.* 
)n  608  rental  housing  program  has  been  such  that  there  is  every  in- 
)r  the  sponsor-builder  corporation  to  undercut  the  long-term  value 
)perty,  and  almost  a  complete  lack  of  incentive  for  it  to  do  anything 
irther  on  the  report  stated,  ''The  Government  has  guaranteed  $2^ 

risk  on  rental  housing  built  for  speculative  profit — risk  based  on 
^hich  too  frequently  are  fiction  and  on  inflated  values." 
Defense  Housing  and  Community  Facilities  and  Services  Act  of  1951 
e  Banking  and  Currency  Committee,  in  view  of  their  experience  with 
I  order  to  prevent  any  recurrence  of  mortgaging  out  or  making  a  profit 
)rtgage,  added  an  amendment  to  the  defense-housing  provisions,  title 
)  FELA  Act  (which  was  somewhat  similar  to  title  VI  but  less  liberal 
\  the  mortgage  amount  was  based  on  appraised  value,  rather  than  re- 
;  cost  as  in  608).  The  amendment  required  the  mortgagor  upon  the 
Q  of  the  physical  improvements  to  certify  the  actual  cost  of  such  im- 
ts.  If  the  mortgage  amount,  according  to  the  amendment,  exceeded 
;  of  the  certified  actual  cost,  then  the  mortgage  amount  had  to  be  reduced 
nount.    This  amendment  was  also  added  to  the  FHA  military  housing 

provisions  of  the  act,  title  8.  During  the  course  of  our  investigation 
attempt  to  find  out  how  effective  this  amendment  was  in  preventing 

sference  to  FHA,  title  I,  the  repair  and  home  improvement  provisions 
,  in  view  of  the  present  indications  of  the  extent  of  the  abuses  under 
las  been  surprisingly  few  complaints  made  to  the  Congress  about  this 

leless,  this  committee  on  the  basis  of  some  complaint  and  out  of  natural 
>out  a  program  that  might  lend  itself  to  abuse  warned  in  the  committee 
February  24,  1950,  that  "we  are  concerned  with  numerous  claims  that 
am  has  stimulated  an  undue  expansion  in  consumer  credit  and  has 

too  frequently  as  a  technique  for  selling  unessential  equipment  and 
ather  than  for  its  basic  purjiose  of  making  it  possible  for  homeowners 

essential  repairs  and  improvements  for  their  homes  at  the  lowest 
;ost.  Your  committee  therefore  believes  that  the  FHA  should  take 
»ure  that  operations  of  the  title  I  program  will  be  made  consistent  with 
•y  housing  objective." 

same  report  the  conmiittee  also  pointed  out  that  the  effective  cost  to 
of  the  5  percent  discount  allowed  on  this  type  of  loans  amounted  to 
it.  It  recommended  that  the  FHA  reexamine  this  charge  with  a  view 
aediate  reduction  to  the  lowest  feasible  rate.  As  yet — 4  years  later — 
ot  been  done. 

ar  this  committee  on  the  recommendation  of  the  agency  increased  the 
tion  for  this  program  by  $750  million.  Not  a  single  person  requested 
BStify  in  opposition  or  bring  to  the  committee's  attention  any  of  the 
buses. 

onse  to  a  request  for  information  about  possible  abuse  of  the  title  the 
»  staff  was  supplied  with  the  following  information  with  respect  to 
ion. 

?  into  consideration  the  scope  of  the  activity  as  indicated  by  the  number 
pants  and  the  fact  that  business  is  being  generated  at  the  rate  of 
ately  $1  billion  per  year,  we  feel  that  the  abuses  resulting  from  activities 
2al  dealers  are  relatively  small.  Notwithstanding  this  fact,  we  recog- 
inite  responsibility  to  afford  the  homeowner  every  protection  from  un- 
s  dealers  and  salesmen  that  can  be  instituted  within  the  scope  of  our 
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**Rather  than  attempt  such  widespread  controls  and  restraints,  we  rely  on 
our  contractual  relationship  with  the  insured  leaders  to  support  a  specific  require- 
ment that  each  lender  thoroughly  investigate  and  approve  a  dealer  prior  to  accept- 
ing any  title  I  loans  originated  by  him.  Such  approval  is  given  only  after  tiie 
lender  has  established  that  the  dealer  is  reliable,  financially  responsible,  tad 
qualified  to  perform  satisfactorily  the  work  to  be  financed  and  to  extend  proper 
service  to  the  homeowner.  We  regard  this  as  one  of  the  most  important  of  onr 
regulatory  requirements  and  our  administrative  staff  in  its  contacts  with  lending 
institutions  places  continuing  emphasis  on  this  responsibility. 

"Occasionally  FHA  will  receive  a  report  that  a  dealer  has  committed  an  Irr^tn- 
lar  or  unethical  act  in  connection  with  a  title  I  transaction.  Such  advice  usually 
comes  in  the  form  of  complaints  registered  by  homeowners  which  may  be  relayrt 
throu«rh  lending  institutions  or  received  direct  by  the  FHA.  All  reports  tw 
investigated  by  FHA  field  personnel,  or  in  some  instances  by  the  lending  institiH 
tions  involved.  Any  dealer  whose  operations  are  found  to  be  contrary  to  the 
standards  and  requirements  of  the  title  I  program  is  placed  on  notice  tbtt 
restrictive  administrative  action  will  be  taken  unless  the  deficiencies  are  cm- 
rected.  If  the  dealer  falls  to  cooperate,  all  insured  lenders  are  notified  that 
future  business  originated  by  the  particular  dealer  will  be  acceptable  for  in«u^ 
ance  only  if  the  lending  institution  takes  certain  precautionary  steps  such  ti 
verifying  credit  information,  having  the  completion  certificate  signed  in  tlie 
presence  of  an  employee  of  the  institution  and  making  an  actual  inspection  of 
work  performed  on  larger  loans.  Experience  has  shown  that  such  action  ahnost 
invariably  has  had  the  effect  of  protecting  homeowners  from  any  further  abuses 
on  the  part  of  the  dealer  involved. 

"During  1951  FHA  Issued  precautionary  measures  letters  in  273  cases.  Da^ 
ing  1952,  the  number  of  such  letters  dropped  to  185,  indicating  that  definite  prog- 
ress is  being  made  in  eliminating  undesirable  dealers  from  the  program.  I  fcd 
that  this  progress  is  due  in  part  to  FHA's  continued  efforts  to  Impress  upon  lead- 
ing institutions  the  importance  of  maintaining  sufllciently  high  standards  for 
dealer  approvals." 

I  think  it  is  clear  from  all  of  the  above  that  this  committee  did  the  best  ft 
could  in  a  lep:islative  way  to  prevent  what  seems,  sadly  enough,  to  have  happened. 
Since  we  felt  our  prime  responsibility  was  legislating,  we  directed  our  efforts 
toward  that  end.  Now  there  is  no  other  course  but  for  us  to  investigate  and 
that  we  shall  do  fully,  fairly,  and  with  justice. 

In  conclusion,  I  would  like  to  add  a  word  of  caution.  The  FHA  machinery 
and  most  of  the  law  and  most  of  the  homes  insured  or  that  will  be  insured  under 
it  are  sound.  I  feel  sure  that  by  and  large  its  employees  are  honest,  God-fearing, 
and  efficient  civil  servants.  Let  us  all  be  careful  that  in  bringing  to  the  light  any 
abuses  that  may  exist,  any  deficiencies  in  the  existing  law,  and  any  roaladminli' 
tration  or  outright  dishonesty  or  misconduct  that  may  exist  or  has  taken  place, 
that  there  is  still  a  great  good  that  can,  should  and,  I  feel  sure,  will  be  accott- 
plished  by  the  FHA. 

Let  us  remedy  the  wrongs  or  eliminate  the  possibility  for  abuses,  and  let  thoee 
who  have  done  wrong  be  penalized  or  punished  in  accordance  with  the  law. 

But  let  us  be  careful  in  not  allowing  these  unfortunate  happenings  to  resttlt 
in  greater  misfortunes. 

There  is  still  a  tremendous  need  among  our  people  for  good  housing.  Mort 
of  our  people  can  only  obtain  such  houses  if  the  downpayment  and  repayment 
terms  are  reasonable  and  modest  and  are  in  conformity  with  their  incomes.. 
FHA  provides  the  machinery  to  meet  this  need  and  do  the  job.  Lets  therefor^ 
resolve  to  make  FHA  function  better  and  more  effectively. 

Also  we  must  realize  that  the  maintenance  of  our  economic  health  is  to  a  large 
extent  dependent  upon  a  healthy  home-building  industry.  Lets  keep  it  healthy 
and  working.  We  can  do  it  by  eliminating  and  preventing  abuses  and  by  good 
administration.  If  we  do  our  job  properly,  with  the  cooperation  of  industry 
and  the  public,  we  shall  go  forward,  as  we  always  have,  to  an  even  better  and 
happier  America. 

The  Chairman.  Tliis  committee  will  spend  this  week  listening  to 
witnesses  from  Government  and  from  business  in  an  endeavor  to  find 
out  how  the  irremilarities  and  allegations  about  the  various  FHA 
programs  came  about. 
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What  we  are  going  to  try  to  find  out  this  week  is  how  these  ir- 
legularities  and  other  alleged  conditions  could  exist.  We  are  going 
to  try  to  find  out  from  people  in  Government  and  industry  how  we  can 
change  the  proposed  legislation  that  is  before  this  committee,  that 
kas  already  passed  the  House  of  Representatives,  to  avoid  a  reoccur- 
rence of  what  is  alleged  to  have  happened  in  respect  to  housing  in  the 
United  States. 

My  statement  also  sets  forth  how  this  committee,  different  members 
of  this  committee,  have  repeatedly,  over  the  years,  cautioned  the  ad- 
ministrators of  these  respective  laws  against  the  things  that  are  al- 
leged to  have  occurred  recently. 

For  example,  Senator  Maybank,  when  he  was  chairman  of  this 
ocxnmittee,  as  this  statement  will  show,  repeatedly  warned  against  this 
sort  of  thing.  Senator  Bricker,  as  we  will  show  by  testimony,  re- 
peatedly warned  against  it  and  asked  many  questions  about  it,  as  did 
Senator  Douglas  and  Senator  Bennett  and  Senator  Sparkman  and 
Senator  Long  and  Senator  Frear.  Even  back  in  1945,  Senator  Mur- 
dock,  who  was  then  a  Senator  from  the  State  of  Utah,  as  well  as  myself 
and  others,  repeatedly  warned  against  this  sort  of  thing  happening. 

Senator  Tobey  also  gave  such  warning.  We  spent  weeks,  as  you 
gentlemen  know,  listening  to  testimony  just  recently  on  this  whole 
subject.  Not  once  did  anybody  testify  from  the  Government  in  re- 
gard to  this.  Not  once  did  anybody  testify  from  industry,  cautioning 
us  against  this  sort  of  thing.  I  can  say  without  fear  of  successful 
contradiction,  that  no  one  in  the  Internal  Revenue  Service,  the 
Justice  Department,  Mr.  Cole's  agency,  the  FHA,  or  the  Committee 
on  Nonessential  Government  Expenditures,  during  our  3  weeks'  hear- 
ing, called  our  attention  to  any  of  these  irregularities  that  are  now 
alleged  to  have  occurred. 

We  have  had  very  little,  if  any,  mail  on  the  subject.  As  I  stated 
a  moment  ago,  we  have  continuously  cautioned  against  it.  Now  we 
find  that  since  this  matter  was  called  to  the  attention  of  the  American 
people  by  the  President  of  the  United  States,  there  are  a  lot  of  facts 
that  warrant  our  investigating  this  subject.  There  was  a  lot  of  ir- 
regularity. 

We  have  sufficient  information  already,  in  just  a  few  days'  investi- 
gation, to  warrant  that  statement.  However,  I  want  to  make  this 
perfectly  clear :  This  committee  is  going  to  spend  all  the  time  it  can 
possibly  spend  during  the  next  2  weeks  trying  to  find  out  what  we 
ought  to  do  to  amend  this  proposed  legislation  to  make  certain  that 
this  sort  of  thing  cannot  happen  in  the  future. 

Every  member  of  this  committee  agrees  with  its  chairman  that  it 
is  most  important  to  eveir  person  in  the  United  States  that  we  do 
i-eport  out  favorably,  on  the  floor  of  the  Senate,  a  housing  bill,  and 
that  the  Senate  pass  this  housing  bill,  and  that  it  become  law.  We 
are  going  to  spend  as  much  time  as  we  possibly  can  to  that  end  during 
the  next  2  weeks. 

After  we  have  reported  favorably  to  the  floor  of  the  United  States 
Senate  a  new  housing  bill,  we  will  then  get  into  this  investigation 
with  the  firm  intention  of  getting  to  the  bottom  of  the  whole  business, 
whether  it  takes  6  months  or  6  years. 

Senator  Maybank.  Will  the  Senator  yield  ? 

The  Chairman.  Yes,  I  yield  to  the  Senator  from  South  Carolina. 

44750— 54— pt.  3 2 
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Senator  Maybank.  It  is  my  understanding  from  conversation  with 
the  Senator,  we  intend  to  inspect^  look  into,  and  examine  all  the  titk& 
as  well  as  either  section  608  or  title  I.  We  are  going  through  all  m 
them.    I  believe  there  may  be  some  wrongdoing  in  other  titles. 

The  Chairman.  It  looks  as  though  there  possibly  is.  We  do  not 
have  sufficient  facts  at  the  moment  to  come  to  a  definite  conclusML 
We  do  have  sufficient  facts  to  know  that  it  should  be  investigated  101 
percent,  and  it  will  be  investigated. 

It  may  well  be  that  the  law  has  been  weak.  It  may  well  be  that  piil 
of  this  trouble  has  been  due  to  the  fact  that  the  legislation  was  loo^f 
drawn.  That  is  what  we  are  going  to  try  to  find  out,  and  that  is  imk 
we  are  going  to  try  to  do  wiSi  respect  to  this  new  le^slation  tiuits 
before  the  Congress  at  this  time :  Make  certain  that  tms  sort  of  thiif 
cannot  happen  again. 

I  want  to  say,  also,  as  will  be  brought  out  when  representatives  ot 
industry  come  before  this  committee  in  the  next  3  or  4  days,  that  ttuf, 
too,  by  testimony,  assured  this  committee  that  the  sort  of  thing  tint 
has  been  alleged  could  not  happen.  We  expect  from  them,  in  the  veA 
few  days,  help  in  respect  to  tightening  the  proposed  law  to  the  poa|: 
where  it  cannot  happen  again.  Every  member  of  this  committee  waAk; 
to  assure  the  buildmg  industry  of  America,  the  bankers  and  the  mcxl^^ 
gage  buyers,  everyone  connected  with  this  industry,  that  there  iifl| 
be  a  housing  bill.  That  we  are  not  goin^  to  cripple  the  industrv  m 
tentionally.  That  we  will  come  out  of  this  hearing  and  our  deUb^ 
tions  in  respect  to  what  should  be  done  to  the  proposed  bill  witli  i 
better  and  a  more  constructive  bill  which  will  enable  the  building 
industry  to  do  a  better  job  than  it  has  done  in  the  past. 

Senator  Bricker.  Mr.  Chairman. 

The  Chairman.  Senator  Bricker. 

Senator  Bricker.  May  I  say  that  in  1947,  some  of  us  called  atten- 
tion to  defects  in  section  608.  At  that  time,  we  wanted  to  limit  thi 
iimount  of  the  mortgagee's  payment  to  the  actual  cost,  and  hold  haA 
enough  to  be  sure  that  no  excess  would  be  paid  over  that  amount,  and 
place  criminal  penalties  on  a  violation  of  it.  There  was  a  great  protest 
from  the  Agency,  itself,  and  from  the  industry.  That  resultea  in  an 
amendment  of  tide  VI  which  called  attention  to  the  Federal  Houang 
Commissioner  to  the  defect  in  the  law  and  of  the  excess  profits  beiBf 
made  by  builders.  An  amendment  was  drafted.  Mr.  Boots  worm 
on  it  at  that  time  and  Mr.  McMurray  and  several  other  members  of 
the  committee. 

It  expressly  pointed  out  the  defect  that  has  now  become  so  appar^t 
and  has  resulted  in  the  publicity  that  we  have  had  in  the  last  few  days 
and  weeks  on  this  matter.  In  regard  to  the  improvement  loans,  that 
is  merely  a  breakdown,  as  I  see  it,  of  tlie  Department's  inspectioD 
system. 

I  don't  know  whether  it  is  through  corruption  or  what  the  facts  wiQ 
show,  but  that  is  not  a  defect  of  the  law,  as  I  see  it.  There  might  h»?e 
been  a  tightening  up  of  section  608  to  have  prevented  it  in  1947,  and 
again  when  it  came  before  the  committee,  as  you  well  remember, 
in  1948. 

Again,  the  Agency  was  warned  of  this  defect.  This  committee  has 
been  alerted  to  its  responsibility  all  along. 
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The  Chairman.  Gentlemen,  this  is  the  record  of  1,149  alleged  vio- 
fctors  of  section  608.  This  is  the  record  that  has  been  furnished  the 
ammittee  by  tie  Internal  Revenue  Service  on  the  direct  order  of  the 
^resident  of  the  United  States. 

You  understand  that  that  information  is  furnished  for  the  confi- 
Lential  information  of  the  committee  and  under  the  law,  it  must  be 
ifild  strictly  in  confidence,  it  cannot  be  used  for  any  purpose  other 
ihan  the  purpose  for  which  the  committee  secured  it.  To  that  end, 
[  think  I  shsQl  place  in  the  record  a  letter  to  the  chairman  from  the 
Internal  Revenue  Commissioner,  Mr.  T.  Coleman  Andrews,  setting 
lorth  the  purpose  for  which  these  names  and  the  information  are 
furnished  uie  committee. 

(The  letter  referred  to  follows :) 

Apml  19,  1954. 
Hon.  Homes  B.  Gafehabt, 

Chairman,  Committee  on  Banking  and  Currency, 
United  States  Senate,  Washington  25,  D.  C. 

Mt  Deab  Mb.  Chairman  :  This  Is  in  reply  to  your  letter  of  April  16,  1954, 
lequesting  in  connection  with  the  study  and  investigation  of  loan  projects  under 
teetion  608  of  title  VI  of  the  National  Housing  Act,  as  amended,  presently  being 
eonducted  by  the  Senate  Banking  and  Currency  Committee  that  you  and  Mr. 
Ira  Dixon  be  permitted  access  to  the  income-tax  returns  of  the  corporations 
and/or  organizations  named  in  the  list  attached  to  your  communication  for  the 
years  1942  to  1953,  inclusive,  and  such  schedules  and  other  information  as  may 
have  been  compiled  in  the  Internal  Revenue  Service  pertaining  to  such  corpora- 
tions or  other  organizations. 

In  accordance  with  the  provisions  of  Treasury  Decision  6064  and  the  purposes 
ontline<l  in  the  Executive  order  applicable  to  your  committee  permission  is  given 
you  and  Mr.  Ira  Dixon  to  insiiect  such  of  the  returns  for  the  corporations  and/or 
orgffiilzations  named,  for  the  years  indicated  as  are  of  record  in  the  Internal 
Revenue  Service. 

As  you  know.  Treasury  Decision  6064  provides  that  any  information  obtained 
by  a  duly  authorized  committee  or  a  subcommittee  shall  be  held  confidential, 
provided,  however,  that  any  portion  thereof  relevant  or  pertinent  to  the  purposes 
(Xf  the  investigation  may  be  submitted  by  the  investigating  committee  to  the  appro- 
priate House  of  the  Congress. 
Very  truly  yours, 

T.  Coleman  Andrews,  Commissioner, 

The  Chairman.  At  this  time,  I  wish  someone  would  make  a  motion 
that  Senate  Resolution  229^  in  which  we  ask  for  the  expenditure  of 
(250,000  to  make  this  investigation,  which  this  committee  unanimously 
mthorized  the  chairman  to  file  with  the  Senate,  and  which  has  now 
been  returned  to  the  committee  for  committee  action,  be  reported 
favorably  to  the  floor  of  the  Senate. 

Senator  Matbank.  I  will  so  move. 

Senator  Brickbr.  I  will  second  it. 

The  Chairman.  It  has  been  moved  and  seconded.  Is  there 
jbiection? 

Senator  Matbank.  This  is  an  amendment? 

The  Chairman.  With  a  technical  amendment.  All  in  favor  say 
^aye" ;  contranr,  "no.'*  The  ayes  have  it  and  the  chairman  will  report 
the  resolution  favorably  to  the  floor  of  the  Senate. 

We  will  insei-t  in  the  record  title  I  of  the  Housing  Act,  and  pertinent 
jxcerpts  from  section  608,  for  our  information. 

(The  documents  referred  to  follow :) 
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TITLE  I  OF  THE  NATIONAL  HOUSING  ACT 

(Approved  June  27, 1934,  as  amended  through  July  31, 1953) 

Housing  Renovation  and  Modebnizateon 

creation  of  federal  housing  administration 

Section  1.  The  President  is  authorized  to  create  a  Federal  Housing  Admiib*   P 
tration,  all  of  the  powers  of  which  shall  be  exercised  by  a  Federal  Housing  Oni^p 
missioner   (hereinafter  referred  to  as  the  "Commissioner"),  who  shall  be  ip* 
pointed  by  the  President,  by  and  with  the  advice  and  consent  of  the  Senate. 


; 


The  Commissioner  may  delegate  any  of  the  functions  and  powers  confeml 
upon  him  under  this  title  and  tlties  II,  III,  VI,  VII,  VIII,  and  IX  to  such  oflioa!% 
agents,  and  employees  as  he  may  designate  or  appoint,  and  make  such  expendi- 
tures ♦  ♦  *  as  are  necessary  to  carry  out  the  provisions  of  this  title  and  tiUM 
II,  III,  VI,  VII,  VIII,  and  IX  without  regard  to  any  other  provisions  of  lit 
governing  the  expenditure  of  public  funds.  *  *  *  notwithstanding  any  ottv 
provisions  of  law  except  provisions  of  law  hereafter  enacted  expressly  In  limtti- 
tlon  hereof,  all  expenses  of  the  Federal  Housing  Administration  in  connectloi 
with  the  examination  and  Insurance  of  loans  or  investments  under  any  tlfle  d 
this  Act,  all  properly  capitalized  expenditures,  and  other  necessary  expenses  Bfll 
attrl.)utable  to  general  overhead  In  accordance  with  generally  accepted  accoal' 
ing  principles  shall  be  considered  nonadmlnlstratlve  and  payable  from  fuali 
made  available  by  this  Act,  *  *  *  (Note. — A  limitation  of  85  percent  of  Hi 
income  received  from  FHA  from  premiums  and  fees  during  the  preceding  flaol 
year  Is  fixed  for  such  expenditures.)  "The  Commissioner  shall,  in  carnring  aH 
the  provisions  of  this  title  and  titles  II,  III,  VI.  VII,  VIII,  and  IX  be  authori«ai 
In  his  official  capacity,  to  sue  or  be  sued  in  any  court  of  competent  JurisdictlOB, 
State  or  Federal." 

Insurance  of  Financial  Institutions 

Sec.  2.  (a)  The  Commissioner  Is  authorized  and  empowered  upon  snob  tnoi 
and  conditions  as  he  may  prescribe,  to  Insure  banks,  trust  companies,  iiersonal 
finance  companies,  mortgage  companies,  building  and  loan  associations,  instaU* 
ment  lending  companies,  and  other  such  financial  Institutions,  which  the  Coift' 
missioner  finds  to  be  qualified  by  experience  or  facilities  and  approves  as  eligible 
for  credit  insurance,  against  losses  which  they  may  sustain  as  a  result  of  loam 
and  advances  of  credit,  and  purchases  of  obligations  representing  loans  and 
advances  of  credit,  made  by  them  on  and  after  July  1,  1939,  and  prior  to  July  1, 
1955,  for  the  purpose  of  financing  alterations,  repairs,  and  Improvements  upon 
or  In  connection  with  existing  structures,  and  the  building  of  new  structures, 
upon  urban,  suburban,  or  rural  real  property  (Including  the  restoration,  rehablU* 
tatlon,  rebuilding,  and  replacement  of  such  Improvements  which  have  been  dam- 
aged or  destroyed  by  earthquake,  conflagration,  tornado,  hurricane,  cyclone, 
flood,  or  other  catastrophe),  by  the  owners  thereof  or  by  lessees  of  such  real 
property  under  a  lease  expiring  not  less  than  six  months  after  the  maturity  of 
the  loan  or  advance  of  credit.  In  no  case  shall  the  Insurance  granted  by  tbe 
Commissioner  under  this  section  to  any  such  financial  Institution  on  loans, 
advances  of  credit,  and  purchases  made  by  such  financial  institution  for  sodi 
purposes  on  and  after  July  1,  1939,  exceed  10  per  centum  of  the  total  amount 
of  such  loans,  advances  of  credit,  and  purchases.  The  aggregate  amount  of 
all  loans,  advances  of  credit,  and  obligations  purchased,  exclusive  of  financing 
charges,  with  respect  to  which  Insurance  may  be  heretofore  or  hereafter  granted 
under  this  section  and  outstanding  at  any  one  time  shall  not  exceed  $1,750,000,00(1 

(b)  (NoiB. — Limits  such  insurance  to  obligations  representing  a  loan  or  pat' 
chase  to  alter,  repair,  or  improve  existing  structures  in  an  amount  not  exceeding 
$2,500  or  to  construct  new  structures  in  an  amount  not  exceeding  $3,000.  It 
limits  maturity  of  such  obligations  to  3  years  and  32  days,  except  where  con- 
struction of  a  new  structure  to  be  used  In  whole  or  in  part  for  agricoltoial 
purposes  Is  being  financed  under  title  1.  No  such  Insurance  Is  to  be  granted 
"unless  the  obligation  bears  such  interest,  has  such  maturity,  and  contains 
such  other  terms,  conditions,  and  restrictions  as  the  Commissioner  shall  pre- 
(  '  .in  order  to  make  credit  available  for  the  purposes  of  this  title."  If 
u       iclng  is-  used  to  alter,  repair,  or  convert  an  existing  structure  used  or  to 
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used  as  an  apartment  house  or  a  dwelling  for  two  or  more  families,  the 
obligation  may  be  as  high  as  $10,000  and  may  have  a  maturity  not  exceeding 
M  years  and  32  days.  Any  obligation  insured  under  title  1  on  or  after  July  1, 
I'S&d,  may  be  refinanced  and  extended  ''in  accordance  with  such  terms  and 
conditions  as  the  Commissioner  may  prescribe,  but  in  no  event  for  an  additional 
JUDOunt  or  term  in  excess  of  the  maximum  provided  for  in  this  section"  2  (b).) 
(c)  (1)  (Note, — ^The  Commissioner  is  empowered  to  dispose  of  assets  acquired 
by  him  in  connection  with  payment  of  insurance  under  section  2  and  to  collect  or 
42ompromise  obligations  acquired  by  him  until  the  obligations  are  referred  to 
the  Attorney  General  for  suit  or  collection.) 
(c)  (2)  (Note. — The  Commissioner  is  authorized  to  handle  and  dispose  of  for 
"^  cash  or  credit,  at  his  discretion  and  upon  such  terms  and  conditions  and  for 
«ich  consideration  which  he  deems  to  be  reasonable,  any  real  property  acquired 
^^  ly  him  in  connection  with  the  payment  of  insurance  under  the  title,  and  to 
t  ?  collect  all  claims  against  mortgagors  assigned  by  mortgagees  to  the  Com- 
^     missioner.) 

ISC  (d)  (Note. — The  Commissioner  is  authorized  under  such  regulations  as  he 

E        may  prescribe,  to  transfer  insurance  from  one  approved  ISnancial  institution  to 
cr      Another. ) 

s  (e)  (Note. — ^The  Commissioner  is  authorized  to  waive  compliance  with  regula- 

E^     tions  heretofore  or  hereafter  prescribed  by  him  with  respect  to  the  interest 

and  maturity  of  and  the  terms,  conditions,  and  restrictions  under  which  loans 

^      and  purchases  may  be  insured  under  section  2  of  title  1,  if  in  his  judgment  the 

^     enforcement  of  such  regulations  would  impose  an  injustice  upon  an  insured 

institution  which  has  substantially  complied  with  such   regulations  in   good 

'r-     i^ith  and  refunded  or  credited  any  excess  charge  made.    The  waiver,  however, 

may  not  involve  an  increase  of  the  obligation  of  the  Commissioner  beyond  the 

I       oWgation  which  would  have  been  involved  if  the  regulations  had  been  fully 

7      complied  with.) 

(f )  **The  Commissioner  shall  fix  a  premium  charge  for  the  insurance  hereafter 
{[ranted  under  this  section."  (Note. — The  premium  charge  cannot  exceed  1 
percent  per  annum  of  the  net  proceeds  of  a  loan,  advance  of  credit,  or  purchase, 
for  the  term  of  such  obligation,  and  such  premium  charge  shall  be  payable  in 
advance  by  the  financial  institution  and  shall  be  paid  at  such  time  and  in 
such  manner  as  may  be  prescribed  by  the  Commissioner.    Money  collected  from 

t  premium  charges  and  all  other  money  collected  as  fees  of  any  kind  in  con- 
nection with  insurance  under  section  2,  under  title  1,  and  all  money  derived 
from  disposal  of  assets  taken  over  by  the  Commissioner  under  this  insurance 
program,  shall  be  deposited  in  an  account  in  the  Treasury  of  the  United  States. 
This  account  is  available  to  meet  operating  expenses  of  the  FHA  under  section 
2,  title  1.  Amounts  in  such  account  which  are  not  needed  for  such  purpose 
may  be  used  to  pay  insurance  claims  under  section  2. ) 

(g)  •'The  Commissioner  is  authorized  and  directed  to  make  such  rules  and 
regulations  as  may  be  necessary  to  carry  out  the  provisions  of  this  title."  *  •  • 

Annual  Repobt 

Sec.  5.  **The  Commissioner  shall  make  an  annual  rei>ort  to  the  Congress  as 
soon  as  practicable  after  the  1st  day  of  January  in  each  year  of  his  activities 
under  this  title  and  titles  II,  III,  VI,  VII,  VIII,  and  IX  of  this  Act." 

Sec.  7.  (Note. — Property  acquired  by  the  Commissioner  under  this  insurance 
program  is  not  exempted  from  local  real  estate  taxes.) 

Insurance  op  Moetgages 

Sec.  8.  (  Note. — ^This  section  provides  a  regular  FHA  insurance  program  for 
individual  mortgages  on  rural  housing,  as  distinguished  from  the  so-called  port- 
folio insurance  provided  for  alteration  or  repair  of  existing  structures  under 
section  2,  title  1.  A  total  limit  of  $100  million  is  set  for  the  principal  amount 
of  all  mortgages  under  section  8  outstanding  at  any  one  time,  except  that  with 
the  approval  of  the  President  such  aggregate  amount  may  be  increased  to  $250 
million  if  it  is  in  the  public  interest.  Mortgages  must  be  made  to  and  be  held 
by  mortgagees  approved  by  the  Commissioner  as  responsible  and  able  to  service 
the  mortgage  properly.  The  mortgage  cannot  involve  a  principal  amount  of 
more  than  $5,700  and  may  not  exceed  95  percent  of  the  appraised  value  as  of 
the  date  the  mortgage  is  accepted  for  insurance.  Property  covered  is  limited 
to  dwellings  designed  principally  for  single-family  residence  approved  for  mort- 
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gage  insurance  before  constniction  beginn.  The  mortgagor  may  be  tbe  owna 
and  occupant  of  the  property  when  the  insurance  becomes  effectlTe.  He  ^ 
have  paid  for  the  proper^  at  least  6  percent  of  the  Gommissloner'B  est 
of  the  cost  of  acquisition  in  cash  or  its  equivalent  The  mortga^ior  may  In  i 
builder  but  in  that  case  the  principal  of  the  mortgage  cannot  exceed  86 
of  the  appraised  value  or  $5,100.  In  either  event  the  Commissioner  nam  wm 
that  the  project  insured  shall  be  an  acceptable  risk,  giving  conslderatimi  to  Hi 
need  for  providing  adequate  housing  for  families  of  low  and  moderate  incott^ 
particularly  in  suburban  and  outlying  areas.  If  the  mortgagor,  being  the  omr 
and  occupant,  establishes  that  his  previous  home  of  which  he  was  eMSnrtll 
owner  or  tenant,  was  destroyed  by  major  disaster,  as  determined  t^  the  PMl- 
dent,  the  principal  amount  of  the  mortgage  may  be  increased  by  the  Oomall^ 
sioner  to  $7,000  and  100  percent  of  appraised  value.  Insured  mortgages  mte 
this  section  must  mature  within  30  years  after  date  of  issuance.  They  rsQirfli 
periodic  payments  not  in  excess  of  the  mortgagor's  ability  to  pay  as  determiMl 
by  the  Commissioner.  They  must  bear  interest  not  exceeding  5  percent  ps 
annum  on  the  outstanding  obligation.  They  must  provide  for  applying  mod* 
gage  payments  to  amortize  the  principal  on  the  mortgage  in  a  manner  satl^ 
factory  to  the  Commissioner.  They  must  contain  terms  and  proyisions 
ing  repairs,  alterations,  payment  of  taxes,  service  charges,  default 
delinquency  charges,  foreclosure  proceedings,  anticipation  of  maturity,  and 
matters  as  the  Commissioner  may  in  his  discretion  prescribe. 

(c)  Authorizes  the  Commissioner  to  fix  a  premium  charge  for  mortgage 
ance  under  section  8,  not  less  than  %  of  1  percent  per  annum  nor  more  than  Ipv* 
cent  per  annum  of  the  outstanding  principal  of  the  mortgage,  without  taking  Mil 
account  delinquent  payments  or  prepayments.  Such  premium  charges  shall  It 
payable  by  the  mortgagee,  in  a  manner  prescribed  by  the  Commissioner.  Hi 
Commissioner  may  require  one  or  more  such  premium  charges  at  the  time  fit 
mortgage  is  insured  at  such  discount  rate  as  he  may  prescribe  not  exceeding  til 
interest  rate  specified  in  the  mortgage.  Provision  is  made  whereby  the  Coa- 
missioner  in  his  discretion  may  require  the  mortgagee  to  pay  an  adjusted  premim 
charge  in  an  amount  determined  to  be  equitable  by  the  Commissioner  if  fte 
mortgage  is  paid  In  full  before  its  maturity  date.  The  charge  so  required  can- 
not exceed  the  charge  mortgagee  would  have  been  required  to  pay  if  the  mortgife 
had  been  insured  up  to  maturity  date.  The  Commissioner  is  further  authorM 
to  refund  to  the  mortgagee  for  the  account  of  the  mortgagor  all  or  an  equitaMi 
portion  of  current  unearned  premium  charges  previously  paid  if  the  mortgage  is 
paid  before  maturity. 

(d)  Permits  the  Commissioner  to  consent  to  release  of  the  mortgagor  from 
his  liability  under  the  mortgage  or  the  credit  instrument  secured  thereby,  or 
consent  to  the  release  of  parts  of  the  mortgage  property  from  the  mortmi 
lien. 

(e)  Makes  incontestable  the  validity  of  any  insurance  contract  executed  by  the 
Commissioner  under  section  8,  except  in  the  case  of  fraud  or  misrepresentatiOB 
on  the  part  of  such  approved  mortgagee  holding  the  insurance  contract, 

(f )  Empowers  the  mortgagee  upon  foreclosure  to  benefit  from  insurance  similar 
to  provisions  of  title  2  of  the  National  Housing  Act. 

(g)  Provides  for  the  issuance  of  debentures  to  the  mortgagee  upon  foredoeme 
of  the  property  in  the  same  manner  as  provided  by  title  2  of  the  National  Honfr 
ing  Act.  These  debentures  become  obligations  of  the  title  1  housing  insurance 
fund  created  by  subsection  (h)  of  section  8.  The  Conunissioner  was  directed  to 
transfer  to  such  fund  $1  million  from  the  United  States  Treasury  account  under 
section  2  (f )  under  title  1. 

(i)  Permits  investment  of  title  1  insurance  fund  moneys  in  United  States  oWi- 
gations  if  they  are  not  needed  for  current  operations  of  FHA  under  section  8. 
They  may  also  be  used  to  purchase  debentures  issued  under  section  8  at  as  good 
a  yield  as  can  be  obtained  from  United  States  obligations.  It  also  provides  that 
premium  charges,  adjusted  premium  charges  and  appraisal  and  other  fees  re- 
ceived on  account  of  the  insurance  accepted  under  section  8  go  into  the  fund. 
Debentures  issued  under  section  8  and  expenses  of  handling,  management,  renovt- 
tion,  and  disposal  of  properties  under  section  8  are  to  be  charged  to  tbe  title  I 
housing  insurance  fund.) 

Section  9.  (Note. — The  provisions  of  sections  2  and  8  shall  be  applicable  in 
the  several  States  and  Alaska,  Hawaii,  Puerto  Rico,  the  District  of  Columbia, 
Guam,  and  the  Virgin  Islands.) 


Digitized  by  VjOOQ IC 


HOUSING  ACT   OF    1954  1319 

fbccEBPTB  Fbom  National  Housing  Act  Relating  to  Section  008  Pbojeots 

Sec.  006.  (a)  (Authorizes  mortgage  insurance  under  this  section  including 
idrmnces  on  such  mortgage  during  construction.) 

<b)  To  be  eligible  for  insurance  under  this  section  a  mortgage  shall  meet  the 
following  conditions : 

(1)  The  mortgage  property  shall  be  held  by  a  mortgagor  approved  by  the  Ck)m- 
Btiasioner.  The  Commissioner  may,  in  his  discretion,  require  such  mortgagor 
lo  be  regulated  or  restricted  as  to  rents  or  sales,  charges,  capital  structure,  rate 
of  return,  and  methods  of  operation.  The  Conmiissioner  may  make  such  con- 
tracts with,  and  acquire  but  not  to  exceed  $100  stock  or  interest  in  such  mort- 
gage, as  the  Commissioner  may  deem  necessary  to  render  effective  such  restric- 
ttoos  or  regulation.  Such  stock  or  Interest  shall  be  paid  for  out  of  the  war 
hODsiiig  insurance  fund,  and  shall  be  redeemed  by  the  mortgagor  at  par  upon 
termination  of  all  obligations  of  the  Commissioner  under  the  insurance. 

(2)  (Affords  priority  of  rental  to  veterans.) 

(S)  The  mortgage  shall  involve  a  principal  obligation  in  an  amount— (A)  not 
to  exceed  $5  million ; 

(B)  Not  to  exceed  90  per  centum  of  the  amount  which  the  Commissioner  esti- 
iittes  will  be  necessary  current  cost  of  the  completed  property  or  project,  in- 
dading  the  land;  the  proposed  physical  improvements;  utilities  within  the 
boandaries  of  the  property  or  project;  architects*  fees;  taxes  and  interest 
accruing  during  construction;  and  other  miscellaneous  charges  incidental  to 
CQDstruction  and  approved  by  the  Commissioner :  Provided,  That  such  mortpape 
Aall  not  in  any  event  exceed  the  amount  which  the  Commissioner  estimates  will 
ba  the  cost  of  the  completed  physical  improvements  on  the  property  or  project, 
exclusive  of  off-site  public  utilities  and  streets  and  organization  and  legal  ex- 
penses: And  provided  further,  That  the  principal  obligation  of  the  mortgage 
AaU  not,  in  any  event,  exceed  90  per  centum  of  the  (>)mmissioner's  estimate  of 
tlie  replacement  cost  of  the  property  or  project  on  the  basis  of  the  cost  prevailing 
aa  December  31,  1947,  for  properties  or  projects  of  comparable  quality  in  the 
lacality  where  such  property  or  project  is  to  be  located; 

•  •••*•• 

(c)  (Provides  for  the  taking  of  the  project  by  the  Commissioner  in  event  of 
dtfault  of  pajrment  and  the  paying  of  the  mortgagee  under  the  insurance  con- 
tnu!t) 

Sk?.  008.  (a)  •  •  • 

•  *••••• 

•  *  •  Mortgages  otherwise  eligible  for  insurance  under  section  608  of  this 
title  may  be  hereafter  insured  thereunder  if  the  application  for  such  insurance 
was  reecived  in  any  field  office  of  the  Federal  Housing  Administration  on  or  be- 
fore March  1, 1950,  and  for  such  purpose  the  aggregate  amount  of  principal  obliga- 
tkma  authorized  to  be  insured  under  section  608  of  this  title  is  increased  by  not 
to  exceed  $500,000,000. 

The  Chaikman.  Has  Mr.  Powell  arrived  yet?  Does  any  Senator 
care  to  make  a  statement  while  we  are  waiting  for  Mr.  Powell  f 

Mr.  Hollyday,  will  you  come  forward,  please? 

Mr.  Hollyday,  do  you  solemnly  swear  to  tell  the  truth,  the  whole 
truth,  and  nothing  but  the  truth,  so  help  you  God  ? 

TESTIMOHY  OP  GUY  T.  0.  HOLLYDAY,  LANOLEY,  VA. 

Mr.  HOLLTDAT.  I  do. 

The  Chaibman.  Mr.  Hollyday,  do  you  have  a  prepared  statement 
yon  would  care  to  make? 

Mr.  Hoi-LTDAY.  Yes,  I  have,  Senator,  and  that  has  been  distributed 
to  members  of  your  committee. 

The  Chairman.  I  haven't  had  a  chance  to  read  your  statement.  Do 
yoa  want  to  read  it? 

Mr.  Hoi-LTDAY.  I  would  like  to.  Senator.  I  would  like  to  comment 
I  little,  first,  and  then  read  it,  and  then  I  will  be  at  your  service. 
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The  Chairman.  Let  me  say  that  the  purpose  of  this  meeting  today, 
and  the  purpose  of  our  meetings  this  week,  is  not  of  an  investigatim 
nature  at  all.  It  is  strictly  to  try  to  get  from  you  and  others  m  thi 
Government  and  industry  who  have  had  great  experience  in  respected 
the  Housing  Act,  your  best  judgment  as  to  what  we  should  or  sbcwdd 
not  do  with  the  pending  legislation. 

We  will  be  very  happy,  nowever,  to  have  you  read  your  statemonL 
We  will  ask  you  to  proceed  in  your  own  way. 

Mr.  HoLLYDAY.  Mr.  Chairman  and  members  of  the  committee,  for 
the  record,  my  name  is  Guy  T.  O.  Hollyday.  I  reside  at  Langley,  Vi. 
I  was  Commissioner  of  the  Federal  Housing  Administration  from 
April  17,  1953,  to  April  12,  1954. 

I  think  it  might  be  helpful  to  the  committee  if  I  gave  you  a  little 
of  the  philosopliy  that  I  have  used  while  I  was  Commissioner.  I 
think  it  is  quite  important. 

Senator  Frear.  Mr.  Chairman,  I  wonder  if  Mr.  Hollyday  wouU 
like  to  give  any  background  of  his  activities  previous  to  coming  to 
theFHA? 

Mr.  Hollyday.  Yes,  sir;  I  will  be  delighted  to.  I  think,  Senator, 
I  can  probably  make  a  presentation  that  would  be  more  helpful  to  yott 
if  I  first  give  you  a  little  bit  of  the  philosophy  that  I  have  triea  to 
apply  while  I  was  in  office,  then  a  report  on  what  I  did  in  oflfce,  and 
then  an  attempt  to  anticipate  what  you  gentlemen  would  like  me  to 
say,  and  then  answer  questions. 

The  philosophy  that  I  have  endeavored  to  put  into  effect  I  have 
illustrated  in  talks  from  New  York  City  to  Midland,  Tex.,  which  is 
that  of  the  firefly.  I  have  said  that  if  it  would  be  appropriate,  I  would 
like  to  put  a  lightning  bug  over  the  door  of  the  FHA  office  for  this 
reason : 

The  lightning  bug  has  the  great  ability  of  being  able  to  generate 
light  without  any  heat.  That  philosophy  has  paid  off  very  well, 
indeed,  to  me,  as  illustrated  by  only  one  incident.  The  rehabilita- 
tion committee  of  the  public  housing  group  has  had  three  meetings, 
and  two  of  those  have  been  in  my  office.  I  felt  that  they  felt  that 
when  I  said  I  wanted  light  on  housing  without  any  heat,  that  that 
was  not  lip  service,  and  they  took  me  sincerely,  and  met  in  the  cffice. 

In  my  various  talks  throughout  the  country,  both  to  my  staff  in 
the  different  cities  and  in  talking  to  the  trade,  I  have  consistently 
called  for  criticism.  It  has  been  given  and  it  has  been  extremely 
helpful.  Criticisms  have  come,  as  I  have  said,  from  New  York  City 
to  Midland.  I  do  not  think  that  the  criticisms  have  come,  as  I  would 
like  to  have  them  come,  from  Washington. 

As  part  of  that  philosophy,  if  you  call  for  criticism,  you  must  have 
an  open  door.  I  have,  on  many  occasions,  had  two  meetings  going 
on  at  once,  and  had  individuals  w^ho  had  a  complaint  come  to  the 
office,  and  I  think  they  have  been  well  received  on  every  occasion.  I 
think  there  is  a  feeling,  or  has  been  a  feeling  in  the  FHA  office  that 
while  an  appointment  might  be  desirable,  it  was  not  necessary. 

In  the  report,  which  was  not  long,  and  I  will  read  it,  I  have  taken 
the  point  of  view  of  a  man  talking  about  someone  who  might  have 
lived  100  years  ago  in  order  to  be  completely  dispassionate. 

I  am  confident  that  you  gentlemen  will  not  assume  that  by  my  en- 
deavor to  be  dispassionate  that  it  is  not  a  sign  of  indifference.    I 
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think  you  understand,  as  I  do,  that  you  are  dealing  with  the  very 

priceless  thing  that  any  man  has,  his  reputation.    I  nope  when  I  get 

^  ^trough  with  this  statement  and  the  questions  that  you  nave,  that  you 

'  irill  say  what  I  believe,  that  there  is  a  man,  and  he  may  have  done 

fids,  and  he  may  have  done  that,  but  he  was  not  negligent. 

In  connection  with  the  committee's  study  of  the  Federal  Housing 
^  Administration,  I  have  been  asked  to  appear  and  testify  and  am,  of 
eourse,  glad  to  respond.  The  exact  scope  of  the  committee's  inquiry, 
'  and  the  particular  matters  in  which  it  is  interested,  were  not  indi- 
cated to  me  at  the  time  of  the  request  for  my  appearance.  From  press 
reports,  I  gather  that  the  committee  is  interested  in  the  administra- 
tion of  FHA  while  I  was  Commissioner,  and,  more  particularly,  the 
administration  of  the  so-called  title  I  program. 

For  the  purpose  of  clarity,  and  for  the  convenience  of  the  com- 
mittee, I  have  prepared  a  statement,  in  which  I  will  summarize  the 
Biore  significant  activities  of  my  administration,  and  especially  the 
problems  attending  the  title  I  cases. 

It  was  my  privilege  to  serve  as  FHA  Commissioner  for  approxi- 
mately 1  year.  During  that  period,  many  problems  were  encountered 
which  we  dealt  with  as  they  arose  by  the  most  practical  and  business- 
like methods  which  we  were  able  to  devise.  The  committee  will  be 
interested  in  some  of  the  more  typical  of  these,  and  how  they  were 
handled. 

FHA  is  highly  decentralized.  The  functions  of  policymaking  and 
overall  administration  are  carried  on  in  Washington.  The  actual 
machinery  through  which  the  work  of  FHA  is  performed  is  largely 
in  the  field.  There  are  75  field  offices,  known  as  district  insuring 
offices,  located  in  every  State,  and  now  staffed  with  approximately 
3,600  personnel.  These  offices  are  practically  autonomous  subject  to 
policy  and  direction  and  review.  They  process  mortgage  applica- 
tions, carry  on  all  mortgage  underwriting,  issue  mortgage  insurance 
commitments,  and  endorse  mortgages  for  insurance. 

At  the  outset,  it  was  necessary  to  familiarize  myself  with  the  or- 
ganization and  its  problems  with  due  regard  to  the  President's  pro* 
gram  to  promote  both  efficiency  and  economy.  Because  FHA's  work 
IS  done  m  the  field  offices,  as  my  first  task  I  undertook  to  become 
familiar  with  their  operations.  I  visited  24  field  offices  during  the 
first  7  months. 

In  the  course  of  the  year,  45  new  field  directors  were  appointed  to 
fill  vacancies  created  by  resignations  and  normal  attrition.  An  as- 
sistant to  the  Commissioner,  a  regional  director,  and  three  Assistant 
Commissioners  were  appointed  to  fill  vacancies  which  occurred  during 
the  same  period.  Between  April  1953  and  April  1954,  the  field  per- 
sonnel of  FHA  were  reduced  from  4,100  to  3,600.  These  figures  are 
approximate  and  are  based  on  my  recollection. 

With  a  view  to  improving  FHA's  overall  efficiency  and  the  economy 
of  its  operations,  I  caused  an  independent  firm  of  management  con- 
sultants from  Philadelphia  to  be  employed  to  make  a  job  analysis  and 
an  efficiency  survey.  This  study  was  conducted  in  the  Washington 
office  and  in  the  Philadelphia  district  insuring  office  as  an  example  of 
a  field  operations.  This  survey  was  completed  at  least  3  months  ago 
and  the  recommendations  it  contains  for  improving  FHA  and  making 
it  a  more  businesslike  organization,  together  with  the  comments  and 
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suggestions  of  the  Bureau  of  the  Budget,  are  in  the  process  of  being 
put  into  effect 

During  my  term  as  Commissioner,  FHA  returned  to  the  Treasmj 
Department  all  funds  which  the  Government  had  advanced  to  FHiL 
plus  interest.  The  total  was  $85  million,  including  $65  million  of 
funds  which  had  been  advanced  prior  to  1940  to  start  FHA  in  business^ 
and  $20  million  in  interest.  The  interest  was  figured  at  a  rate  of  S^ 
percent.  The  Government,  as  a  result,  no  longer  has  any  cash  invest* 
ment  in  FHA. 

As  of  the  present  moment,  it  has  paid  all  of  its  operating  expenses; 
it  has  repaid  all  advances  to  it  by  the  United  States  Treasury,  wilfc 
interest;  and  it  has  accimiulated  over  $300  million  in  reserves.  Ill 
addition,  FHA  will  show  an  operating  profit  of  approximately  $101 
million  during  the  fiscal  year  1954. 

A  program  was  carried  out  to  revise  and  improve  certain  procedures 
in  FHA  in  order  to  modernize  its  approach  to  technical  matters.  I 
will  refer  to  only  a  few  of  them. 

I  found  that  the  processing  of  requests  for  technical  approvals  of 
new  materials  and  methods  constituted  a  major  bottleneck  in  FHAIi 
operations.  In  April  1953,  this  important  work  was  more  than  • 
months  behind — ^that  is,  it  required  more  than  6  months  after  the  filing 
of  a  request  to  obtain  the  necessary  technical  approval  of  a  new  mato^ 
rial  or  a  new  method.  In  the  course  of  the  year,  this  work  ini 
brought  up  to  date  and  it  is  now  current.  This  change  has  been  the 
subject  of  much  favorable  comment  in  trade  publications. 

We  succeeded  in  devising  a  uniform  procedure  among  the  varioos 
field  oflBces  for  insuring  loans  on  prefabricated  houses.  This  hsd 
been  an  especially  diflScult  and  thorny  problem,  and  related  to  one 
of  the  very  important  and  growing  fields  of  housing  activity.  Pre* 
viously,  each  district  insuring  ofl5ce  had  developed  its  own  proceduie. 
There  was  a  great  deal  of  confusion  because  no  two  of  tnem  made 
exactly  the  same  approach.  Prefabricated  houses  are,  of  couiaey 
standardized  and  require  uniform  processing.  The  solution  we  de- 
veloped was  fully  approved  by  the  prefabricated  housing  industry. 

There  was  also  the  problem  of  modernizing  the  criteria  for  design, 
specifications,  and  construction  techniques.  These  had  been  stand- 
ardized and  even  "frozen,"  in  some  instances,  for  20  years.  FHA 
had  been  subjected  to  considerable  criticism  by  architects  and  tech- 
nicians on  this  account.  In  order  to  bring  this  aspect  of  FHA's  work 
into  harmony  with  the  rapid  progress  in  the  housing  field  during  the 
last  20  years,  a  special  treatment  of  the  problem  was  developed. 

A  new  job  classification  which  may  be  described,  briefly,  as  that  of 
architect-engineer,  is  being  established  to  have  charge  of  design  stand- 
ards, specifications,  and  construction  techniques.  The  recommenda- 
tion has  been  finalized  and  is  before  the  Civil  Service  Commission  for 
approval  as  one  of  the  top  jobs  in  FHA.  I  had  hoped  that  one  of  the 
leading  men  in  this  field  in  the  country  would  take  the  position;  in 
fact,  he  promised  me  to  take  it  if  he  had  the  opportunity,  and  exped»d 
to  do  so. 

A  program  was  developed  to  make  FHA  effective  in  neighborhood 
conservation.     The  objective  of  this  work  is  the  anticipation  and 
'^'•evention  of  neighborhood  deterioration.    A  special  committee  was 
by  FHA  to  evolve  a  program  for  this  purpose,  and  its  ra- 
id recommendations  were  suomitted  to  the  FHA  Commissioner. 
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pom  thereafter,  the  President's  Advisory  Committee  on  Government 

iiCNising  Policies  and  Programs  was  formed. 

When  the  committee  requested  FHA's  views  and  recommendations 

I  this  subject,  we  were  ready,  and  supplied  the  President's  Com- 
ittee  the  report  and  recommendations  of  our  committee.  These 
commendations  were  accepted,  and  are  now  incorporated  in  the 
reposed  new  section  220  of  the  National  Housing  Act  which  is  before 
le  Congress  for  consideration.  This  new  section  is  generally  ac- 
Dowledged  to  be  an  essential  element  in  the  new  urban  renewal 
rogram. 

Other  steps  were  taken  with  a  view  to  making  FHA  a  more  effective 
Btrumentality  of  the  policy  of  Congress  and  the  President.  Among 
bese,  to  cite  only  two  examples,  were  the  issuance  of  an  order  to  redeem 
n  callable  outstanding  debentures,  amount  to  $67  million,  effective 

II  June  1954;  and  the  establishment,  about  6  months  ago,  of  liaison 
rifli  the  Public  Housing  Administration  through  a  full-time  techni- 
al  assistant  to  the  FHA  Commissioner,  in  order  to  develop  bases  for 
iK^ration  between  the  2  agencies  and  to  assist  PHA  in  disposing  of 
ts  real  estate. 

If  I  may  be  permitted  to  say  so,  Mr.  Chairman,  I  look  back  at 
kese  steps  with  a  sense  of  acconiplislunent  and  a  feeling  of  pride.  I 
sow  that  evenr  one  of  them  strengthened  the  FHA  ana  improved  its 
mddon,  and  mat  fact  has  been  generally  acknowledged. 
So  far  as  I  have  been  able  to  learn,  the  committee's  concern  has  been 
roused  by  published  reports  of  abuses  and  questionable  practices 
nder  title  land  section  608.  These  are  separate  and  distinct  prob- 
ms,  and  I  would  like  to  discuss  them  separately,  in  that  order. 
Title  I,  first  enacted  in  1934,  relates  to  the  insuring  of  commercial 
Nuis  to  homeowners  for  repairs  and  improvements.  It  constitutes  a 
Biy  large  part  of  FHA's  work.  More  than  17  million  such  loans  have 
Ben  processed  and  insured,  totaling  $7  billion  and  involving  6,000 
nders. 

Senator  Douglas.  Mr.  Hollyday,  would  you  permit  me  to  ask  a 
oestion,  there?     If  my  arithmetic  is  correct,  your  figures  would 
sem  to  indicate  that  the  average  loan  amounted  to  only  $400. 
Mr.  HoLLYDAT.  The  average  loan,  Senator  Doughis,  last  year,  was 
i90.    I  am  a  little  bit  liberal  in  these  figures,  because  they  are  from 
ioollection  and  not  from  the  record. 
Senator  Douglas.  So  that  it  was  less  than  $600  ? 
Mr.  Hollydat.  Yes,  sir. 

Senator  Douglas.  And  that  created  some  of  the  administrative 
roblems,  because  you  had  a  large  number  of  loans,  each  one  of  which 
as  of  small  size? 

Mr.  HoLLTDAY.  Yes,  sir,  that  is  entirely  correct.  Senator.  It  aver- 
,'es  about  2  million  loans  a  year. 

The  Chaikman.  If  the  Senators  will  speak  into  the  microphones, 
e  people  in  the  audience  and  the  press  can  hear  what  is  said. 
Mr.  Hollyday.  It  is  entirely  wholesome  in  principle,  and  is  a  highly 
sirable  program  from  a  standpoint  of  national  housing  policy. 
By  its  very  nature,  title  I  has  presented  a  policing  problem  from 
(inception  m  1934.  It  was  one  or  the  first  problems  which  demanded 
f  attention.  Eight  days  after  becoming  Commissioner,  I  testified 
fore  the  subcommittee  of  the  Committee  on  Appropriations  of  the 
lited  States  Senate. 

Digitized  by  VjOOQ IC 


k 
k 

Be 


1324  HOUSING   ACT   OF    1954 

At  that  time,  in  the  discussion  of  FHA's  administrative  budget^! 
called  attention  to  some  facts  that  Mr.  Greene,  my  predecesscx*,  m 
brought  to  the  attention  of  the  House  Appropriations  Gommittni 
few  weeks  earlier.    As  a  result  of  personnel  cuts,  day-to-day  aooomli   ^ 
ing  work,  supervision,  and  control  were  falling  behind  at  a  serioid^  ^ 
increasing  rate. 

Senator  Maybank.  May  I  ask  a  question,  there?    How  manjii; 
vestigators  under  title  I  did  you  have  ? 

Mr.  HoLLTDAY.  Senator  Maybank,  at  the  time  this  appropriati 
was  called  for,  there  were  3  men  to  cover  the  United  States,  not  oi^ 
title  I,  but  to  cover  all  the  investigations  for  the  bendit  of  the  Deput- 
ment  of  Labor  to  see  that  prevailing  wages  were  enforced,  and  to 
check  the  personnel  of  5,000  employees  scattered  in  48  States. 

Senator  Maybank.  Prior  to  that  cut,  there  were  never  more  Qm 
five  engaged,  were  there? 

Mr.  HoLLYDAY.  Senator,  I  don't  know  what  they  had  before  I 
here. 

Senator  Maybank.  In  other  words,  you  had  3  people  to  look 
17  million  loans  ? 

Mr.  HoLiiYDAY.  That  is  only  part  of  it,  Senator. 

Senator  Maybank.  How  many  people  did  you  have  on  title  I? 

Mr.  HoLiiYDAY.  The  3  people.  Senator,  had  to  not  only  look 
title  I,  but  they  had  to  look  after  anything  that  went  wrong 
5,000  employees,  and  their  character,  and  they  had  to  work  for  Die 
Department  of  Labor  to  make  sure  that  throughout  the  United  Staler 
in  all  multiple  housing,  the  law  was  being  obeyed  with  respect  to  tin 
payment  to  laborers  oi  the  prevailing  rate. 

The  Chairman.  You  could  also  call  on  the  HHFA  staff,  could  you 
not  ?  Either  Administrator  Cole  or  Administrator  Foley.  You  could 
call  on  them,  could  you  not? 

Mr.  HoLLYDAY.  Our  staff.  Senator,  was  for  our  purpose  and  for- 
handling  FHA  matters. 

The  Chairman.  But  they  had  a  small  staff  that  you  could  have 
called  on  ? 

Mr.  HoLLYDAY.  I  don't  know  what  their  staff  was,  and  it  was  never 
used. 

The  Chairman.  We  are  trying  to  get  the  facts,  here,  and  see.  what 
we  ought  to  do  to  avoid  recurrence  of  what  has  been  alleged.  I 
see  Mr.  Greene  back  there. 

Mr.  Greene,  how  many  inspectors  did  you  have  when  you  were 
Administrator  ?    Will  you  answer  that,  if  you  can  ? 

Mr.  Greene.  As  Mr.  Hollyday  said 

The  Chairman.  He  said  he  had  three.    How  many  did  you  have! 

Mr.  Greene.  We  had  three. 

The  Chairman.  You  had  three,  too  ? 

Mr.  Greene.  When  we  had  to  police  the  prevailing  wages,  we  had 
to  take  all  of  our  inspectors  and  put  them  on  that  work,  and  for  a  year 
or  more  no  inspector  handled  any  title  I  matters. 

Senator  Maybank.  Is  it  not  a  fact  that  this  inspection  or  check  was 
supposed  to  be  made  locally  and  that  the  lenders  should  have  looked 
more  closely  into  these  moneys  that  they  loaned,  in  an  effort  to  see  what 
was  being  done? 

They  got  commissions  for  doing  it,  didn't  they  ? 
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GrREENE.  That  is  right,  and  in  the  majority  of  cases,  the  lending 
tions  did  a  very  acceptable  job. 

itor  Maybank.  I  agree  thoroughly.  I  am  not  condemning 
I  am  just  leading  up  to  the  fact  that  some  didn't  do  so  welL 
right? 

Greene.  That  is  right. 

Chairman.  Let  me  ask  you  this  question,  Mr.  Hollyday.    Did 
er  call  this  matter  that  you  call  an  inefficiency  or  deficiency  to 
ention  of  this  committee? 
HoixYDAT.  Yes,  sir. 
Chairman.  On  what  occasion? 

HoLx*YDAY.  Eight  days  after  I  got  here,  I  called  it  to  the 
on  of  the  Subcommittee  on  Appropriations. 
Chairman.  Did  you  ever  call  it  to  the  attention  of  this  com- 
,  the  Senate  Bankmg  and  Currency  Committee  ? 
Hollyday.  The  record  will  show — I  do  not  recall.  Senator,  that 
did. 

Chairman.  You  will  find  that  you  did  not,  because  we  have 
d  the  record  pretty  carefully. 

itor  Douglas.  Mr.  Chairman,  would  you  permit  me  a  question  t 
Chairman.  Senator  Douglas.    If  everyone  who  wants  to  speak 
a  question  will  address  the  Chair,  then  I  will  address  you  and 
ill  Know  who  is  speaking, 
iter  Douglas.  That  is  correct. 

'  I  ask  what  was  the  procedure  in  the  local  investigation  of  loans 
under  title  I  ?    Were  those  inspections  to  be  made  by  the  local 
or  where  they  to  be  made  by  the  lender,  Mr.  Hollyday  ? 
Hollyday.  I  thought  you  were  looking  at  Mr.  Greene,  Senator. 
itor  Douglas.  No,  I  was  looking  at  you. 

Hollyday.  Where  there  was  a  complaint,  it  was  sent  to  the 
larters  office. 

itor  Douglas.  In  Washington? 
Hollyday.  In  Washington ;  yes,  sir. 

iter  Douglas.  But  in  the  absence  of  a  complaint,  who  certified 
«pair  jobs  as  being  entitled  to  an  FHA  loan  ? 
Hollyday.  That  was  an  automatic  procedure  established,  Sen- 
n  all  cases.  The  operation  is  a  decentralized  one  and  left  to 
mey  lenders.  We  were  not  called  in  unless  there  was  an  allega- 
F  an  irregularity. 

itoT  Douglas.  In  other  words,  you  accepted  the  approval  of  the 
ender? 

Hollyday.  Yes,  sir. 

itor  Douglas.  Without  rigid  inspection  by  FHA.  You  only 
i  out  an  inspection  after  complaint,  and  then  this  was  done  na- 

S  rather  than  locally,  am  I  correct  in  that  ? 
OLLYDAY.  Yes,  sir. 
itor  Lehman.  May  I  ask  a  question,  Mr.  Chairman? 
Chairman.  Senator  Lehman. 

itor  Lehman.  When  you  appeared  before  the  Appropriations 
ittee  and  made  recommendations  to  the  committee  tliat  you  had 
aree  men  assigned  to  this  work,  did  you  ask  for  a  larger  staff  to 
Dn  this  particular  activity  ? 

Hollyday.  Senator  Lehman,  I  asked  for  it  and  I  got  it.  I  am 
to  show  what  happened  in  that  connection. 
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Senator  Kockes.  Mr.  Cluunnaiif 

The  Chadocax.  Soiator  Kidoer. 

Senator  Bsickek.  Mr.  HoUjdaj.  was  time  any  local  inspection  il 
all  in  the  local  offices  of  the  loidin^  authority,  of  the  utilization  of  tb 
funds  that  had  be»i  loaned  f 

Mr.  HoiXTDAT.  We  did  not,  I  beliere.  Senator,  inspect  institutions 
that  are  Govanment-inspected.  There  woe  some  d30  nnsupenrised 
institutions  when  I  came  to  the  FHA^  and  I  pointed  out  to  the  Appro- 
priations Committee  that  during  tl^  preTious  year  there  had  been 
only  9  inspections  of  the  930  unsupervised  mcmey  lenders,  and  I  said  to 
that  committee  that  I  felt  that  that  was  like  the  shoemaker  not  puttin£ 
shoes  on  his  children,  because  the  only  way  this  insurance  agency  coaU 
protect  itself  was  by  having  more  inspectors. 

I  am  pleased  to  report  we  did  get  an  increased  number  of  men  to  do 
that  particular  kind  of  inspecting.  That  was  auditing  of  those 
accounts. 

Senator  Brickeb.  You  are  talking  of  title  I,  improvement  loansl 

Mr.  HoLLTDAT.  Yes,  sir. 

The  Chaibmax.  Mr.  Hollyday,  I  think  it  was  your  predecessor  idio 
reported  in  his  annual  report  to  either  this  committee  or  the  Preside 
that  he  had  only  received,  the  year  before,  253  complaints  in  respect 
to  title  I,  and  that  they  had  dropped  to  183  that  year.  He  was  co&* 
gratulating  himself  on  the  few  complaints.  Is  it  not  a  fact,  now,  that 
you  know  and  we  know  and  the  Attorney  Greneral  of  the  United  States 
knows  that  literally  hundreds  and  hundreds  and  thousands  of  com- 
plaints were  made? 

Mr.  Holltdat.  If  that  is  known  to  the  people  that  you  speak  of, 
it  has  not  been  brought  to  my  attention. 

The  Chaibman.  It  was  a  statement.  We  will  put  it  into  the  record 
This  was  at  a  hearing.  In  the  year  for  which  they  were  reporting, 
thev  said  it  had  been  reduced  to  183. 

(The  material  referred  to  follows:) 

Ezcf»PT8  From  Btatkuzj^t  or  Ratiiond  M.  Foley.  Admi^istratob,  Housinq  Ain» 
Home  Fikancr  Agency,  on  Senate  Resolution  26,  Febsuary  2»  1963 


DE^iLEE  BELATTON8HIP8 

I^mdcTH  are  rerjuired  to  select  carefully  the  dealers  from  whom  they  p^l^ 
chase  notes  or  with  whom  they  cooperate  In  making  loans  directly  to  borrowers, 
and  to  maintain  a  constant  review  and  snpenrlsion  of  the  business  generated  by 
such  dealers.  The  dealer's  background  and  previous  record  must  be  tborouglily 
investigated  by  the  lender  through  financial  and  trade  channels,  competitors,  and 
credit-reporting  agencies.  If  the  dealer  has  been  doing  business  with  another 
lending  institution,  inquiry  must  be  made  as  to  the  reason  for  changing  bil 
connection.  Consideration  must  be  given  to  the  dealer's  ability  to  perform  woA 
satisfactorily.  ^.^..^       _„-i^^--^ 

In  addition  to  obtaining  yg/jt/ttjdM////^^/^^  the  dealer,  the  lendim 
institution  is  required  to  ^^MP^^^H^^^^V|^^  regarding  his  propofled 
title  I  operation;  to  obtato^^^^^Tpi^^  ^fejeport;  to  make  a  direct 
by  letter  or  telephone  onJ*  ^   ^  ^P^|y)|||bli8h  (by  check' 

Ing  precautionary  measttl-  ^^^^^■H  tiiat  the  trade 

style,  principal,  and  MflP-  -^not,  make  it 

necessary  to  handle  aP  Id  inspect  tiM 

dealer's  place  of  biulimf-  -  mgi  developed 

by  theeej|M|Li0^r  W  of  title  I 

paper,  jfl^^Hm^P  Mi  baa  been 
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The  financial  institution  mnst  maintain  a  separate  record  on  each  dealer.  This 
ecord  must  contain  the  original  investigation  by  the  lender  as  well  as  its  ap- 
uroval,  and  must  also  show  the  number  of  credit  applications  submitted  by  the 
lealer,  the  number  approved  and  rejected,  the  number  of  claims  and  a  summary 
if  spot  checks,  service  complaints,  and  items  of  special  interest 

Occasionally  PHA  will  receive  a  report  that  a  dealer  has  committed  an  irregular 
»  unethical  act  in  connection  with  a  title  I  transaction.  Such  advice  usually 
Bomes  in  the  form  of  complaints  registered  by  homeowners  which  may  be  relayed 
through  lending  institutions  or  received  direct  by  the  PHA.  All  reports  are 
investigated  by  PHA  field  personnel,  or,  in  some  instances,  by  the  lending  institu- 
tfon  involved.  Any  dealer  whose  operations  are  found  to  be  contrary  to  the 
tttndards  and  requirements  of  the  title  I  program  is  placed  on  notice  that  restric- 
tiTe  administrative  action  will  be  talcen  unless  the  deficiencies  are  corrected.  If 
the  dealer  fails  to  cooperate,  all  insured  lenders  are  notified  that  future  business 
originated  by  the  particular  dealer  will  be  acceptable  for  insurance  only  if 
tlie  lending  institution  taltes  certain  precautionary  steps  su.ch  as  verifying  credit 
information,  having  the  completion  certficate  signed  in  the  presence  of  an  em- 
ployee of  the  institution,  and  making  an  actual  inspection  of  work  performed 
on  larger  loans.  Experience  has  shown  that  such  action  almost  invariably 
has  had  the  efl'ect  of  protecting  homeowners  from  any  further  abuses  on  the  part 
of  the  dealer  involved. 

Daring  ld51,  FHA  issued  precautionary  measures  letters  in  273  cases.  During 
1962,  the  number  of  such  letters  dropped  to  185,  indicating  that  definite  progress 
is  being  made  in  eliminating  undesirable  dealers  from  the  program.    I  feel  that 

this  progress  is  due  in  pert  to  PHA*s  continued  efforts  to  impress  upon  lending 

institutions  the  importance  of  maintaining  sufficient  high  standards  for  dealer 
approvals. 

•  •••••• 

The  Chairman.  For  example,  we  find  throughout  all  the  reports  a 
tendency  on  the  part  of  the  administrators  and  those  handling  this 
matter,  when  they  came  before  our  committee,  to  clamp  down. 

I  am  trying  to  find  out  whether  there  were  thousands  and  thousands 
of  cases,  as  have  been  alleged. 

Mr.  HoLLYDAT.  If  there  were,  Senator,  those  complaints  have  been 
available  to  you,  and  I  would  recommend  that  you  bring  Mr.  Murphy 
of  my  office  up  here.  I  made  pretty  clear,  in  a  somewhat  colloquial 
&shion 

The  Chairman.  We  have  had  a  session  with  the  Attorney  General 
and  th^  tell  us  of  hundreds  and  thousands  of  instances  that  they  have 
had.  They  have  been  working  on  them  for  many  years  and  have  had 
many  prosecutions  already. 

lir.  HoixYDAY.  Yes,  sir,  I  think  that  is  the  procedure.  That  is  not 
for  us  to  cover,  with  three  people.  I  think.  Senator,  you  see  that 
Would  be  utterly  impossible. 

The  Chairman.  Our  point  is,  what  we  want,  if  we  can  get  it,  with- 
out being  critical,  is  help  from  you  and  Mr.  Greene  ana  Mr.  Foley 
and  Mr.  Cole  and  others,  and  the  Internal  Revenue  Service  and  the 
Ittomey  General,  as  to  just  how  widespread  these  allegations  are. 
We  want  to  do  something  in  this  pending  bill  to  correct  it,  to  see  that 
k  doesn't  happen  again. 

I  want  to  say,  but  I  hate  to  say,  that  the  tendency  has  been  to  play 
it  down.  At  no  time  has  anyone  ever  recommended  any  amendment 
to  title  L  It  has  remained  pretty  much  the  way  it  was  written  back 
in  1034. 

Mr.  HoUiTDAT.  Senator,  I  think  you  will  see  that  I  not  only  recom- 
OMiid,  but  I  put  into  effect  a  half-dozen  very  important  changes  in 
time  procedures  and  that  I  pled 

The  Chaismak.  You  mean  from  an  administrative  standpoint? 
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Mr.  HoLLYDAY.  Yes,  sir.   I  pled  with  the  proper  authority  to  giveme 
enough  people  to  do  a  better  joD  than  we  were  doing. 

Senator  Bush.  Mr.  Chairman  ? 

The  Chairman.  Senator  Bush. 

Senator  Bush.  You  speak  about  these  local  lenders.       Who  are 
they? 

Mr.  HoLLYDAY.  Senator,  they  are  mostly  banks. 

Senator  Bush.  Conmiercial  banks  ? 

Mr.  HoLLYDAY.  Commercial  banks,  State  and  National.     They  doi  ^ 
tremendous  volume  of  business,  a  little  bit  with  the  individual  hwne* 
owner,  but  mostly  with  builders. 

Senator  Bush.  If  a  homeowner  wants  to  get  a  loan  for  rehabilitation,  |^ 
is  it  the  normal  thing  for  him  to  do  to  go  to  a  bank  ? 

Mr.  HoLLYDAY.  Usually  he  checks  with  the  people  who  do  that  kind 
of  work. 

Senator  Bush.  Checks  with  the  contractor? 

Mr.  HoLLYDAY.  Usually,  yes,  sir. 

Senator  Bush.  Or  a  dealer  ? 

Mr.  HoLLYDAY.  I  would  say  indefinitely  we  will  offer  90  percent  oi 
the  cases — these  are  dealer-operated  loans  that  we  are  talking  about 

Senator  Bush.  Then  does  the  dealer  or  contractor,  likely,  send  him 
to  a  bank  to  make  the  loan  ? 

Mr.  HoLLYDAY.  No,  sir,  the  procedure  is  shortened.  The  deakr 
knows  the  procedure  and  he  presents  an  FHA  form  to  the  man  or 
woman  to  sign  and  says,  "Now,  here  is  this  particular  form.  I  am 
goinii^  to  put  on  these  window  blinds  or  whatever  it  is,  and  when  wc 
get  through,  I  am  going  to  get  you  to  come  back  and  certify  that  that 
job  was  properly  done." 

As  I  point  out  a  little  later,  one  of  the  problems  was  that  there  was 
no  enforced  delay,  so  that  this  high-pressure  fellow  could  go  to  the 
man,  make  a  deal,  go  right  to  the  bank,  not  tell  the  man  that  the  bank 
was  concerned  in  the  property  at  all,  get  money  from  the  bank  and 
move  on,  whereas  under  the  provisions  that  are  now  in  effect,  there  has 
to  be  a  waiting  period  so  that  in  the  meantime,  the  man  now,  for  the 
first  time,  gets  a  notice  from  the  bank  that  the  bank  is  in  the  picture, 
and  it  gives  the  man  a  chance,  if  there  is  anything  wrong,  to  go  to  the 
bank  and  say,  "I  am  not  going  to  sign  that  because  it  wasn't  done 
right."   It  brings  the  bank  into  the  picture. 

Senator  Bush.  Does  it  bring  the  bank  into  the  picture  with  the 
responsibility  of  determining  whether  the  loan  is  for  a  fair  amount 
or  not? 

Mr.  HoLLYDAY.  The  responsibility  is  on  the  banker,  and  we  make 
him  agree  to  examine  the  dealer  and  check  on  him  and  check  on  his 
record  and  be  responsible  to  him.  We  do  that,  now.  In  fact,  we  go 
so  far  as  to  say  that  if  a  loan  is  bad,  the  builder,  the  contractor,  will 
have  to  repay  the  money  to  the  bank. 

In  other  words,  we  are  enforcing,  as  I  will  point  out  in  a  minute, 
a  new  procedure  to  get  the  bank  to  act  as  its  own  policeman  under 
the  penalty  of  cancellation  from  us.  It  would  be  utterly  impossible  to 
inspect  2  million  loans  a  year,  even  if  that  was  all  that  staff  had  to 
do,  and  they  had  20  times  that  many.  It  has  to  be  decentralized,  and  it 
is  now  working,  we  understand. 

Senator  Bush.  The  point  I  am  trying  to  get  at  is  that  it  doesn't 
seem  to  me  that  there  has  been  any  real  responsibility  in  connection 
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witli  making  the  loan  like  there  would  be  on  another  guaranteed  loaa, 
if  a  bank  were  going  to  make  it.  I 

In  other  wordsj  if  a  bank  were  going  to  make  a  loan  to  an  indi-| 
vidual  without  a  Federal  guaranty,  it  would  certainly  check  the  J 
credit  of  the  individual  and  size  up  the  loan  and  make  sure  it  was  m\ 
worthwhile  loan  and  a  worthwhile  project.  It  seems  to  me  that  the  j 
procedure  which  is  followed^  and  which  you  have  described  here,  I 
and  which  the  law  provides  for,  does  not  provide  for  those  ordinaiyi  I 
commonsense  business  cheeks  before  the  loan  is  made.  Is  that  right  J 
or  not  ?  I 

IWr,  HoLLTDAY,  Senator,  there  is  a  great  deal  of  freedom  on  the] 
{mrt  of  the  lending  institution.  1 

Senator  BuiSH,  That  is  because  there  is  a  Federal  guaranty  on  the  I 
loan.%,  so  they  don*t  have  much  risk  of  loss  or  any  risk  of  loss ;  is  that  ] 
ri^ht  *  *  " 

Jlr.  HoixYiiATT,  I  think  that  is  a  very  important  part  of  this  pic- 
ture.  Wliat  we  do  is  to  make  tlie  bank  enter  into  an  agreement  whereby , 
they  will  take  tljose  steps*    If  they  don't  take  them,  we  have  the  right] 
to  cancel  them.    Our  connection  with  the  bank  Itas  to  be  used  very! 
carefully,  because  the  cancellation  of  ji  contract  with  a  Federal  agency  j 
could  start  a  run  on  a  bank,  but  we  find  that  there  is  real  eoopera*] 
tion  and,  particularly  when  we  enforce  that  cooperation,  it  prevents 
some  of  the  wideawake  and  uninformed  branch  bank  manage i*s  from 
making  too  many  deals  that,  frankly,  they  should  not  have  made^ 
in  an  effort  to  make  a  record. 

Sejiator  Bush.  But  up  until  recently,  at  least,  there  Ini?^  been  virtu- 1 
illy  no  restraint  upon  the  bank,  no  compulsion  that  they  sliould  see 
that  they  are  making  a  sound  loan. 

Mr.  HoiXTDAT,  No,  Senator;  that  very  definitely  is  a  statement  I 
0ould  not  go  along  with,  Tliere  has  been  a  procedure*  It  didn't  work 
$s  well  as  it  should.  Without  stopping  the  business,  you  could  put  so 
many  restrictions  on  that  you  could  stop  the  business  and  tliey  would 
sav.  *'Well,  we  will  just  go  ahead  and  do  tliis  oui'selves.** 

We  put  enough  restrictions  on — and  I  will  point  that  out  in  a 
minute — to  not  injure  the  business,  but  to  tighten  up  a  great  deal  oni 
the  barn  door  before  tlie  horse  was  stolen,  and  not  spend  our  time" 
trying  to  catch  the  horse  with  very  few  policemen,  after  the  horse 
had  l»een  stolen. 

Senator  Bn.^w,  Do  you  intend  to  make  any  recommendations  to 
the  comTuittee  for  any  chanpres  in  the  law  that  will  require  a  tighter 
supervision  in  connection  wHth  making  these  loans? 

Sir*  HoLLTDAT.  I  certainljr  do  not.  - 

Senator  Bush.  You  don't  intend  to  do  that!  I 

ifr.  HoLLYDAT.  No,  sir.  I  think  tlnit  wliat  we  have  done  in  con-j 
junction  with  the  trade  and  upon  their  advice  with  the  people  thut] 
ftdtniiiister  this — and  they  are  the  experts.  Tliey  agree  that  this  willj 
wark. 

The  Chaibman.  Mr.  Hollyday,  did  you  say  that  you  feel  that  the 
kw  is  ?!t  r  on  (^  enough  and  ^r^^od  enough  and  should  not  be  amended  f' 

Mr.  HotxmAT*  J  think  the  problem  is  an  administrative  one.       ' 

The  CirAiRMAK.  Then  you  have  no  recommendations  whatsoever 
for  ?( re  ngt  hen  in  g  the  law  ? 

ilr,  HouATJAT.  I  recommend  the  law  be  let  alone,  i 
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The  Chairman.  Just  as  it  is? 

Mr.  HoLLYDAT.  Yes,  sir. 

The  Chairman.  Don't  you  know  that  this  law  was  passed  in  1981 
by  Congress  and  became  a  law  in  January  of  1935,  and  its  specifii 
purpose  was  just  one — ^to  create  jobs? 

Mr.  HoLLTDAT.  Yes,  sir. 

The  Chairman.  It  was  a  depression  measure.  At  the  time,  it  wii 
specifically  stated  that  it  was  to  be  for  just  2  jrears,  and  2  years  onk 

Mr.  HoLLTDAY.  Senator,  that  is  a  pretty  important  part  of  m 
economy,  and  the  people  who  run  it  or  are  mterested  in  tne  ecoDOin 
have  worked  with  us  to  provide  administrative  control,  which  I  thw 
is  the  proper  way  to  do  it. 

The  Chairman.  I  am  not  being  critical.  We  want  to  get  yoor 
opinion.    Your  opinion  is  that  the  law  does  not  need  any  change ! 

Mr.  HoLLTDAY.  I  didn't  say  that,  Senator.  I  want  to  say  thifcl 
would  let  the  law  alone.  I  don't  know  that  any  law  might  not  bi 
improved,  but  I  wouldn't  ask  for  it. 

The  Chairman.  I  didn't  intend  to  intimate  that  we  would  elimi- 
nate the  law.  I  will  put  my  question  to  you  again.  Do  vou  think 
that  the  law  ought  to  be  amended  in  order  to  eliminate,  as  rar  as  pos- 
sible, the  irregularities  that  have  been  occurring? 

Mr.  HoLLYDAY.  No,  sir.  The  trouble  is  not  with  the  law.  Tfci 
trouble  is  with  the  absence 

The  Chairman.  The  administration? 

Senator  Bush.  Mr.  Chairman  ? 

Mr.  HoLLYDAY.  With  the  absence  of  people  to  do  the  policing. 

The  Chairman.  Then  the  trouble  has  been  with  the  administration 
of  the  law  ? 

Mr.  HoLLYDAY.  The  administration  and  the  absence  of  enough  peo- 
ple to  do  the  job. 

The  Chairman.  Yes. 

Sep  a  tor  Bricker.  Mr.  Chairman? 

The  Chairman.  Senator  Bricker. 

Senator  Bricker.  May  I  ask  just  one  question?  Do  you  think  thst 
the  penalty  sections,  as  applicable  to  title  I,  are  adeauate  for  iiie  pro- 
tection of  the  public  against  the  misuse  of  the  money  ? 

Mr.  Hollyday.  $5,000  and  the  penalty  of  being  cut  off  by  a  Federal 
agency  of  an  ability  to  take  advantage  of  it  is,  in  my  opinion,  ample. 

Senator  Brickjer.  Then  it  comes  to  a  matter  of  enforcement. 

Mr.  Hollyday.  Yes,  sir. 

Senator  Busii.  Mr.  Chairman,  I  would  like  to  pursue  that  just  a 
bit  further. 

The  Chairman.  Senator  Bush. 

Senator  Busii.  In  connection  with  these  loans,  what  form  does  the 
Government  guarantee  take?  Does  it  guarantee  each  loan  or  the 
portfolio  of  loans  ? 

Mr.  Hollyday.  The  latter  is  correct,  sir. 

Senator  Bush.  Do  you  think  it  would  strengthen  the  situation 
and  make  the  banks  or  lending  institutions  more  responsible  if  the 
guarantee  applied  to  a  portion,  say  80  or  90  percent,  or  whatever 
percent,  of  each  individual  loan,  rather  than  to  the  total  portfolio,  90 
that  the  bank  has  a  stake  in  checking  each  individual  loan  ? 

'.  Hollyday.  I  think  it  certainly  would.    As  to  whether  it  would 

workable,  I  don't  know  enough  about  the  business. 
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Senator  Bush.  If  they  guaranteed  the  portfolio,  it  would  certainly 
le  just  as  feasible  to  guarantee  each  individual  loan  so  that  the  bank, 
Q  luaJdng  a  loan,  would  make  a  loan  just  as  it  makes  unguaranteed 
Dans.  It  would  at  least  realize  that  it  has  some  of  its  own  money  at 
take  in  this  proposition. 

Mr.  HoLLTDAT.  I  tried  to  get  that  same  result  in  a  little  different 
(ray,  and  so  far,  I  have  not  been  able  to  accomplish  it.  I  asked  these 
;entlemen  if  they  would  not  coinsure,  with  the  Government,  startii^ 
>flf,  say,  at  about  5  percent,  those  that  had  very  good  record.  It 
rouldn't  cost  them  anything.  Those  that  weren't  as  careful  as  they 
hould  be,  would  be  denied  insurance.  On  a  loan  where  there  would  be 
i  $300  fee  and  5  percent  loss  would  only  be  $15  against  that  particular 
iccount.    I  think  that  is  what  you  are  driving  at. 

I  couldn't  sell  it  to  them.  They  said  it  would  interfere  with  their 
xx)kkeeping.  They  felt  very  defmitely,  as  experts  in  consumer  bank- 
ing, that  the  recommendations  that  we  put  in  after  a  study  with  them 
for  a  number  of  months,  with  the  seven  vice  presidents  of  banks 
that  had  specialized  in  consumer  banking — they  said,  "We  think  this 
thing  will  work." 

It  went  into  effect  December  1,  and  if  they  know  their  business,  and 
I  think  they  do,  it  should  work. 

Senator  Bush.  Let  me  ask  one  more  question.  If  a  bank  has  out- 
standing $100,000  worth  of  these  small  loans,  let  us  say,  what  is  the 
maximum  loss  that  the  bank  could  sustain  under  the  circumstances  ? 

Mr.  HoLLYUAY.  They  are  protected  up  to  $10,000.  That  is,  10  per- 
cent of  their  portfolio,  the  amount  that  they  have  put  in.  They  get 
10  percent  on  each  loan  that  is  made.  As  it  goes  on,  I  will  not  get  into 
the  mathematics  of  it  and  I  am  not  too  sure  that  I  know. 

Senator  Bush.  Well,  90  percent  of  their  loan  is  at  risk,  if  you  take 
it  at  one  loan.  They  have  got  90  percent  of  their  whole  portfolio  at 
risk.  The  other  10  percent  is  guaranteed  by  the  Government.  Is 
that  right? 

Mr.  HoLLTDAY.  I  can't  say  that  is  correct,  because  that  10  percent 
builds  up.  It  is  10  percent  at  any  one  time,  but  at  the  end  of  5  years, 
you  are  getting  the  benefit  of  that  reserve  until  it  gets  so  large  that 
we  cut  it  off. 

Senator  Bush.  So  the  guarantee  is  cumulative  as  time  goes  on  and 
their  protection  goes  to  protect  the  banks  against  future  losses;  is 
that  right? 

Mr.  HoLLYDAY.  The  banks  just  don't  have  lossess.  Senator,  under 
this  deal.  Our  claims  over  the  entire  period  would  average  about  a 
iollar  and  ninety  cents.  As  of  the  present  time,  the  claims,  them- 
jelves,  are  only  running  0.78  percent.    They  just  don't  lose. 

Senator  Bush.  So  while  the  loans  may  have  been  too  large,  as 
;eems  to  be  the  case,  in  connection  with  improvements,  nevertheless, 
Jie  credit  has  been  good  enough  so  that  the  total  losses  haven't 
imounted  to  very  much  ? 

Mr.  HoLLYDAY.  It  is  a  very  profitable  operation  for  both  the  banks 
tnd  the  institutions,  but  there  is  no — I  have  never  heard  that  there 
las  been  overselling.  That  is  one  of  the  troubles.  There  has  been 
nisrepresentations  and  overselling.    The  average  last  year  was  $590. 

Senator  Bush.  So  that  the  burden  of  the  overlending  has  been  ab- 
orbed  by  the  borrower,  by  the  fellow  who  wants  to  improve  his  home  ? 
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Mr.  HoiiLYDAY.  There  is  no  overlending.  It  is  a  question,  maybe, 
of  overselling,  but  not  overlending. 

Senator  Bush.  Well,  overpricing  or  overlending.  If  it  is  ovw- 
priced,  it  is  overloaned,  because  the  loan  is  presumed  to  cover  dii 
amount  of  the  improvement.  ' 

Mr.  HoLLYDAY.  Your  protection  there  is  the  individual's  credit 
The  problem  arises  from  misrepresentation  of  what  the  thing  will  dD 
and  improper  workmanship,  in  some  cases,  and  then,  basically,  it  ii 
an  overselling  operation  and  misrepresentation  of  the  dealer. 

We  have  tightened  that  up  very  materially,  so  that  the  bank  now 
has  to  be  very  responsible  and  can't  do  business  with  a  dealer  whu 
doesn't  work  responsibly. 

The  Chairman.  Mr.  Hollyday,  of  course,  there  is  no  question  bit 
what  the  banks  are  protected  almost  up  to  100  percent.  There  is  no 
question  about  that.  But  the  problem  involved  here  has  been  till 
people  that  borrowed  the  money,  the  homeowners.  They  are  thi 
ones  that  have  been  complaining,  because  naturally,  if  they  borrow  the 
money,  they  have  to  pay  it,  because  they  are  good  for  it.  If  they  do 
not  pay  their  debts,  somebodv  may  sue  them. 

Senator  Maybank.  Will  the  chairman  yield? 

The  Chairman.  The  thousands  of  complaints  that  have  been  calM 
to  my  attention  by  different  departments  of  the  Government  show  that 
it  is  tlie  public  or  the  homeowner  who  has  been  hurt.    Is  that  correott 

Mr.  Hollyday.  Yes,  sir. 

The  Chairman.  Not  the  banks. 

Mr.  Hollyday.  Yes,  sir,  absolutely. 

The  CiFAiRMAN.  I  want  to  ask  you  one  question  again.  You  said 
a  moment  ago  that  in  your  opinion  it  was  not  necessary  to  change 
the  law,  title  I. 

Mr.  Hollyday.  Yes,  sir. 

The  Chairman.  That  it  was  a  good  law  ? 

Mr.  Hollyday.  Yes,  sir. 

The  Chairman.  And  that  the  problem  was  one  of  administration! 

Mr.  Hollyday.  Yes,  sir. 

The  Chairman.  And  that  up  to  this  time  you  haven't  had  sufficient 
people  to  police  it? 

Mr.  Hollyday.  Yes,  sir. 

The  Chairman.  That  is  one  of  the  weaknesses  of  it? 

Mr.  Hollyday.  Very  definitely  so. 

The  Chairman.  Senator  Lehman. 

Senator  Lehman.  Mr.  Chairman,  I  want  to  return  to  this  question 
of  inspection  for  a  minute.  I  have  been  told  that  in  most  cases,  the 
lender  will  pav  the  money  to  the  building  firm  only  when  the  home- 
owner, himself,  signs  the  FHA  form  that  the  work  has  been  completed 
to  his  satisfaction.     Is  that  correct? 

Mr.  Hollyday.  Yes,  sir. 

Senator  Lehman.  Under  those  circumstances,  is  it  not  a  fact  that 
the  certification  of  the  homeowner  seems  to  be  substantially  the  only 
inspection  applied  to  title  I? 

Mr.  Hollyday.  Yes,  sir,  that  is  correct. 

Senator  Lehman.  The  banks  or  the  FHA  do  not  make  any  inspec- 
tion whatsoever  to  determine  that  the  homeowner  has  received  value 
mortgage  or  the  obligation  which  he  has  assumed? 
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Mr.  H0M.YDAT.  Insofar  as  FHA  is  concerned,  Senator,  that  is  en- 
tirely correct.  With  regard  to  the  bank,  wherever  the  loan,  I  nnder- 
Itand,  gets  in  the  neighborhood  of  $1,000,  the  banks  do  make  inspec- 
tions. The  procedure,  though,  normally,  on  these  avei-age  loans,  the 
banks  do  not.  They  rely  on  their  knowledge  of  credit,  and  they  do 
not  make  inspections. 

Senator  Lehman.  May  I  pursue  that  for  a  minute  more?  In  the 
case  of  many  homeowners  who  haven't  any  particular  mechanical 
aptitude,  which  would  be  the  case  if  I  were  a  homeowner  and  seeking 
a  loan,  there  is  no  way  of  his  judging  whether  the  amount  of  a 
proposed  repair  improvement  actually  is  represented  by  the  services 
that  have  been  rendered  on  which  he  assumes  a  mortgage  responsi- 
bility. He  can't  tell,  in  many  cases,  whether  a  job  is  worth  $1,000  or 
$500.  Yet,  if  the  bank  will  buy  the  mortgage,  guarantee  the  mortgage, 
or  take  Uie  mortgage  and  make  payment  on  his  certification  to  the 
builder,  he  is  under  obligation  to  repay  $1,000.  Is  there  no  protection 
whatsoever  provided  to  him  by  the  FHA  or  by  the  lending  institu- 
tions? 

Mr.  HoLiLYDAY.  Senator,  as  to  his  judgment  between  whether  to 
have  this  work  done  by  the  ABC  company  or  the  XYZ  company,  or  to 
have  it  done  at  all,  or  whether  the  washing  machine  that  he  is  buying 
ought  to  be  bought  from  one  person  or  another,  he  is  under  the  same 
situation  as  he  would  be  if  he  went  to  the  department  store  and  bought 
something.     It  is  his  choice.    No,  sir. 

The  Chairman.  Let's  correct  the  record.  There  is  no  mortgage 
given  in  this  instance.  There  are  straight  notes,  but  they  are  not 
chattel  notes,  they  are  not  mortgage  notes. 

Senator  Lehman.  No,  but  there  is  an  obligation  on  the  homeowner 
to  pay. 

The  Chairman.  That  is  correct.    There  is  no  mortgage. 
Senator  Lehman.  It  is  a  binding  obligation. 

The  Chairman.  Oh,  yes,  it  is  a  binding  obligation,  but  there  is  no 
mortga^. 

Mr.  H0LX.YDAY.  I  have  treated  that  in  the  way  the  chairman  has 
indicated. 

Senator  Matbank.  Mr.  Chairman? 
The  Chairman.  Senator  Maybank. 

Senator  Maybank.  Might  I  add  that  we  have  been  told  that  in  some 
instances  the  commissions  on  these  sales  amounted  to  33l^  percent. 
There  are  a  lot  of  things  that  were  bought  by  consumers  that  they  paid 
33%  percent  commission  on.  We  were  told  that  by  the  Justice  Depart- 
ment. 

We  can't  correct  that  in  some  sort  of  legislation,  a  331^  percent  com- 
sion? 

Mr.  HoLLYDAY.  Senator,  no.  You  can't  protect  somebody  that  over- 
buys or  gets  overcharged  that  is  going  out  and  buying  a  refrigerator 
or  a  front  door. 

Senator  Maybank.  But  this  is  a  Government-guaranteed  loan. 

Mr.  HoLLYDAY.  The  Government  guaranty  is  to  the  Imnk^  that  if 

they  behave  properly  and  do  a  sensible  job,  there  is  no  possible  way 

that  we  can  protect  an  individual  against  himself  from  overbuying. 

The  Chairman.  Mr.  Hollyday,  we  have  got  to  find  a  way  to  do  it. 

When  these  salesmen  and  dealers  and  bankers  go  to  these  homeowners 
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and  say  this  is  FH  A,  meaning  it  is  the  Government^  then  these  people, 
I  think,  have  a  right  to  believe  that  thej  are  going  to  be  treated 
honestly  and  squarely,  and  that  the  American  (jovemment  is  behind 
it.  That  is  the  weakness  of  it.  I  would  agree  with  your  statement,  if 
it  were  a  straight  business  deaL  But  here  the  (Jovemment  is  entering 
into  it.    We  have  got  to  find  some  way  to  protect  these  homeownersi 

Mr.  HoLLTDAT.  Senator,  the  Government  cannot  stand  at  this  wom- 
an's door  and  protect  her  from  overbuying  on  a  $500  deal. 

The  Chairmax.  No,  of  course  they  cannot  But  we  have  some  idets 
when  we  get  through  on  this.    Senator  Frear. 

Senator  Freak.  I  would  just  like  to  ask  Mr.  HoUyday,  Mr.  Chair^ 
man,  what  agreement  does  the  FHA  enter  into  with  a  commercial 
lendin^institution  regarding  these  FHA  title  I  loans? 

Mr.  HoixTDAT.  Suppose  I  read  it. 

Senator  Frear.  I  would  just  like  to  have  a  brief  explanation  bj   j 
you.    Is  it  written  or  is  it  oral,  or  do  they  have  to  sign  a  contract!    ' 

Mr.  HoixTDAY.  It  is  a  very  binding  and  tight  agreement  with  every    , 
one  of  them.  | 

Senator  Frear.  And  you  do  that  with  each  lending  institution!    ■ 

ilr.  HoiXYDAT.  Oh,  positively.  ; 

Senator  Frear.  In  the  guaranty  or  the  insured  part  of  the  pcwt   ■ 
folio,  as  I  understand  it,  it  is  a  combined  aggregate  of  loans  maae  Ijjt   • 
this  particular  lending  institution  which  the  Government  insures,  and 
they  take  an  insurance  of  10  percent  of  the  portfolio,  not  10  percent 
of  each  individual  loan? 

Mr.  HoiXTDAT.  That  is  correct,  but  there  is  a  gradual  writeoff,  the 
worirings  of  which  I  don't  know,  which  keeps  m)m  building  up  to 
a  point  where  the  bank  has  100  percent  reserve. 

Senator  Frear.  That  is  what  I  am  leading  up  to.  Suppose  that 
any  lending  institution  was  wiped  out  100  percent  as  of  X  day  or  a 
particular  day.  They  would  not  lose  90  percent  had  they  been  in 
business  over  a  period  of  time  and  had  accumulated  some  reserves. 
You  would  permit  them  to  offset  this  loan,  to  take  the  accumulated 
re?**rves  rihis  the  10  pjercent  FHA-guaranteed  money? 

Mr.  HoLLYDAY.  Adjusted  over  a  p>eriod  of  years,  because  if  we 
didn't  adjust  it,  in  10  years  time  it  would  be  100  percent,  so  we  pull 
it  down.     The  way  we  pull  it  down,  I  don't  know. 

Senator  Fre.vr.  But  at  that  X-day,  whatever  that  amount  was,  if 
you  had  not  adjusted  it  recently,  you  would  permit  them  to  take  tnat 
reserve  against  any  loss  up  to  that  point ! 

ilr.  H0L1.TDAT.  'Yes,  sir. 

Senator  Fre.vr.  Plus  the  10  ixMvent  that  you  iruaranteed  i 

Mr.  HoixTDAY.  The  lo^  is  set  up  asi^^inst  their  accumulated  10 
percent  of  the  business  that  they  do  fnnn  time  to  time.  Tliat  grad- 
ually builds  up      id  up. 

Senator  Frej  Vai^^  In  their  past  n^^rves  of  a  $100,000  portfolio, 
as  wa5  or  Rxish,  if  they  had  Iniilt  up  $13,000  worth 

of  -*      plete  li\^^  the  only  loss  tnat  they  would 

liH^  IHMwnt,  or  $100,000,  and 
tit ut ion  would  suffer  a  loss  of 

tiit  simpler  ?  Suppose  there 
JO  in  their  jxirtfolio.  They 
iVe  a  $;^,000  reserve. 
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^nator  Frear.  That  is  right.    But  what  I  am  trying  to  get  up  to 

lomething  where  the  bai^  would  have  a  loss.    In  that  instance 

t  you  cite,  the  bank  would  not  have  a  loss. 

It.  Holltdat.  The  individual  losses  would  be  charged  against  the 

i\  reserve,  and  if  there  were  a  couple  of  substantial  losses,  you 

Id  wipe  out  the  reserve,  particularly  in  the  early  years. 

senator  Fkear.  To  answer  my  question,  you  have  stated  that  the 

iks  apparently  have  not  had  losses  on  the  10  percent  insurance  or 

iranty,  to  which  I  acree.     But  suppose  that  something  should 

)pen  to  these  loans  and  the  time  would  come  when  you  would  nol; 

able  to  pay  back  all  of  your  Government  money  plus  interest  on 

insured  basis,  and  some  loss  would  be  sustained.    Then  the  lending 

bitution  is  subject  to  a  loss,  is  it  not? 

dr.  HoLiiYDAT.  Yes,  sir.    In  such  a  case,  they  do  become  a  co- 

orer.   I  am  sorry  sir,  I  didn't  get  your  point  earlier. 

Jenator  Frear.  That  was  the  question.    You  had  proposed  the  plan 

acoinsurer? 

tfr.  HoLLYDAY.  I  did,  and  it  seemed  to  the  banks,  as  of  the  present 

le,  at  least,  a  little  unworkable  because  of  the  cost  of  bookkeeping. 

ien  you  are  dealing  with  2  million  loans  a  year,  any  change  in 

)kkeeping  and  any  change  in  the  procedure  of  consumer  banking — 

y  just  won't  apply  it 

^nator  Frear.  Just  one  final  question,  Mr.  Chairman. 

rhe  Chairman.  Senator  Frear. 

Senator  Frear.  Let  us  assume  a  person  owns  a  house  valued  at 

),000,  with  no  mortgage  on  it,  and  they  want  to  do  a  repair  job  on 

They  come  to  FHA  for  a  guaranty,  or  an  insured  part  of  that 
rtgage,  and  it  is  estimated  that  the  repair  costs  will  be  $2,000.    The 
ik,  or  the  lending  agency,  if  it  is  insured  by  FHA,  does  not  put  a 
rtgage  on  that  property, 
ifr.  HoLiiYDAT.  Not  under  title  I. 
senator  Frear.  That  is  what  we  are  speaking  of. 
dr.  HoLLYDAY.  I  can  assure  you.  Senator,  they  would  certainly 
ke  an  inspection  and  see  that  the  work  that  was  going  to  be  done 
t  they  were  protected  for  was — and  that  the  credit  was  good.   They 
old  look  into  any  case  where,  as  the  thing  Senator  Capehart  was 
crested  in — ^when  you  get  above  $1,000,  these  institutions  check  on 
whole  deal.   To  that  extent,  they  give  protection  to  the  homeowner. 
Jenator  Frear.  But  someone  who  owned  a  $10,000  house  and  asked 

an  FHA-insured  rehabilitation  mortgage  on  it  of  $2,000,  they 
lid  certainly  say  that  the  property  is  worth  $2,000,  even  though  the 
ount  spent  on  it  or  the  cost  of  the  rehabilitation  was  only  $1,000. 
Ir.  HoLLYDAY.  Yes,  sir. 

Senator  Bush.  Mr.  Chairman,  I  have  one  more  question  on  this  same 
nt. 

[lieCHAmMAN.  Senator  Bush. 

>enator  Bush.  Let  me  see  if  this  is  right,  Mr.  Hollyday.  If  a  bank 
ries  a  portfolio  of  these  loans  of  approximately  $100,000,  turning 
r,  and  it  averages  $100,000  over  a  period  of  10  years,  that  insurance 
iranty  fund  would  set  up  at  the  rate  of  10  percent  a  year,  so  that 
Uie  end  of  10  years,  the  bank  might  have  a  reserve  of  guaranty  in 
amount  of  $100,000?   Is  that  right? 

It.  Hollyday.  Jf o,  sir,  it  isn't.    It  would  if  we  did  not  do  what  we 
and  that  is,  as  you  go  along,  we  take  down  an  average  of  about 
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20  percent  a  year.  We  take  that  down  so  as  to  not  have  a  reserve 
built  up  that  would  make  it  impossible  for  the  bank  to  have  a  loss  if 
we  didn't  cut  down. 

Senator  Bush.  On  the  basis  of  taking  it  down  at  the  rate  of  20  per- 
cent a  year,  at  the  end  of  10  years,  it  wouldn't  have  $100,000,  but  'i 
would  have  $80,000? 

Mr.  HoLLYDAY.  Well,  if  you  adjust  each  year's  business  on  u 
accrual  takedown,  I  don't  Imow  the  ratio  that  we  apply.  But  tin 
banks  have  complained  and  some  of  them  have  dropjJed  out  of  busi- 
ness because  we  do  what  I  am  talking  about  to  such  an  extent  they  say, 
"We  don't  have  enough  reserve." 

I  don't  know  enough  about  the  business  to  tell  you  what  we  do,  b^ 
we  apply  the  system  to  such  an  extent  that  some  of  the  banks  clwai 
they  don't  have  enough  reserve.  The  details,  I  am  afraid  you  would 
have  to  get  from  the  staff. 

Senator  Bricker.  Mr.  Chairman? 

The  Chairman.  Senator  Bricker. 

Senator  Bricker.  Just  one  question.  You  mentioned  a  moment  ago 
when  you  were  talking  about  the  coinsurance  that  you  were  insistiot 
upon  getting  at  5  percent,  you  said  you  had  a  conference  with  7  « 
the  banks.   What  were  those  banks  ? 

Mr.  HoLLTDAY.  We  picked  seven.  I  know  them  by  pe(q)lft  xatbor 
than  bv  the  names  of  the  banks.  They  were  from  Chicago,  MemphiSi 
San  Francisco,  New  York,  and  Minneapolis.     They  were  the  viol 

Presidents  of  these  respective  banks  that  specialized  in  consumer 
anking.  They  are  the  ones  who  do  a  great  deal  of  business  with 
It  is  a  pretty  highly  standardized  and  specialized  form  of  banMug. 
These  men  were  most  helpful.  Senator,  when  I  pointed  out  to  them  t& 
problem  that  we  were  facing,  which  is  the  one  we  are  now  discussing 
right  here,  which  I  did  in  June.  They  set  up  these  precautionaij 
measures  which  had  not  been  used  before,  and  wliich  are  now  in  effect^ 
and  which  went  into  effect  December  1,  and  which  they  thought  were 
very  good  indeed. 

In  fact,  they  were  presented  to  the  President's  Advisory  Conmiittee 
on  this  point,  and  they  said,  "This  setup  you  have  made  is  suflScienth 
good.     You  can  stop  and  need  not  work  further  on  the  problem. 
That  is  what  I  was  aoout  to  get  into. 

The  Chairman.  Mr.  Hollyday,  we  don't  need  to  worry  about  thi 
banks.  They  are  fully  protected  under  this.  We  don't  need  to  worn 
about  them  at  all.  The  Government,  I  think,  is  pretty  well  protected, 
too.  The  problem  is  to  avoid  having  the  homeowner,  the  public, 
fleeced  out  of  a  lot  of  money.  That  is  our  problem  and  that  is  whew 
we  want  your  help.  How  can  we  set  this  thing  up,  how  can  we  write 
the  law  to  avoid  property  owners  being  in  trouble? 

For  example,  a  man  just  stepped  up  to  me  a  minute  ago  and  would 
like  to  testify,  and  I  think  we  will  let  him  testify  later,  on  how  he  wa8 
fleeced  out  of  $1,400  right  here  in  Washington,  right  under  our  noses^ 
your  nose,  and  other  people's  noses.  I  don't  know  what  happened, 
He  didn't  say.  We  are  getting  hundreds,  and  I  am  afraid  it  will  run 
into  thousands  and  thousands  of  cases.  I  had  a  meeting  with  Justice 
Department  Friday.  What  I  can't  understand  is  why  the  depart- 
ments of  this  Government  have  not  called  this  to  the  attention  of  this 
conmiittee. 
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They  never  have  called  it  to  the  attention  of  this  committee. 

Senator  Brigker.  They  hid  it. 

The  Chairman.  In  fact,  it  has  been  the  opposite.    The  depart- 

.    jgaents  that  have  been  appearing  before  this  committee  have  played  it 

down  and  denied  it.    I  am  not  being  critical.     You  have  only  been 

there  a  year  and  this  has  been  going  on  since  1935.    There  is  nothing 

new  about  it. 

Mr.  HoMiYDAY.  I  would  like  to  tell  you  what  I  have  done  about  it. 

*  The  Chairman.  We  want  to  listen  to  it,  but  I  just  want  to  make 
~  cjertain  that  we  don't  get  off  onto  the  banker  angle.  The  banker  is 
^  well  protected. 

Mr.  HoLLYDAY.  The  banker  is  the  man  you  have  to  use,  Senator,  to 
^  keep  the  fellow  from  fleecing  the  woman. 

^       'rtie  Chairman.  What  I  want  to  find  is  some  way  to  protect  the 

^  people.     That  is  the  job  of  Government.    The  job  oi  Government  is 

protecting  its  people  against  the  unscrupulous. 

Mr.  HoLLYDAY.  Yes,  sir,  I  think  that  is  exactly  what  we  have. 

p^     The  Chairman.  That  is  what  we  want  to  find  out,  how  we  can  do 

^^     Mr.  HoLLYDAY.  I  think  we  have  done  it. 
^^     The  Chairman.  Thank  vou. 

Senator  Douglas.  Mr.  Chairman? 
i-  '     The  Chairman.  Senator  Douglas. 

^  Senator  Douglas.  I  don't  want  to  delay  Mr.  Hollyday's  statement. 
^.  If  the  chairman  would  prefer  to  have  the  witness  go  on,  I  will  not  ask 

*  fliis  question.    But  there  is  a  (question  that  I  would  like  to  ask  on  the 
**  interest  charges  under  title  I,  if  that  is  agreeable  to  the  chairman. 
"*      The  Chairman.  I  see  no  reason  why  we  should  not  get  into  these 

*  things  as  fully  as  every  member  of  the  committee  cares  to,  as  we  go 
*^  tlong.     You  proceed. 

^  Senator  Douglas.  Do  I  understand,  Mr.  Hollyday,  that  the  interest 
^'  charge  is  5  percent  on  these  loans? 

*  Mr.  Hollyday.  No,  sir.    It  is  5-percent  discount. 

S^iator  Douglas.  It  is  5  percent  on  the  principal,  but  principal  is 

*  paid  off  in  small  amounts  averaging  30  months? 

^  Mr.  Hollyday.  At  common  interest,  the  individual  pays,  on  a 
^  common-interest  basis,  about  9.6  percent. 

Senator  Douglas.  That  is  the  point  I  wanted  to  establish;  that 
^  though  it  is  5  percent,  the  5  percent  is  reckoned  on  the  principal, 
and  that,  with  a  declining  ohligation,  this  amounts  to  virtually 
ckuble  the  nominal  rate  of  interest.    Is  that  not  true? 

Mr.  Hollyday.  Yes,  sir;  that  is  true. 

Senator  Douglas.  Have  you  ever  thought  of  having  the  interest 
rate  fixed  on  the  amount  of  the  outstanding  balance,  so  that  Ihe 
homeowner  would  know  what  the  interest  rate  is  that  he  is  paying? 

When  builders  come  to  him  and  tell  him  that  the  charge  will  only 
be  5  percent,  he  doesn't  realize  that  it  is  9.6  percent.  Have  you 
ever  tnought  that  the  interest  rate  should  be  upon  the  outstanding 
balance  owed,  rather  than  on  the  principal  ? 

For  instance,  in  the  last  month,  take  your  average  loan  of  $600, 
paid  off  in  30  monthly  installments.  The  last  month  leaves  only 
$20  outstanding.  The  5  percent  is  reckoned  not  upon  the  $20,  but 
upon  the  $600  of  the  original  loan ;  is  that  not  true  ? 

Mr.  Hollyday.  Yes,  sir. 
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Senator  Douglas.  Isn't  that  a  weakness  in  virtually  all  installment 
selling  on  durable  consumers  goods,  where  the  amounts  are  large, 
that  there  is  a  concealed  interest  rate  which  the  buyer  and  borrower 
doesn't  know  about? 

Mr.  HoLLYDAY.  Well,  Senator,  that  is  true;  but  there  is  a  big  ''but" 
that  comes  right  along  with  that  The  "but"  is  that  if  yon  put  it 
on  a  simple-interest  basis,  then  you  have  got  to  make  examination 
charges  and  fees,  and  for  the  average  loan,  the  buyer  will  come  out 
on  about  the  same  basis. 

Senator  Douglas.  I  am  not  concerned  at  the  moment  with  what  tie 
rate  of  interest  should  be,  and  it  may  be  that  the  rate  of  interest  should 
be  higher  on  these  small  loans,  because  of  the  cost  of  servicing. 

Mr.  HoLLYDAY.  It  has  to  be. 

Senator  Douglas.  But  I  think  it  is  important  that  the  borrower 
should  know  what  interest  rate  he  is  paying.  In  this  case,  the  bor- 
rower thinks  he  is  paying  5  percent,  but  as  you  correctly  say,  he  is 
really  paying  9.6  percent,  and  he  doesn't  know  that. 

Wouldn't  it  contribute  to  a  better  situation  all  around  if  the  inter- 
est rate  were  reckoned  upon  the  outstanding  obligation  rather  than 
upon  the  principal  which  at  some  times  he  has  more  than  paid  up. 
He  is  paying  on  a  nonexistent  debt,  in  other  words? 

Mr.  HoLLYDAY.  It  would  be  certainly  fairer  to  point  out  to  anyone 
in  consumer  banking  that  when  you  are  on  a  discount  basis,  you  are 
paying,  as  you  say,  nearly  double  the  quoted  rate. 

Senator  Douglas.  As  a  matter  of  fact,  you  spoke  of  overselling, 
namelj,  getting  a  man  to  make  repairs  which  he  could  not  afford  or 
charging  him  more  for  repairs  than  he  actually  received  in  valua 
Is  not  one  of  the  factors  which  enables  this  overselling  to  take  place- 
not  the  onl V  factor,  but  one  of  the  factors — the  belief  on  the  part  of  the 
borrower  that  he  is  only  paying  5  percent,  when,  as  a  matter  of  fact,  he 
is  paying  9.6  percent?  Doesn't  this  really  lead  to  overselling  and 
overbuying,  as  you  say  ? 

Mr.  HoLLYDAY.  I  don't  believe  that  the  question  of  interest  rate  to 
the  individual  who  is  buying  an  article — frankly,  the  charges  in  that 
form  of  merchandising  are  pretty  high  because,  I  presume,  of  the  cost 
of  operation.  I  doubt  that  there  would  be  much  of  a  change  or  that  a 
change  in  interest  rate  would  make  much  of  a  change  in  buying. 

The  problem  lies  in  the  character  of  the  dealer  and  in  the  telling 
of  the  individual  to  do  some  shopping  with  what 

Senator  Douglas.  The  purchaser  is  supposed  to  and  does  think 
about  cost.  On  a  $600  loan  at  5  percent  interest  on  the  principal,  he 
will  pay  $30  a  year.  If  it  takes  him  2^/^  years  to  pay  off  tne  principal, 
that  IS  $75  in  interest.  If  he  thinks  he  is  only  paying  5  percent,  out 
in  reality  he  is  paying  almost  10  percent,  that  is  an  overcharge  of 
around  $36  more  than  he  thinks  he  is  paying. 

So  that  is  6  percent  of  the  original  cost  of  the  repairs,  or  alle^ 
original  cost  of  the  repairs.  I  want  to  say  that  this  is  common  prac- 
tice in  installment  selling.  I  certainly  do  not  want  to  castigate  either 
you  or  your  predecessors  for  falling  in  with  what  is  the  prevailing 
practice  ir*  nobiles  and  a  lot  of  other  things.     But  I 

have  1  i  weakness  in  installment  selling  and  that 

the:  -Purchaser  and  Iwrrower  did  not 

toi-  lending  agencies  really  con- 
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'have  felt  that  the  public,  at  least,  is  owed  an  obligation  to  make 
iie  terms  clear  and  understandable  and  then  let  the  rate  of  intei^st 
t>e  what  it  is.  But  don't  let  tliem  pass  off  a  high  rate  of  interest  as  a 
bw  rata  of  int^erest* 

Mr.  HoiXYDAY,  Thank  you.    Senator  Capehart 

The  CiiAiHMAN.  Will  you  yield  one  moment?  Without  objection, 
I  would  like  to  place  into  tlie  record  at  this  time  tlie  Executive  order 
by  the  President  setting  forth  the  terms  under  which  he  turned  over 
these  1,149  names  under  Bection  608, 

(The  Executive  order  referred  to  follows ; ) 


EXECtJTXYE  ObHEB 


IIF9PBCTION  OF  INCOUB,  BXCGBS-PBOFlTS,  DECUUtEl)  VALUE  EXCESa'PEOFtTd,  GAPITAI* 
etOCK,  ESTATCt  AHD  GIFT  TAX  BETURIVB  BY  THE  SC1«7AT£  GOUMirrtl£  QN  BANKtKQ 
Ar^tt  CURRENCY 

By  Virtue  of  the  authority  vested  la  me  by  sections  55  (a),  50S,  603,  729  (a), 
tod  1204  of  the  Internal  Revenue  Code  (53  Stat.  29,  111.  171;  54  Stat  989.  1008; 
15  Stat  722 :  26  U;  S,  C.  55  (a),  508,  603,  720  (a),  and  1204) ,  It  is  hereby  ordered 
that  any  Income*  estceaa- profit  a,  declared  value  excess-profitB,  capital  Bto<^k,  es* 
tate,  or  gift  tax  return  for  the  years  1942  to  1953,  inclusive,  shall,  during  the  S3d 
OoDgtiesa,  be  open  to  inspection  by  the  Senate  Banking  and  Cnrrency  Committee, 
IT  mnj  duly  niithorlKed  anlxjotuinittee  thereof,  for  the  purpose  of  its  investiga- 
lip  of  loan  projects  under  aecdon  608  of  Title  VI  of  the  National  Housing  Act, 
H^ded  by  the  Act  of  May  26,  1942  {tS  Stat.  303  \ ,  as  amended,  and  the  amounts 
VEe  mortgagea,  the  cost  of  conitruction^  and  the  cost  of  land  of  such  projects 
in  accordance  and  upon  compliance  with  the  rules  and  regulations  prescrlhed 
^  the  Secretary  of  the  Treasury  in  Treasury  Decision  6064,  relating  to  the  In- 
IpectloQ  of  returns  by  certain  committees  of  the  Ck)ngress»  approved  by  me 
r€ibruary  11,  1954. 

This  Executive  order  shall  be  ettecthe  npon  its  filing  for  publication  in  the 
Tederal  Register, 

DwroHT  D.  Eisenhower. 

The  WHtTB  Hot78E»  April  1$,  19^. 

Mr,  HoLi.n)AY.  I  would  like  to  ask  tlie  privilege  of  being  permitted 
to  read  my  statement. 

The  Cii AIRMAN,  Yes;  you  may  proceed.  You  are  going  to  h^ve 
plenty  of  time.  We  are  going  to  give  everybody  plenty  of  time  to  be 
heard.  I^et  me  say  this,  that  as  I  told  yon  when  we  opened  the  hear- 
ings today,  this  hearing  is  really  a  continuation  of  our  hearings  on 
the  proposed  new  housing  bill  in  order  that  we  may  find  out  whether 
we  shouhl  or  should  not,  and  if  so  how,  improve  the  proposed  bill  to 
avoid  any  surh  diiliculties  as  we  have  been  reading  about  in  the  news- 
pnpers  for  the  past  week, 

ilr.  HuLLnuY*  Yes,  sir. 

The  CiiAiRsiAN,  That  is  (ho  purpose  of  these  hearings.  To  that 
fnd,  we  ask  the  cooperation  and  help  of  everybody  that  has  any  knowl- 
hdge  oil  the  subject,  who  has  ha<l  any  experience  with  it.  In  mport- 
Ing  out  this  new  legislation,  we  want  to  avoid  a  reoccuri^nce  of  these 
tilings  if  we  can, 

\Ve  are  not  trying  to  be  critical,  but  just  to  get  the  facts  and  to  be 
helf>fu1.     You  may  proceed, 

yir,  lIou.YT> AT,  Yes,  sir.  This  was  the  time  when  I  became  Com- 
ftiis-si*^*iier,  Senator. 

'  A»  nn  example^  I  pointed  out  that  there  was  then  a  backlog  of  some 
IOO,0*M1  title  I  loans  whicli  FHA  had  not  processed,  and  that  approxi- 
mately $5  million  in  premiums  on  insurance  of  these  loans  remained 
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uncollected.  I  pointed  out.  also,  that  FHA  had  been  obliged  to  forego 
virtually  all  mortga^ree  audits  and  most  of  the  financial  examinations 
of  title  i  lenders  during  the  fiscal  year  lO.Vl 

It  was  my  recommendation  that  this  work,  which  is  essential  to 
reduce  claims,  to  conserve  FBLA's  funds  and  protect  the  public  inter- 
est, should  be  brought  into  current  status  at  the  earliest  possible 
moment. 

I  commented  that  the  weakening  of  controls  of  insuring  operations 
was  a  serious  threat  to  the  long-term  success  of  the  program — first 
independent  officers  appropriations.  1954.  Hearings  on  H.  K.  4663, 
page  406,  April  25,  1953.  I  also  pointed  out  that  we  had  a  backlog 
of  cases  of  irr^ular  or  fraudulent  transactions  which  we  did  not 
hare  sufficient  investi^ting  staflF  to  handle. 

Senator  Bricker.  You  didn't  testify  to  that  before  this  committee! 

'Sir.  HoLLTDAT.  Xo,  sir:  that  was  before  the  Appropriations  Com- 
mitted^ asking  for  the  money  to  do  the  job. 

I  might  say.  Mr.  Chairman,  that  the  Senate  responded  by  pro- 
viding an  amount  of  additional  administrative  funds  for  Fit  A  for 
fiscal  1954,  over  and  above  the  amount  which  had  tentatively  been 
provided.  With  these  additional  funds.  I  am  gratified  to  report,  we 
wiped  out  the  backlog  of  400.000  unprocessed  title  I  cases  during  my 
year  as  Conmiissioner.  and  title  I  loans  are  now  on  a  current  status 
mFHA. 

The  fact  tiiat  there  had  been  abuses  of  title  I  by  unscrupulous 
pnnnoters  was  known  to  me  when  I  became  Commissioner.  I  imder- 
took  to  determine  the  extent  of  these  abuses  and  the  most  effective 
means  of  dealing  with  them.  They  were  small  in  proportion  to  the 
scope  of  the  title  I  program.  It  seemed  to  me  that  the  effective  remedy 
was  to  prevent  them  at  the  source. 

It  was  essentially  a  field  problem,  involving  the  borrower  and  the 
private  lending  in^itution  whose  loan  FHA  insured.  In  order  to  ob- 
tain the  benefit  of  the  views  and  recommendations  of  representative 
lending  institutions  as  to  corrective  measures,  I  asked  the  vice  presi- 
dents of  seven  banks  which  were  active  in  making  title  I  loans  to 
come  to  Washington  to  study  the  problem  and  advise  with  nie  and  my 
sUff. 

The  Chaihicax.  Will  you  furnish  the  committee  with  the  names 
and  addresses  of  those  banks  and  the  officers  with  whom  you  dis- 
cussed this  matter? 

Mr.  HoiXYDAT.  Yes,  sir.    I  will.     (See  p.  1359.) 

Mr.  HoLLTDAT.  This  conmiittee  first  met  in  June  1953,  approxi- 
mately 2  months  after  I  became  tlie  FHA  Commissioner.  The  com- 
mittee made  an  intensive  study  of  the  problem,  and  by  September  1968 
had  completed  its  report  and  preparea  specific  reconmiendations  as  to 
new  regulations.  These  recommendations  were  adopted  and  we  pro- 
ceeded to  work  up  regulations  to  put  them  into  effect. 

OnOcto       Q  '       led  an  order  amending  the  existing  regula- 

tions ¥  y-iniprovement  loans  in  accordance  with 

the ;  ommittee  of  Seven,  and  my  own  views  as 

jji  *"  duly  published  in  the  Federal 

217.    The  amended  regula- 
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was  satisfiefl  tliat  the  amended  regulations  would  ^o  a  Inii^  ^ray 
Fartl  preveiitiiig  improper  pi*actices  and  the  defrauding  of  home- 
ners  in  ce>nnection  with  title  I  loans.  Others,  aside  from  the  Coiti- 
ttee  of  Seven,  took  the  same  view.  The  Kovember  1953  issue  of 
mse  and  Ilonie,  one  of  the  leading  puhlications  In  the  housing  fields 
lied  an  article  on  the  revised  regulations.  It  is  typical  of  the 
neral  reaction  to  the  steps  taken,  and  I  would  like  "to  i^fer  to  it 
iefly  for  the  committee's  information, 

rhe  article  was  entitled,  **FHA  Cracks  Down  on  Title  I  Repair 
tdciets:  Orders  Lenders  To  Investigate,  Certify  Dealers.'*  It  said, 
emphasising  the  seriousness  of  the  problem : 

P'HA's  orders  arlJed  op  to  a  serious  mid  probably  suceessful  effort  to  overcome 
ml  lifls  l^eeii  trailed  the  AchHles'  heel  of  its  loan-tDSuraBce  pro-am.  FHA  relies 
ely  oti  hanks'  prudent  leinling  policies  to  screen  out  bad  title  I  loans.  It 
ithi*r  Investigates  nor  evaliuites  tliem  itself  before  iusuring.  Sucb  a  task 
nld  cost  too  murh,  a  ay  way.  Last  year.  FHA  Insuretl  some  2  niinion  title  I 
kair  loans  avera^ng  ^500  each.  But  be<!aiise  title  I  pays  an  effet'tiTe  9M 
Hrvni  lurtTest  and  tiears  Federal  Insumnce^  many  an  Institution  was  making  too 
He  mvesHKation. 

That  is.  Senator,  as  you  Inive  wisely  pointed  out, 

Tlie  Chaikman.  You  lire  talking  about  the  widespreud  abuses  here. 

It,  you  came  lip  and  asked,  as  did  others,  that  %ve  increase  the  limit 

im  $2,n00  to  $^^,0(ii)  in  this  new  bill  we  are  considering. 

Mr.  HoLLTPAY.  Senator,  it  doesn't  nnike  any  difference,  if  your 

erage  loan  is  $500  and  vour  mean  loan  is  $450,  whether  ycm  increase 

froiii  i?2,50()  to  $25,000.' 

The  CuAiKMAW  Then  what  was  the  idea  of  taking  np  our  time 

^^^ting  that  it  be  int^reased  from  $2,500  to  $3,000 ? 

Mr.  HoLLYDAT,  I  didn't  recommend  it. 

The  Chafrman.  You  know  it  was  recommended  ? 

Mr,  HoLLTDAT.  Yes,  sir» 

The  CuAiitMAN;  It  w^as  recommended  by  the  Pi^sident's  Commis- 

m,  too:  was  it  not* 

Mr.  HoLLi'DAT,  Yes,  sir. 

5y  la^t  i^ring.  hot-sbot  and  lil^li-iiresii^are  iiale«?nten  were  so  active  in  the 
Eae^repaJr  field  that  in  one  :i-morith  [leriocl*  Qillfornia's  State  liten^p  bonnl 
id  ehargfes  of  fraud  and  misrt'prt>sentatioii  a^'srliiwi  5*)  eiinstruettoa  flrias.  In 
Q  Fmnclsro*  tl*e  Better  Baf^iness  Itureau  went  to  tlie  lengths  of  caninjr  a  pre^a 
iferenee  to  expmc  and  denoaaee  sales  pitches  which  were  leading  some  home- 
ii#r»  to  think  thej  would  get  a  $1,000  mas  tie  Job  free  because  their  house 
Hid  be  Hftcd  for  adrertining, 

riie  article  digested  the  order  accurately  and  succinctly,  and  tells 
ry  clearly  what  was  done ; 

TIA  mo^'ed  decisively  tliis  maath  t^  stamp  out  raclieteerlag  la  title  I  home- 
41 1 r  |oan.«;  ( lIonHo  and  Uome,  October  1058,  p^  1^8).  Commissioner  Guy 
Uyitjij*  i,^«ned  nrd*^rs  thai:: 

x\  Lenders  mast  henceforward  obtain  signed  arpli^^ationi?  from  contractiirs 
riisf  title  I  tviisiness  with  them.  These  ranst  guaranty  thfit  'Mhical  and  proi>er 
lap  practi^^esi  wni  be  followed/'  and  ^'immediate  nttention  given  to  all  corn- 
lot  t<  involving  materially,  workmansliJp,  or  sales  representations/*  Deliberate 
Be  gftaieraents  are  punlshnhle  by  a  $4).000  fine  or  2'year  jail  term. 
2>  I^r  eofitraefnrfi  with  whrtta  leaders  have  not  done  title  J  hn?«lne«R  !n  the 
:  12  oionths,  lenders  must  certify  to  FHA  that  they  have  !nv(»§tti^'ated  anrt 
nd  them  "reliable,  financially  responKlble»  and  qualified'*  to  do  a  k^xhJ  joh. 
2ti  Jjerjders  must  liegta  keeping  records  nf  their  experience  with  each  title  I 
^tcir-^^liowiaj^  loan  volume*  Ins^s,  and  complaints  or  irreirularltles. 
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(4)  A  d-day  waiting  period  to  be  imposed  before  a  title  I  contractor  can  collect 
from  a  lender  for  a  completed  job.  Purpose :  The  lender  will  meanwhile  notilir 
the  homeowner  of  the  transaction  and  await  squawks,  if  any. 

(5)  FHA  will  insure  no  more  title  I  loans  where  borrowers  have  been  i^jtsi 
or  promised  a  cash  payment,  rebate,  or  commission  on  future  sales.  {Tbm 
were  some  of  the  most  frequent  come-ons  used  by  "dynamiter"  salesmen  <tf 
home  repairs  and  improvements.) 

Senator  Douglas.  Mr.  Chairman,  might  we  ask  the  witness  to  give 
a  definition  of  the  colloquialism  "dynamiter"? 

Mr.  HoLLYDAY.  Well,  there  is  a  synonym,  the  **suede-shoe  boy." 
They  are  pretty  well  dressed,  Senator.  They  are  very  neat,  and  thgr 
are  a  modernized  city  slicker,  bent  on  defrauding  people.  They  wifi 
go  from  one  town  and  one  name  into  another  town  with  another  name 
and  endeavor  to  sell  people  what  we  call  a  goldbrick  in  some  form  or 
another.    They  are  usually  smarter  than  the  branch  manager  is. 

The  Chairman.  Mr.  HoUyday,  how  long  has  this  been  going  on! 

Mr.  HoLLYDAY.  I  would  say  around  about  1934. 

The  Chairman.  When  the  losses  started,  you  mean? 

Mr.  Hollyday.  Yes,  sir. 

Senator  Douglas.  Well,  Mr.  Hollyday,  these  people  must  work  in 
cooperation  with  some  contractors  or  with  some  lending  institutions, 
isn't  that  true?    They  don't  operate  in  a  void. 

Mr.  Hollyday.  They  work  for  the  contractors  for  a  short  time  and  1 
then  they  move  on,  because  the  contractor  is  blacklisted  and  he  is  oat  I 
of  business.  1 

The  Chahiman.  I  might  say  to  Senator  Douglas,  we  already  have  I 
information  and  we  will  be  able  to  sliow  that  banks  were  organized  I 
for  the  specific  purpose  of  handling  these  loans  and  nothing  else.  | 

Senator  Lehman.  Mr.  Chairman,  may  I  ask  a  question  f 

The  Chairman.  Senator  Lehman. 

Senator  Lehman.  I  am  a  little  confused  at  your  reply.  Earlier, 
when  I  questioned  you,  you  stated  in  response  to  one  of  my  queries 
that  you  saw  no  way  of  protecting  the  homeowner  in  the  placing  of 
his  contract.  That  he  was  on  his  own  in  connection  with  placing  a 
contract  for  repairs  in  the  same  manner  he  would  be  if  he  bought  an 
automobile  or  a  refrigerator  or  anything  else.  You  also  testified  that 
there  was  no  inspection  on  the  part  of  the  banks  or  on  the  part  of  the 
FHA. 

In  these  directives  which  you  issued  in  November,  it  seems  to  me 
you  very  definitely  recognized  that  the  homeowner  has  a  riglit  to 
expect  to  be  protected,  at  least  to  the  extent  that  if  he  enters  into 
contractual  relations  with  the  lender  or  with  a  contractor,  that  he 
will  be  dealing  with  a  reputable  firm,  one  that  will  not  mulct  him. 
That  is  a  form  of  protection  which  I  understood  from  your  earfier 
reply  was  not  being  furnished  to  the  homeowner. 

Mr.  Hollyday.  May  I  say,  Senator,  your  recent  statement  is  correct 
and  my  impression  that  I  gave  you  was  an  attempt  to  direct  not  to 
the  protection  of  the  home  buyer,  but  with  regard  to  the  prices  that  he 
paid  for  an  article.  I  think  these  are  destined  for  the  protection  of 
the  individual,  to  try  to  protect  him  before  the  horse  is  out  of  the 
bam. 

These  people  think  it  will  work.  As  to  inspection  of  larger  loans,  I 
think  all  the  lenders  do.  On  the  medium  loan,  which  is  around  $450, 
I  am  sure  they  don't.   That  is  standard  credit  practice. 
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This  is  the  end  of  of  the  quotation  from  this  article  from  House 
md  Home: 

To  make  sore  the  cash  bonus  loophole  was  really  plugged  up,  FHA  will  also 
require  contractors  to  certify  in  completion  certificates  that  no  cash  bonus, 
rebate  or  commission  on  future  sales  has  been  given  or  promised. 

That  is  how  a  lot  of  these  people  were  intrigued  into  this  business 
by  a  "come  on." 

The  Chairman.  Mr.  HoUyday,  every  one  of  these  suggestions  just 
nake  common  horse  sense  to  me.  Why  did  it  take  from  1935  to  1953 
JO  set  them  into  effect? 

Mr.  HoLLTDAY.  The  operation,  Senator,  has  worked  reasonably  well. 
rhis  is  a  very  sincere  attempt  to  prevent  the  very  small  amount  of  title 
[  defaulting  that  goes  on.  Even  in  the  claims,  you  are  only  talking 
ibout  0.79  percent. 

The  Chairman.  I  am  just  a  little  bit  fearful  that  there  have  been 
:ens  and  tens  of  thousands  of  them  that  we  have  known  nothing  about. 
[  am  sorry  to  say  it,  but  I  think  it  is  true. 

Mr.  HoLLTDAY.  Senator,  when  somebody  gets  defrauded,  and  they 
jtre  doing  business  with  a  banking  institution  that  is  insured  by  FHA, 
you  know  about  it  pretty  quick. 

The  Chairman.  I  hope  you  are  right,  but  I  am  a  little  fearful. 

Mr.  HoLLYDAY  (reading) : 

Contractors  also  must  certify  that  all  bills  for  labor  and  materials  have  or  wiU 
be  paid,  and  that  they  will  buy  back  the  title  I  loan  if  any  of  their  representa- 
tions prove  wrong. 

That  is  the  end  of  the  quotation  of  the  article. 

Senator  Bricker.  Wouldn't  it  have  been  possible,  Mr.  HoUyday, 
to  have  required  a  bond  upon  the  part  of  each  contractor  to  carry  out 
the  Dro visions  of  this  regulation? 

Mr.  HOLX.YDAY.  Senator,  that  is  a  matter  between  the  bank  and  the 
various  dealers  they  do  business  with.  I  don't  know  enough  about  the 
business. 

Senator  Bricker.  But  you  are  guaranteeing  the  loan  to  the  bank.  It 
would  be  a  perfectly  reasonable  requirement  that  the  bank  require 
such  a  bond  before  lending  the  money,  would  it  not? 

Mr.  HoLLYDAY.  Senator,  I  don't  know,  but  I  suspect  that  many  of 
the  banks  do  just  exactly  what  you  are  saying.  I  don't  know  enough 
about  the  business  to  answer  your  question. 

Senator  Bricker.  There  would  be  no  reason  why  you  couldn't  re- 
quire it,  would  there? 

Mr.  HoixYDAY.  I  don't  know  enough  about  consumer  banking  to 
intelligently  answer  your  question. 

Senator  Bricker.  Thank  you  very  much. 

The  Chairman.  The  chief  trouble  was  the  banks  that  were  organ- 
ized for  this  specific  purpose  and  a  small  percentage  of  unscrupulous 
bankers  and  dealers  and  sellers  caused  all  this  trouble.  As  Senator 
Mavbank  just  said,  there  had  to  be  at  least  some  collusion  some  place. 

I^nator  Mayil\nk.  We  have  heard  of  a  case  where  a  man  was  loaned 
$1,000  to  pay  a  gambling  debt. 

Mr.  HoLLYDAY.  Senator,  when  you  are  dealing  just  in  our  line, 
there  is  a  tremendous  amount  of  business  that  goes  on  in  routine  con- 
sumer banking  that  is  not  insured.    We,  alone,  do  $1  billion  worth  of 
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business.  I  suspect  that  there  is  probably  at  least  $2  billion  worth 
of  business  in  consumer  banking  that  we  have  nothing  to  do  with. 

The  Chairman.  Of  coui-se,  you  are  going  to  have  some  crooks  in 
any  organization. 

Mr.  HoLLYDAY.  Certainly,  sir. 

The  Chairman.  They  are  going  to  make  some  mistakes  and  it  is 
hard  to  be  perfect. 

Mr.  HoLLYDAY.  And  it  is  pretty  hard,  Senator,  to  prevent  a  crook 
who  is  willing  to  take  his  chances  and  run  out  of  town  and  tliat  is  what 
we  are  trying  to  do. 

The  Chairman.  We  are  fearful  that  this  has  been  too  widespread, 
and  we  want  to  find  ways  and  means  of  stopping  it.  We  are  primarily 
interested  in  protecting  the  homeowner,  tlie  man  who  borrows  tli 
money. 

Mr.  HoLiiYDAY.  That  is  exactly  what  I  have  right  here. 

Senator  Bricker.  It  is  my  opinion  you  could  have  tied  that  up  with 
the  requirement  of  a  bond  on  tlie  part  of  a  bank,  and  then  you  would 
have  gone  further  than  you  have  gone  here  in  protecting  the  borrower. 

Mr.  HoLLYDAY.  Yes,  sir;  I  can  readily  see  that.  Senator. 

Subsequently,  the  entire  matter  of  title  I  loans  and  abuses  was  con- 
sidered by  the  President's  Advisory  Committee  on  Government  Hous- 
ing Policies  and  Programs.  The  Advisory  Committee's  Subcommit- 
tee on  FHA  and  VA  Housing  Programs  and  Operations  requested 
FHA  to  furnish  information  concerning  the  steps  taken  to  eliminate 
the  misuse  of  title  I.  By  memorandum,  we  advised  the  committee 
as  follows : 

This,  gentlemen,  is  a  report  to  the  President's  Advisory  Committee 
by  the  FHA. 

STEPS  BEING  TAKEN  TO  ELIMINATE  ABUSE  IN  THE  FHA   TITLE  I 
REPAIR    AND   IMPRO\^MENT   PROGRAM 

The  insurance  of  repair  and  improvement  loans  under  the  provisioM 
of  title  I  of  the  National  Housing  Act  is  a  mass-volume  operation. 
Last  year,  approximately  2  million  repair  loans,  averaging  $500  each, 
were  reported  to  the  Federal  Housing  Administration  for  insurance  by 
approximately  8,000  active  lending  institutions  and  their  branches. 

In  administering  this  operation,  the  FHA  vigorously  opposes  Ae 
irregular  practices  of  a  relatively  few  unscrupulous  dealers  and  sales- 
men who  have  taken  advantage  of  the  basic  "good  faith"  concept  on 
which  the  program  is  founded. 

Senator  Bennett.  Mr.  Chairman? 

The  Chairman.  Senator  Bennett. 

Senator  Bennett.  Mr.  HoUyda;^,  before  you  get  too  far  into  this 
statement,  could  you  put  a  date  on  it? 

Mr.  HoLLYDAY.  Yes,  sir.    The  I||^J^^I|^>^^<1  as  of  No- 

vember 1,  and  these  regulations  VMIVVmi^  went  into  ef- 

fect as  of  December  1,  1953. 

Senator  Benneit.  Mr.  Ho 
lations.    We  are  now  li    e 
President's  Cot  is  i 

Mr.  HoL»  'i 

Senator '. 
It  is  not  ir 
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Mr.  HoLLYDAY.  I  am  sorry,  sir.  I  would  say  very  close  to  the  lat- 
ter part — somewhere  in  the  latter  part  of  November  or  the  early  part 
of  December. 

Senator  Bennett.  Of  1953? 

Mr.  HoLLYDAY.  Yes,  sir. 

Senator  Bennett.  Thank  you. 

Mr.  HoiXYDAY.  With  the  objective  of  eliminating  any  misuse  or 
misrepresentation,  and  at  the  same  time  maintaining  a  practical  lend- 
ing operation,  the  Commissioner  has  amended  the  title  I  regulations 


1-  Require  that  approval  of  the  dealer  by  the  lending  institution 

^    be  evidenced  by  an  application  signed  and  dated  by  the  dealer  on  a 

?    form  furnished  by  the  Administration.    The  lending  institution  must 

investigate  all  dealers  from  whom  it  has  not  purchased  notes  during 

the  last  12  months  and  must  certify  that  it  has  found  the  dealer  to  be 

I  reliable,  financially  responsible,  and  qualified  to  perform  satisfactorily 

^3   the  work  to  be  financed  and  to  extend  proper  service  to  the  customer. 

cr       The  Chairman.  Will  you  yield  there? 

Mr.  HoLLYDAY.  Yes,  sir. 
m       The  Chairman.  The  dealer,  of  course,  sells  these  notes  without 
i   recourse,  does  he  not,  to  the  bank  ?    The  dealer  gets  completely  off  the 
5   obligation  ? 

c       Mr.  HoLLYDAY.  I  think  that  depends.  Senator,  on  the  bank. 
r        The  Chairman.  But  in  most  cases,  he  is  relieved  of  any  further 
J    obligation  ? 

ilr.  HoLLYDAY.  I  do  uot  know  the  answer  to  that  question. 
:  The  Chairman.  Will  you  find  out  and  let  us  know  ?  I  think  you 
will  find  out  that  he  is  100  percent  relieved  in  99  percent  of  the  cases. 
It  seems  to  me  that  the  Government  ought  to  operate  its  business  just 
like  private  people  operate  their  businesses,  which  means  that  if  a 
dealer  sells  the  homeowner  $1,000  worth  of  siding  for  the  house  on 
30  months,  that  the  dealer  ought  to  stay  on  that  note  until  it  is  paid. 
He  has  to  do  it  if  he  goes  to  tlie  bank  himself  to  borrow  the  money 
or  borrows  it  from  a  finance  company  or  sells  his  receivables.  He  must 
stay  on  it  until  it  is  paid.  The  dealer,  of  course,  is  the  man  who  sells 
the  paint,  the  siding,  or  whatever  it  is.  He  is  the  dealer.  He  sells 
it  in  X  case  for  $2,000  on  30  months.  Why  shouldn't  he  remain  on 
the  paper  until  it  is  paid  ?  He  would  remain  on  the  paper  if  it  wasn't 
sold  under  an  FHA  guaranty. 

Mr.  HoLLYDAY.  Senator,  here  is  what  he  has  to  do. 

Contractors  must  certify  that  all  bills  for  labor  and  material  have 

or  will  be  paid 

The  Chairman.  This  is  your  new  regulation? 
Mr.  Hollyday.  Yes,  sir. 

The  (Chairman.  This  is  what  you  recommended? 
Mr.  Hollyday.  This  is  what  is  now  in  force.    May  I  finish  ? 
The  Chairman.  Wait  a  minute.    Let's  get  back  to  my  question. 
Why  shouldn't  the  dealer  be  required  to  remain  on  that  paper  until  it 
is  paid? 

Mr.  Hollyday.  I  don't  know  that  there  is  any  difference  between 
"required  to  remain  on  the  paper,"  and  do  what  he  has  to  do,  and  that 
they  will  buy  back  the  title  I  loan  if  any  of  their  representations  prove 
wrong. 

44750— 54— pt.  3 4 
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The  Chairman.  That  is  rather  hard  to  prove,  is  it  not?  "Why  do 
you  want  to  go  to  all  that  trouble  ?  Why  not  just  have  him  guanika 
the  loan? 

Mr.  HoLLYDAY.  That  is  up  to  the  bank.  That  is  their  business  and 
they  do  that. 

The  Chairman.  I  wish  you  would  give  a  lot  of  thought  to  this  and 
advise  us  on  it  a  little  later,  because  it  is  one  of  the  things  we  are  think- 
ing of  possibly  doing  to  strengthen  this  whole  bill. 

Mr.  HoLLTDAT.  I  think  it  is  right  here. 

Senator  Bricker.  If  there  were  a  bond  required,  you  would  htvl 
a  built-in  inspection  system,  wouldn't  you  ?  Then  it  wouldn't  matttf 
whether  he  was  off  the  note  or  on  the  note.  ^ 

Mr.  HoLLTDAY,  I  don't  know  the  reason — ^it  would  seem  to  me  a  bond 
would  be  a  good  thing,  Senator.    It  looks  good  to  me.    I  don't  kaof, 

The  Chairman.  I  think  it  might  well  be  good,  but  I  don't  thidcft 
is  quite  as  good  as  having  him  simply  endorse  the  note.  That  is  whit 
he  has  to  do  if  he  is  doing  business  privately  without  the  Govera- 
ment's  support. 

Mr.  HoLLYDAY.  I  don't  know  how  they  guarantee.  It  may  be 
through  bank  endorsement  or  not.  But  if  there  is  misrepresentation, 
the  contractor  has  to  refund. 

The  Chairman.  If  I  sell  you  $2,000  worth  of  siding,  and  you  gifS 
me  a  note  for  30  months,  and  I  want  to  go  to  the  bank  and  disewnt 
it  because  I  need  the  money,  I  endorse  the  note  and  stand  back  of  it, 
do  I  not?  Why  shouldn't  that  same  principle  apply,  even  though  the 
Government  is  guaranteeing  at  least  up  to  10  percent  of  that  ? 

Mr.  HoLLYDAY.  I  think  under  this  regulation,  Senator,  it  does. 

The  Chairman.  I  hope  it  does. 

Mr.  HoLLYDAY.  2.  Require  that  the  lending  institution  maintain » 
loan  record  of  its  experience  with  its  approved  dealers  that  will  re- 
flect the  volume  of  loans  purchased,  losses  sustained,  and  any  com- 
plaints or  irregularities.  Such  record  shall  be  considered  in  deter- 
mining the  future  financial  relationship  with  the  dealer  and  shall  be 
available  for  inspection  by  the  FHA. 

3.  Require  the  lending  institution  to  deliver  a  notice  to  the  borrower 
of  the  approval  of  his  credit  application  at  least  6  calendar  days  pri(» 
to  disbursing  the  note  proceeds  to  the  dealer.  The  purpose  01  this 
notice  is  to  inform  the  homeowner  of  the  basic  terms  of  the  propel 
credit  and  to  give  him  an  opportunity  to  contact  the  lending  institu- 
tion if  he  has  any  question  regarding  the  transaction. 

4.  Make  a  loan  ineligible  for  insurance  if  the  lending  institution 
has  knowledge  that  as  an  inducement  for  the  consummation  of  the 
transaction  the  borrower  has  given  or  promised  a  cash  payment  or 
rebate  or  it  has  been  represented  to  the  borrower  that  he  will  receive 
a  cash  bonus  or  commission  on  future  sales. 

5.  Require  the  dealer  to  certify  in  his  completion  certificate  that 
the  borrower  has  not  been  given  a  cash  bonus  or  promised  a  cash  pay- 
ment or  rebate,  nor  has  it  been  represented  to  the  borrower  that  he 
will  receive  a  cash  bonus  or  commission  on  future  sales  as  an  induce- 
ment for  the  consummation  of  the  transaction.  The  dealer  must  also 
certify  that  all  bills  for  labor  and  materials  have  been  or  will  be  paid, 
and  that  if  any  of  the  representations  appearing  on  the  completion 
certificate  prove  incorrect,  the  dealer  will  promptly  repurchase  the 
note. 
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In  tiddition  to  the  above  amendments  to  the  remdationsj  the  follow- 
g  administrative  steps  hu  ve  been  or  are  being  taken ; 

(a)  The  Administration's  investij^ating  staff,  as  well  as  supervising 
all,  hag  been  strenjstheiied  so  t\s  to  nioro  promptly  investigate  and 
>iTect  reported  abuses  or  irrfgukritie^  of  dealers  and  salesmen  as 
rell  as  lax  lending  prattices  on  the  purt  of  lending  institutions. 

The  Chaikman.  You  say  the  Admimstration's  investigating  staff, 
IS  well  as  sujien-isory  staff,  has  been  strengthened  so  as  to  more 
)romptly  investi^ite  and  correct  reported  abuser  or  irregularities  of 
lealers  and  salesmen^  as  well  as  lax  lending  practices  on  the  part  of 
lending  institutions*  You  have  just  testified  earlier  tliat  you  only 
have  three  men. 

Mr.  Hoixi'BAY.  I  have  only  three  men  to  do  the  investigation  of  ir- 
regularities. They  had  three  when  I  came  here  to  do  the  investigat- 
ing of  the  entire  organization^ 

The  Chairman;  But  you  say  here  that  it  has  been  strengthened. 
How  was  it  strengthened  ?     More  men  ? 

Mr*  IfoLLiDAv.  I  think  it  was — we  were  given  several  additional 
hmi  in  the  regular  work  and  we  wei'e  given  3  additional  investigators, 
)  of  whom  was  an  experienred  man,  so  w©  started  off  with  S  to  cover 
the  entire  United  States,  and  I  was  given  3  more,  1  of  whom  was  an 
«*inerienced  man. 

The  CHAIRM.1N,  Does  that  mean  tliat  the  others  w^ere  not 
ftxperienced  ? 

Mr,  HoLi^TDAY*  The  other  two  were  trainees,  and  it  takes  about  a 
J  ear  to  train  a  man  to  do  a  very  dillicult  gum-shoe  Job< 

The  Chairman.  Tliesie  tilings  sound  good  to  me.  Why  shouldn't 
:hey  be  made  a  part  of  the  law  'i  Why  didn't  yon  recommend  to  us 
whtn  we  were  considering  this  new  bill  that  they  be  made  a  part  of 
;he  law  ? 

Mr.  HoLLYDAY.  One  of  the  biggest  problems  I  had  was  too  much 
Mw  and  not  enough  authority  to  administer. 

The  Chairmian.  Say  that  again.  One  of  your  biggest  problems 
ras  what  ? 

Mr.  HoLLTDAT,  One  of  the  biggest  problems  that  confronted  the 
Weral  Housing  Administration  was  the  numerous  amendment's,  47 
)f  Thein,  that  tied  up  the  operation  of  the  FHA  into  one  of  the  most 
otnpliaited  arrangements  tliat  I  ever  ran  across. 

The  CiiAmiiAN.  In  other  w^ords,  what  you  said  was  that  you  had 
00  much  law  and  not  enough  what  ? 

Mr.  HoLLTDAT,  Opportunity  to  administer  the  program. 

The  CuArRMAN.  I  think  before  we  get  through  with  this  investiga- 
ion  you  will  find  that  you  didn't  have  enough  law,  possibly.  Either 
hat  or  there  has  been,  over  the  past  many  years,  a  lot  of  verj%  very 
tid  administration.  Whm  you  take  a  loofi  at  those  1440  reports  that 
he  President  delivered  to  us  here  this  morning,  I  think  your  face  is 
niiig  til  be  a  little  red,  Xot  only  yours,  but  others  who  had  anything 
:mIo  with  it. 

Mr.  HniXYnAT,  Senator,  I  am  ]ust  a  simple  businessman^  but  I  don't 
rwct  my  face  to  get  red  over  anythini^^  I  did  when  T  was  with  FH:1, 

Tlie  CifAiRMAx,  You  had  nothing  to  do  with  those,  because  they 

II    happened  before  you  became  Commissioner.    I  don't  like  the 

it  you  niiule  that  you  had  tfm  much  law  and  not  enoufrh 


*  V. 
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Mr.  HoLLYDAY.  Will  you  permit  me  to  explain  that? 

The  Chairman.  Yes,  please. 

Mr.  HoiXYDAY.  I  referred  to  the  regulations  and  constructions  thai 
you  have  had  in  title  II,  the  operation  of  the  big  housing  progranii 
which,  under  the  revised  law,  you  have  had  nine  different  ways  ii 
which  somebody  could  get  insurance.  Now,  all  those  nine  are  simj^y 
filed  down  into  one,  and  it  will  be  a  great  help  to  the  operation  of  the 
Federal  Housing  Administration  to  have  the  simplification,  which  u 
one  of  the  primary  objections  of  the  housing  law  that  is  now  befoitf 
you  gentlemen.    That  is  what  I  had  in  mind. 

Senator  Bricker.  Here  is  what  we  had  in  mind.  If  these  are  good, 
there  is  every  reason  why  they  should  be  written  into  the  law,  because 
if  not,  some  other  administrator  who  may  come  after  you  might  repeal 
them  immediately  and  might  go  back  to  the  old  standards  again.  If 
they  are  written  into  the  statute,  then  they  are  a  firm  and  fixed  require- 
ment. There  might  be  further  a  question  of  whether  or  not  a  violation 
of  one  of  those  regulations  would  carry  the  penalties  provided  in  the 
law.  I  don't  know  whether  it  would  or  not.  I  have  not  examined  the 
law  with  that  thought  in  mind. 

But  unless  they  are  specifically  authorized  and  penalties  designated 
to  attach  to  a  violation  of  a  regulation,  you  might  have  some  difficulty 
in  enforcing  them ;  criminally,  I  mean. 

Mr.  HoLLYDAY.  Senator,  I,  of  course,  yield  to  your  knowledge  of  the 
operation  of  law. 

Senator  Bricker.  That  is  a  suggestion  of  how  there  ought  to  be  a 
definite  delineation  in  the  law  of  the  requirements  in  regard  to  these 
title  I  loans. 

Mr.  HoLLYDAY.  The  question  of  administration,  if  this  can  be  done 
by  regulation — ^my  point  was — and  I  could  be  wrong — ^that  you  can 
be  more  effective  in  administration  through  regulation  than  you  can 
by  spelling  out  in  the  law. 

Senator  Bricker.  That  is,  within  detailed  field,  of  course.  It  seems 
to  me  that  every  suggestion  you  have  made  here — ^these  regulations 
are  excellent.  I  think  they  go  a  long  way  toward  correcting  the 
abuses  that  have  been  called  to  our  attention  and  might  prohibit  them, 
I  don't  know.  I  think  with  a  suggestion  of  a  bond,  possibly,  written 
into  the  law,  that  would  correct  all  of  the  difficulties  Uiat  we  have  and 
you  would  have  a  built-in  enforcement,  right  in  the  statutes.  I  may 
be  wrong  about  that.  I  want  to  think  it  through.  I  want  to  cwn- 
pliment  you  upon  the  regulations  you  have  suggested  here.  I  think 
they  are  excellent. 

Mr.  HoLLYDAY.  Thank  you,  sir. 

(6)  Efforts  are  being  intensified  to  assure  that  lending  institutions 
weed  out  irresponsible  dealers  and  salesmen.  Failure  to  do  so  will 
result  in  cancellation  of  insurance  contract. 

(c)  The  directors  of  all  field  offices,  personally  and  through  desig- 
nated staff  assistants,  are  being  directed  to  promptly  correct  any  ir- 
regular practices  that  may  develop  in  their  area. 

(d)  The  cooperation  of  better  business  bureaus,  various  civic  groups, 
*  lancial  organizations  will  be  enlisted  in  correcting  local 

It's  Advisory  Committee's  report  was  dated  December 
fie  findings  and  recommendations.    It  re- 
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ewed  the  new  FHA  regulations  which  had  been  promulgated  to 
ghten  up  lending  procedures  under  title  I,  and  said  with  respect  to 
i«n,  on  page  26 : 

Now,  gentlemen,  this  is  the  Committee  that  the  President  of  the 
nited  States  appointed  to  advise  him  with  respect  to  housing,  and 
lis  is  what  they  said : 

The  B^A  has  recently  iissued  new  regulations  which  provide  for  screening 
dealers  and  for  tightening  the  procedures  in  those  cases  where  the  homeowner 
not  dealing  directly  with  the  financial  institution.  There  is  attached  as 
jiibit  3  a  description  of  the  scope  of  these  regulations.  It  is  the  judgment  of 
»iir  subcommittee  that  these  new  regulations  will  correct  the  abuses  and  that 
I  further  requirements  should  be  imposed  in  this  area  at  this  time. 

Senator  Douglas.  Mr.  Chairman,  may  I  ask  a  question? 
The  Chairman.  Senator  Douglas. 

Senator  Douglas.  Who  was  chairman  of  that  committee? 
Mr.  Hollyday.  Mr.  Albert  Cole. 

Senator  Douglas.  So  he  declared  in  December  that  no  further  re- 
tirements should  be  imposed  in  the  area  of  title  I  as  of  December? 
Mr.  HoLLYDAY.  I  think  to  keep  the  record  straight,  Senator,  I  would 
T  this  is  a  report  of  the  subcommittee  which  was  adopted  by  the 
hole  committee  of  which  he  is  chairman. 

Senaitor  Douglas.  So  tliat  presumably  he  gave  his  approval  to  what 
m  have  been  doing,  and  stated  that  no  further  requirements  should 
'imposed  ? 

Mr.  Holi.yday.  I  think  that  is  more  than  a  presumption. 
Senator  Douglas.  I  was  trying  to  word  this  delicately.    Did  Mr. 
>le  ever  speak  to  you  about  the  fact  that  j^ou  should  resign? 
Mr.  HoLLYDAY.  !Nobody  spoke  to  me  or  intimated  that  I  was  to 
aign. 

Senator  Douglas.  This  is  a  painful  subject,  and  1  hope  you  will  for- 
ireme. 

Mr.  Hollyday.  I  wish  you  would,  please,  speak. 
Senator  Douglas.  Who  asked  you  to  resign  ? 
Mr.  HoiJL»YDAY.  I  was  in  the — Gov.  Sherman  Adams  did. 
Senator  Douglas.  That  is,  the  request  came  from  the  "White  House? 
Mr.  Hollyday.  Yes,  sir. 

Senator  Douglas.  Did  Mr.  Cole  ever  ask  you  to  resign? 
Mr.  Hollyday.  Mr.  Cole  never  asked  me  or  never  intimated  such  a 
iBg. 

Senator  Douglas.  Did  he  ever  say  that  you  had  been  negligent  in 
nr  work?    Did  he  ever  tell  you  that  vou  had  been  negligent? 
Mr.  Hollyday.  Tell  me  that  I  had  been  negligent  ? 
Senator  Douglas.  Yes. 
Mr.  Hollyday.  No,  sir. 

Senator  Douglas  It  is  my  imderstanding  that  on  the  radio  pro- 
am  Meet  the  Press  yesterday  afternoon — and  I  did  not  hear  that 
ogi'am  myself — ^it  has  been  reported  to  me  by  reliable  authority  that 
r.  Cole  stated  that  his  letter  to  you  of  January  praised  only  your 
proach  to  investigate  title  I.  I  think  that  statement  is  correct. 
>  you  want  to  comment  on  it? 

Mr.  Hollyday.  I  think  so.  Senator.  His  letter  to  me  was  a  per- 
lal  letter,  congratulating  me  on  what  both  of  us  have  been  greatly 
icerned  about.  It  was  a  private  letter.  I  did  not  release  it.  I  am 
ry  it  got  into  the  press. 
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Senator  Douglas.  Mr.  HoUydav,  did  Governor  Adams  ever  call 
you  from  the  White  House  and  ask  you  about  title  I? 

Mr.  HoLLYDAY.  No,  sir.  My  visits  to  Governor  Adams  were  on  my 
iiiitiative,  and  title  I  was  never  discussed  with  Governor  Adams  uf 
fne. 

Senator  Douglas.  Were  you  ever  given  a  chance  to  reply  to  the 
charges  which  must  have  been  lodged  with  the  White  House  against 
you  by  someone? 

Mr.  HoLLYDAY.  No,  sir. 

Senator  Douglas.  You  never  knew  the  precise  nature  of  the  charges 
which  were  made  against  you  ? 

Mr.  HoLLYDAY.  That  is  correct,  sir. 

Senator  Douglas.  You  were  virtually  fired  without  a  chance  to 
state  your  case? 

Mr.  HoLLYDAY.  I  think  you  could  leave  out  the  '^virtually." 

Senator  Douglas.  I  want  to  commend  you  for  vour  sense  of  re* 
straint,  and  I  would  say  almost  excessively  gentlemanly  behavior 
under  great  provocation. 

The  Chairman.  Yes,  I  think  you  have  made  a  splendid  witness  this 
morning,  and  I  certainly  appreciate  it.  I  hope  that  we  do  not  thir 
week  get  into  the  investigation,  but  rather  stick  with  what  we  ought 
to  do  with  this  proposed  legislation,  rather  than  the  investigation  of 
this  whole  business,  which  we  will  get  into  a  little  later.  I  am  hopefd 
tliat  we  can  stay  with  that,  because  that  is  what  we  promised  thfr 
people  and  that  is  what  we  have  promised  the  conunittee  and  what 
we  nave  promised  ourselves,  that  we  will  try  to  stay  away  from  the 
ijivestigation  angle  at  the  moment.  That  will  come  later,  as  to  what 
is  what,  and  wlien  and  where  and  how.  We  have  no  information  on 
the  subject  at  all,  on  the  specific  subject  that  Senator  Douglas  waff 
questioning  you  about,  except  what  we  have  read  in  the  papers  and 
other  information  that  has  been  given  to  us  by  different  departmentSr 

Suppose  you  proceed. 

Mr.  HoLLn>AY.  Thank  you.  sir. 

As  of  4  months  a<ro,  Mi\  Cnairman,  the  specific  measures  which  I 
had  taken  as  FHA  Commissioner  had  the  approval  of  the  trade  and 
of  the  President's  Ad\isory  Committee,  and  were  regarded  as  sufficient 
to  correct  the  abuses.  It  was  the  judgment  of  the  President's  Advisory 
Committee  that  no  further  requirements  should  be  imposed. 

The  Chairman.  May  I  ask  you  this  question :  Is  it  possible  that 
while  these  things  were  excellent,  you  did  not  put  them  into  force! 

Mr.  HoLLYDAY.  They  went  into  force,  with  notice  to  every  director 
as  of  December  1. 

The  Chairman.  Have  you  a  copy  of  the  directives? 

Mr.  HoLLYDAY.  Senator,  I  haven't  been  to  my  office  since  midnight 
of  the  12th  of  this  month.     What  I  am  doing  here  is  without 

The  Chairman.  But  you  did  notify  all  the  field  offices? 

Mr.  HoLLYDAY.  I  assure  you  I  did. 

The  Chairman.  Of  these  suggestions  that  you  made?  That  was 
last  December,  was  it  ? 

r  ^^    »yday.  Yes,  sir,  that  was  on  November  1.     Senator,  they 
:ions ;  they  were  i^equirements. 
.  Thev  were  sent  out  to  all  the  field  offices  ? 
*  they  were. 

ue  a  part  of  your  operating  proceduret 
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Mr.  HoLLTDAT.  Yes,  sir. 

(The  material  referred  to  will  be  found  in  the  appendix,  p.  1815.) 
Senator  Bush.  Mr.  Chairman,  would  you  care  to  state  for  the  con- 
oience  of  the  committee  whether  you  plan  to  run  this  hearing  this 
temoon? 

The  Chairman.  Ye&.  I  think  we  can  finish  within  the  next  3  or  4 
inutes  with  Mr.  HoUyday,  imless  the  Senators  have  other  questions. 
len  it  was  the  thought  of  the  chairman  that  we  would  recess  uiltil 
j'clock,  at  which  time  our  first  witness  will  be  Mr.  Powell. 
Mr.  HoiXYDAY.  I  should  like  to  add  a  word  about  our  handling  of 
anplaints  concerning  specific  abuses.  These  are,  in  the  first  in- 
ance,  investigated  in  the  field  office.  If  the  firm  which  did  the  work 
I  found  to  be  irresponsible,  the  case  is  forwarded  to  FHA's  Legal 
dvision  to  determine  if  criminal  action  is  involved  waranting  ref er- 
d  to  the  Department  of  Justice.  As  I  have  said  before,  the  mvesti- 
Btion  staff  of  FHA  consisted  of  only  three  persons  when  I  took 
Bee. 

About  the  time  the  amended  regulations  became  effective — and  I  do 
ot  remember  the  exact  time,  but  the  files  will  show — ^I  addressed  a 
iter  to  the  director  of  every  district  insuring  office.  I  informed  them 
lit  we  regarded  the  problem  as  exceedingly  serious,  and  directed  that 
fcejr  get  in  touch  with  the  better  business  bureaus  in  their  respec- 
We  areas  and  obtain  their  full  cooperation  to  prevent  such  abuses, 
lie  response  to  this  letter  was  very  good,  and  some  of  the  better  busi- 
aes  bureaus  wrote  me  expressing  approval  and  appreciation  of  this 
stion. 

The  other  principal  point  which,  I  understand,  is  of  interest  to  the 
onmittee  has  to  do  with  section  608  relating  to  FHA  insurance  of 
miFtgSLge  loans  on  multiple-housing  units.  As  the  committee  is  aware, 
istion  608  expired  in  March  1950,  3  years  before  the  beginning  of  my 
ities  as  FHA  Commissioner  in  1953.  I  was,  therefore,  not  involved 
its  administration. 

The  Chairman.  Will  ^ou  yield  just  a  moment  there  ? 
Mr.  HoMiYDAY.  Yes,  sir. 

The  Chairman.  Mr.  Powell  was  in  charge  of  section  608  during  its 
Ltire  life  and  is  still  with  the  Commissioner's  office.  He  will  testify 
K)ut  that  this  afternoon. 

Idr.  HoiXTDAY.  That  I  do  not  know,  that  he  was  still  with  the  office. 
The  Chairman.  Maybe  I  am  wrong. 

Mr.  Hollyday.  I  had  asked  for  his  resignation,  and  it  had  been 
med  in. 

The  Chairman.  Maybe  I  am  wrong.  I  thought  he  resigned  and 
ey  refused  to  accept  his  resignation. 

Mr.  HoLiiYDAY.  Senator,  that  was  after  I  left.  I  just  wanted  to  keep 
^  record  straight.    I  don't  know. 

The  Chairman.  Then,  I  shall  take  the  responsibility  for  the  state- 
Bnt 

Mr.  Hollyday.  All  right. 

Mr.  Chairman,  I  trust  that  my  statement  has  been  informative 
id  of  value  to  the  committee.  The  position  of  FHA  Commissioner 
the  only  public  office  I  have  ever  held.  I  am  ffrateful  for  the  re- 
ardinff  experience  and  fine  friendships  which  ithrought  to  me,  and 
est  of  dl  for  the  opportunity  to  be  of  some  service  to  my  Govern- 
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ment.  It  is  my  earnest  hope  that  this  committee's  hearings  and  study 
will  result  in  measures  to  strengthen  FHA  and  make  its  usefulness 
even  greater  in  the  interest  of  our  national  housing  policy. 

I  would  like  to  add  one  rather  important  item,  if  1  may,  to  what  I 
have  prepared  here.  Early  in  July  of  1953  there  was  brought  to  my 
attention  what  appeared  to  be  a  very  serious  breach  on  the  part  of 
one  of  my  staff.  I  investigated  the  situation  and  I  found  out  thit 
there  was  very  good  grounds  for  believing  that  the  allegation  was 
correct.  I  call^  in  Mr.  Howard  Miuphy,  the  Associate  General 
Counsel,  and  the  chief  investigator.  Tne  chief  investigator,  after 
having  mapped  out  a  program,  went  to  one  of  the  other  cities  and 
endeavored  to  get  the  story.  He  was  unable  to  get  proof  of  this 
alleged  $10,000  transaction  between  one  of  my  staff  and  a  builder. 
We  worked  on  the  matter  further.  He  went  to  another  city,  working 
along  the  same  lines.  We  were  unable  to  reach  a  conclusion  oi 
guilt,  but  the  facts  were  so  serious,  in  my  opinion,  that  on  Decembcar 
18,  in  company  with  the  associate  counsel,  Sir.  Hillock,  our  chief 
investigator,  we  placed  our  file  in  the  hands  of  a  Government  aj2:ency, 
from  which  I  have  not  yet  heard  but  which  I  have  ronfidence  is 
pursuing  that  case  to  its  logical  conclusion. 

Senator  Matbaxk.  What  Government   agency?     Y«»u   said  you 

Flsced  the  file  in  the  hands,  Mr.  Hollyday,  of  a  Government  agency, 
just  wanted  it  for  the  record. 

Mr.  H0LI.TDAT.  I  went  to  the  Department  of  jTistice. 

Senator  Matbakk.  Thank  you. 

The  Chairman.  Are  there  any  further  questions? 

Senator  Frear.  May  I  ask  a  question,  Mr.  Chairman? 

The  Chaibmak.  Senator  Frear. 

Senator  Frear.  Mr.  Hollyday,  at  the  beginning  of  your  testimony 
I  asked  that  you  place  into  the  record,  if  you  would,  some  of  your 
background  previous  to  your  coming  with  the  Federal  Housing  Ad- 
ministration. 

Mr.  Hollyday.  Yes,  sir.  I  shall  do  so.  Senator  Frear.   (Seep.  1369.) 

Senator  Frear.  Thank  you  very  much. 

Just  one  final  question,  Mr.  Chairman.  I  believe  you  stated  in  your 
testimony  that  you  had  75  field  directors. 

Mr.  Hollyday.  Senator,  there  are  about  132  offices  scattered 
throughout  the  country,  Alaska,  Hawaii,  and  Puerto  Rico,  but  only 
75  of  those  offices  are  major  offices.  They  are  the  insuring  offices; 
yes,  sir. 

Senator  Frear.  Of  the  directors  in  those  75  major  offices,  there  have 
been  45  changes  since  your  time  in  office? 

ilr.  Hollyday.  Yes,  sir;  that  is  correct.* 

Senator  Frear.  Thank  you. 

Senator  Douglas.  Mr.  Chairman? 

The  Chairman.  Senator  Douglas. 

Senator  Douglas.  Before  we  break  up,  mav  I  make  a  statement? 

TheCHA"     i       " 

[       ^  that  witnesses  before  congressional 
c        i;  her  rough  handling.    I  want  to  con- 

•ai  with  which  he  has  conducted 

v*a  3  responsibility  and  fair- 

I      '  I  say  that  while  there 
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haye  been  undoubtedly  abuses  under  title  I,  and  while  later  evidences 
may  develop,  I  think  that  Mr.  Hollyday  has  been  an  extremely  fine 
witness  this  morning.  I  think  we  have  all  been  impressed  with  his 
gentlemanly  conduct  and  the  way  he  has  handled  himself.  His  atti- 
tude in  this  matter  made  me  feel  that  he  had  read  the  Book  of  Job, 
because,  as  he  will  remember,  there  is  a  passage  from  Job  which  says, 
•*Even  diough  he  slay  me,  yet  will  I  trust  him." 

Mr.  Hollyday.  Senator,  may  I  thank  the  chairman?  I  want  to 
say  that  several  times  I  have  been  before  this  committee.  There  has 
never  been  a  time  when  you  gentlemen  have  not  treated  me  with  the 
utmost  consideration,  and  I  want  to  tell  you  I  appreciate  it. 

The  Chairman.  We  appreciate  your  testimony  and  I  appreciate 
what  Senator  Douglas  had  to  say.  I  assure  you  and  everyone  else 
that  as  long  as  I  am  chairman  of  the  committee,  everyone  will  get  a 
square  deal. 

But  we  do  have  a  responsibility,  of  course,  for  passing  good  laws. 
We  do  have  a  responsibility  for  seeing  that  the  housing  laws  are 
properly  administered,  and  we  will  get  into  this  whole  business  as 
earnestly  and  sincerely  and  as  constructively  as  we  know  how. 

We  would  appreciate  it  verv  much  if  you  would  stand  by,  because 
we  may  want  you  to  come  bacK  later  as  a  witness.  We  will  have  Mr. 
Powell  this  afternoon.  He  worked  for  you,  and  it  might  be  well  for 
you  to  be  here  this  afternoon.  We  mignt  wish  to  ask  you  some  mote 
questions. 

Mr.  Hollyday.  Yes,  sir,  I  will  be  here. 

The  Chairman.  We  will  now  stand  in  recess  until  2  o'clock. 

(Whereupon,  at  12: 15  p.  m.,  the  committee  recessed,  to  reconvene 
at  2  p.  m.,  tne  same  day.) 

AFTERNOON   SESSION 


(The  committee  reconvened  at  2  p.  m..  Senator  Homer  E.  Capehart, 
^      the  chairman,  presiding.) 

The  Chairman.  The  committee  will  please  come  to  order. 

Our  first  witness  this  afternoon  will  be  Mr.  Clyde  L.  Powell,  Assist- 
ant Commissioner  of  the  FHA  in  charge  of  rental  housing.    That  is 
I      section  608.    Mr.  Powell,  will  you  come  forward,  please. 
f        Mr.  Powell,  do  you  solemnly  swear  to  tell  the  truth,  the  whole  truth, 
<      and  nothing  but  the  truth,  so  help  you  God  ? 

TiSTIHOHY  OF  CLYDE  L.  POWELL,  ASSISTAHT  COHHISSIONEB, 
MULTI-PAMILT  HOVSINO,  FEDERAL  HOVSINO  ADHINISTBATION, 
ACCOHPANIED  BT  DANIEL  B.  HAHEB,  COUNSEL 

Mr.  Powell.  I  do. 

The  Chairman.  Mr.  Powell,  do  you  care  to  make  a  statement? 

Mr.  Fowusu  No,  sir. 

The  Chairman.  You  may  be  seated. 

Mr.  Maher.  Mr.  Chairman,  my  name  is  Daniel  B.  Maher.  I  am 
a  m^nber  of  the  bar  of  the  District  of  Columbia.  May  I  ask  whether 
flie  witness  may  be  extended  the  privilege  of  being  accompanied  by 
ooonself 

The  Chairman.  He  may. 
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Mr.  Maiter.  May  the  witness  be  permitted  to  consult  his  counsel 
necessary  ? 

The  Chairmax.  He  may. 

Mr.  Maher.  Is  that,  Mr.  Chairman,  the  extent  of  the  privilege  wl 
vnll  be  accorded? 

The  Chairmax.  Not  only  may  the  witness  consult  with  his  com 
but  the  counsel,  if  he  cares  to,  may  ask  questions. 

Mr.  Mahexl  Very  well. 

The  Chairmax.  The  counsel  may  advise  the  witness  as  to  his  lij 
and  anything  he  cares  to.  We  are  only  interested  in  one  thing, 
that  is  the  facts.  We  are  primarily  at  the  moment  interest^  onl; 
how  we  can  amend  the  proposed  housing  bill  that  is  before  us  to  s 
if  possible,  the  so-called,  alleged  irregularities  that  seem  to  have 
cun^  in  the  administration  of  the  Housing  Act  over  the  past  m 
years. 

Mr.  Maher.  Veiy  well.    Thank  you. 

The  C^HAiRMAX.  That  is  our  purpose  at  the  moment.  We  hope  \ 
Mr.  Powell  will  be  helpful  to  us  to  that  end. 

Since  you  do  not  have  a  prepared  statement,  Mr.  Powell,  I  hai 
series  of  questions  here  that  I  would  like  to  ask  you.  They  have  U 
purely  with  the  administration  in  the  past  of  section  G08. 

No.  1 :  How  long  have  you  been  with  the  FHA? 

Mr.  Powell.  Mr.  Chairman,  I  respectfully  refuse  to  answer, 
refusal  is  based  upon  my  constitutional  protection  against  being  o 
pelled  to  be  a  witness  against  myself. 

The  CHAmMAX.  The  witness  does  not  have  to  answer  unless  he  « 
to.  We  certainly  are  not  going  to  force  you  to  do  so.  I  will  say  t 
that  we  were  hopeful  that  you  would  be  able  to  assist  us  in  arriving 
some  definite  conclusions,  as  to  what  should  or  should  not  be  done  y 
this  present  act  that  is  before  us. 

If  I  understand  correctly,  you  have  been  with  the  FHA  for  m: 
years.  You  were  the  chief  administrative  officer  of  section  608. 
felt  that  you  were  the  one  man  who  ought  to  know  the  strengths  \ 
weaknesses  of  the  law  itself,  and  the  one  man  wlio  ought  to  know  j 
have  the  facts  as  to  whether  it  has  or  has  not  been  administrative! 
good  bill  and  one  that  you  could  live  with. 

I  understand  your  answer  is  that  you  will  not  answer  any  questi< 

Mr.  Maher.  May  I  state,  Mr.  Chairman,  that  the  answer  previoi 
given  by  the  witness  will  be  the  answer  given  to  any  question  p 
pounded  by  the  conunittee. 

The  Chairmax.  Regardless  of  how  innocent  or  simple  ? 

Mr.  Maker.  Regardless  of  whatever  nature. 

The  Chairmax.  I  see.  It  is  entii-ely  up  to  the  witness.  I  presi 
we  could  make  him  answer  if  we  wanted  to,  but  we  will  not  beca 
we  are  not  here  to  persecute.  We  are  not  going  to  embarrass 
witness  in  any  way.  We  did  not  break  this  investigation.  It  ' 
ordered  by  the  President  of  the  United  States,  and  we  are  only  tiy 
to  do  what  we  bp'  onsibility  and  our  duty  to  do 

into  this  wh( 

Either   i  tely,   whichever   viewpoint 

wishes  to  has  before  it  a  v 

comprehei  i  $ed  by  the  Ho 

We  w  rite  up  the  bil 
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ady  to  report  it  to  the  flcJor.  This  matter  broke.  It  was  insti- 
and  started  by  the  President  of  the  United  States.  We  felt — 
lat  is  the  view  of  every  member  of  the  committee  without  excep- 
■that  we  ouffht  to  find  out  whether  or  not  the  proposed  bill  should 
ended.  W&  were  sincerely  anxious  that  Mr.  Powell  might  be  of 
mce  to  us.  That  was  the  only  thought  we  had  in  mind  for  these 
igs.  They  are  preliminary  hearings.  They  are  in  reality  an 
5ion  of  our  hearings  on  this  new  housing  bill. 
XT  client  refuses  to  testify,  and  we  certainly  are  not  going  to  em- 
3S  him  by  in  any  way  insisting  that  he  testify, 
ator  Bricker.  Mr.  Chairman,  may  I  ask  what  was  the  basis  of 
ifusal? 

J  Chairman.  Senator  Bricker  just  came  in.  Will  you  answer 
Mr.  Attorney? 

Mahis.  The  answer  I  shall  give,  which  was  given  by  the  wit- 
^as  that  he  respectfully  refused  to  answer. 

refusal  Is  based  upon  my  constitutioual  protection  against  being  com- 
to  be  a  witness  against  myself. 

ator  Bricker.  That  is  the  fiftli  amendment? 
Maher.  Yes,  sir. 

>  Chairman.  We  thank  you  very  much  for  answering.  We  will 
ismiss  you. 

Maker.  Mr.  Chairman,  I  express  my  appreciation  to  the  com- 

>  for  the  privileges  accorded  me. 

)  Chairman.  Yes,  sir.    I  think  you  are  making  a  mistake,  but 
5  your  problem,  not  ours. 
Maker.  That  may  be. 

\  Chairman.  We  will  now  hear  Mr.  Frentz.  Is  Mr.  HoUyday 
it? 

I  may  be  seated,  Mr.  Frentz,  after  you  are  sworn  in.  Do  you 
aly  swear  to  tell  the  truth,  the  whole  truth,  and  nothing  out 
nth,  so  help  you  God? 

MOHY  OF  AKTHUB  J.  FBENTZ,  ASSISTANT  COHHISSIONEB, 
TITLE  I,  FEDERAL  HOUSDTO  ADMINISTRATION 

Frentz.  I  do. 

Chairman.  You  may  be  seated. 

ft  let  me  ask  you  a  couple  of  questions  and  maybe  you  can  be 
le  assistance  to  us  this  afternoon. 
V  long  have  you  been  with  the  FHA,  Mr.  Frentz? 
Frentz.  I  came  into  the  FHA  on  August  30, 1934. 
Chairman.  Are  you  the  chief  administrative  officer  of  title  I? 
FttENTZ.  I  am,  sir. 

Chairman.  You  are  under  the  FHA  Commissioner  himself, 
ly  in  command? 

Frentz.  I  am  Assistant  Commissioner  in  charge  of  the  Title  I 
on. 
Chairman.  Have  you  been  in  charge  of  title  I  since  1934? 
Frentz.  No,  sir,  I  have  not. 
Chairman.  How  long  have  you  been  in  charge? 
Fbentz.  I  have  been  Assistant  Commissioner  in  charge  of  Title 
5  1947.    I  have  been  in  title  I,  however,  since  it  started  in  1934, 
heart  and  soul  are  in  title  I. 
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The  Chairman.  In  other  words,  you  have  been  witii  it  since  it  came 
along? 
Mr.  Frentz.  That  is  right. 
The  Chairman.  And  you  are  stUl  there? 
Mr.  Frentz.  Yes,  sir. 
The  Chairman.  Would  you  like  to  tell  us  in  your  own  way  what 

!rou  Imow  about  these  alleged  irregularities,  and  your  idea  of  how  the 
aw  might  be  amended,  or  tell  us  anything  you  care  to? 

Mr.  Frentz.  Well,  fine.  I  believe  it  may  be  best  for  the  committee 
if  I  may  take  a  moment  to  go  back  and  review  a  bit  of  the  history  of 
title  I. 

As  was  brought  out  this  morning,  title  I  was  passed  by  the  Cmi- 
gress  in  1934  as  a  pump-priming  device.  At  that  time  our  econoo^ 
was  down.    Our  banks,  let  us  say,  lacked  the  confidence  to  make  loanSi 

The  Chairman.  Mr.  Hollyday,  will  you  come  up,  please?  You 
might  be  helpful  to  us.  Maybe  you  will  be  more  comfortable  up  here 
anyway.    Thank  you  very  much,  Mr.  Hollyday. 

Mr.  Frentz.  For  the  first  2  or  3  years,  in  fact  from  1934  to  1937, 
title  I  was  in  operation  to  get  the  wheels  of  industry  turning  and  put 
men  back  to  work.  Essentially  that  was  its  purpose,  and  that  was 
its  objective,  and  the  record  will  determine  as  to  whether  or  not  that 
was  fulfilled. 

In  1937  the  administrator  of  title  I — we  then  called  tlie  Commis- 
sioner the  Administrator — ^recommended  to  the  Congress  that  title  I 
be  discontinued,  and  it  was  discontinued. 

The  Chairman.  That  was  what  year? 

Mr.  Frentz.  1937.  At  that  time^  and  subsequent  thereto,  as  your 
records  will  show,  a  slight  depression  took  place.  I  use  the  word 
"depression"  advisedly. 

Then  in  1938  the  Congress  called  us  back  and,  in  effect,  reinstated 
title  I  again.  The  Commissioner  in  effect  said  at  that  time,  "Well,  if 
you  are  going  to  have  title  I,  then  we  should  make  it  self -supporting." 
At  that  time  the  philosophy  of  title  I  changed  from  a  pump-priming 
device  to,  let  us  say,  a  sound 

The  Chairman.  That  was  in  what  year  ? 

Mr.  Frentz.  1938.  In  1939  the  Commissioner  recommended  that 
the  insurance  premium  be  charged  to  the  banks  for  this  insurance. 
Beginning  with  1939,  title  I  has  charged  a  premium  to  the  banker, 
and  our  philosophy  has  changed  so  that  we  have  endeavored  to  oper- 
ate title  I  as  a  pure  business  proposition.  I  say  tliat  advisedly,  of 
course,  because  we  recognize  tiiat  wlien  you  have  catastrophies,  you 
may  have  to  go  in  and  do  a  job  that  otherwise  you  perhaps  would  not 
want  to  do  in  normal  circumstances.  But  otlierwise  we  have  tried  to 
operate  title  I  practically  and  in  a  businesslike  fashion,  recognizing 
first  that  it  was  the  intent  of  Congi^ess  to  see  that  the  benefits  of  tlie 
National  Housing  Act  wei^  given  to  all  segments  of  the  population,  all 
people^  and,  second,  putting  it  on  a  sound,  businesslike  oasis,  as  far  as 
makin£r  it  «r»*^*  ^^      f -supporting. 

selt-supporting.    We  have  created  since  1939 
a  I  million.    We  have  si^mething  like  approxi- 

liums.    So  our  losses  have  been 

w)  tlie  taxpayers  is  concerned,  is 

[  entirely  on  the  premiums  that 
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B  collected  from  the  lenders.    We  have  paid  all  our  claims  and 

ur  expenses.    That  brings  us  up  to  date,  very  briefly,  as  to  our 

3und  and  our  current  financial  condition. 

lave  had  this  problem  of  dealer  controls,  dealer  operations. 

re  had  those  problems  in  the  past  few  years.    While  they  may 

Kjurred  infrequently  in  the  early  days,  they  started  in  about 

Title  I  at  that  time  was  coming  out  of  the  war. 

tie  refer  to  a  paper. 

ilJHAiRMAN.  I  ou  may  refer  to  anything  you  care  to. 

Frentz.  I  like  to  use  the  correct  figures,  as  long  as  I  am  using 

46,  coming  right  out  of  the  war^  our  volume  was  approximately 

illion  a  year.    I  am  going  to  cite  these  figures  to  you  to  illus- 

le  tremendous  drive  and  impetus  that  came  into  title  I  with  the 

:  the  war,  and  then  with  the  advent  of  the  Korean  war.    From 

illion  we  then  jumped  to  $500  million  and  $600  million.  In  1950, 

$700  million  in  insurance.    In  1951,  $700  million.   In  1952,  $848 

.    And  in  1953,  $1,300,000,000. 

,  gentlemen,  those  figures  illustrate,  I  believe,  our  problems. 

re  basic  problems. 

Chairman.  What  rate  are  you  operating  at  today? 

Frentz.  We  are  operating,  today,  at  about  a  billion  dollars  a 

I!hairman.  At  the  rate  of  about  a  billion  a  year  ? 

Frentz.  Yes,  approximately. 

tor  Maybank.  Mr.  Chairman,  might  I  ask  a  question  ? 

Chairman.  Senator  Maybank. 

tor  Maybank.  Since  the  news  broke,  and  it  was  released,  I  want 

^ou  this  while  Mr.  Hollyday  is  here.    Have  you  done  anything 

'  to  try  to  warn  the  lenders  to  be  more  careful  and  to  doublecheck 

ans  more  carefully  ?    I  wonder  if  you  have  done  anything. 

•"bentz.  I  have  tried  to  take  you  back 

tor  Matbank.  Not  recently? 

i'rentz.  In  the  past  few  days. 

tor  Maybank.  Have  you  tried  to  tighten  up  ? 

i*RENTZ.  Not  in  the  last  few  weeks. 

tor  Maybank.  I  heard  Mr.  Hollyday's  testimony  this  morn- 

1  I  wondered  if  you  had  done  anything  recently. 

Trentz.  Not  recently. 

tor  Maybank.  Do  you  intend  to  do  something  ? 

Trentz.  Yes,  we  do. 

tor  Maybank.  I  am  glad  to  know  that.    When  do  you  intend 

? 

'rentz.  As  soon  as  you  give  me  a  chance.   Right  now. 

tor  Maybank.  I  mean  as  to  your  order  to  your  agencies.    Are 

ng  to  do  it  this  week  or  next  week? 

Frentz.  Let's  approach  the  problem  sanely. 

tor  Maybank.  I  would  never  approach  any  problem  except 

Frentz.  That  is  right.    Then  as  soon  as  possible  let's  inject 

s  program  the  devices 

tor  IMUybank.  Get  this  straight.    As  the  chairman  has  said, 
Brest  in  this  thing  is  to  help  the  consumers  of  this  country. 
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and  it  is  to  get  some  decent  bill  passed  here  for  the  sake  of  honest 
people,  and  I  resent  any  thoughts  that  you  have  that  I  am  approadiiif 
something  not  sanely. 

Mr.  Fkentz.  I  didn't  mean  that,  sir.    I  feel  this  way 

Senator  Matbank.  If  we  don't  do  something  soon,  in  my  judgment 
we  won't  have  any  housing  bill. 

The  Chairman.  You  may  proceed,  Mr.  Frentz.  Were  you  finished 
Senator  Maybank? 

Mr.  Frentz.  I  would  like  to  say  this,  in  keeping  with  this  deakr 
problem :  The  first  signs  of  the  dealer  problem  are  traceable  bade  to 
the  spurts  in  the  sudden  volume  of  business.  Our  first  signs,  let  ii| 
say,  of  the  so-called  overcharging  that  is  one  of  our  j^oblems  todaj^ 
occurred  back  in  the  inflationary  days  of  194&-48.  That  gave  m 
great  deal  of  concern. 

I  would  like  to  make  one  thin^  clear  as  far  as  I  am  concemei 
and  as  far  as  our  staff  is  concerned.  In  the  administration  of  titklj 
we  have  taken  this  general  position,  that  we  do  not  need  to  look  ool 
for  the  dealer.    He  will  take  care  oi  himself. 

The  Chairman.  We  are  aware  of  that. 

Mr.  Frentz.  We  do  not  need  to  look  out  for  the  banker.  He  taktt 
care  of  himself.  So,  very  frankly,  I  want  to  say  to  you  genUonei 
honestly  that  our  one  aim  and  one  purpose  has  l)een  to  take  the  mk 
of  the  homeowner  in  all  these  cases. 

Starting  back  in  1946,  because  of  the  inflationary  spiral  that  wii 
occurring  in  that  period,  one  of  the  things  we  did  to  see  what  we  could 
do  to  control  the  overcharging  was  to  institute  a  new  procedure  requir- 
ing a  work  agreement  between  the  dealer  and  the  customer. 

Senator  Bricker.  What  was  the  date  of  that? 

Mr.  Frentz.  1948.  A  work  agreement.  That  was  not  used  hereto- 
fore in  title  I.  The  reason  we  asked  for  that  work  agreement  is  thifc 
we  wanted  Mr.  Lender,  Mr.  Banker — when  I  use  the  word  "banked 
it  is  a  broad  term,  because  it  applies  to  national  banks.  State  banks, 
savings  and  loan  associations,  finance  companies,  mortgage  coin- 

Eanies — the  whole  group  of  lending  institutions  that  are  in  this 
usiness. 

So,  we  asked,  then,  Mr.  Dealer  to  furnish  a  copy  of  the  work  agree- 
ment to  the  homeowner,  and  then  also  to  furnish  a  copy  of  that  to 
Mr.  Lender,  so  that  Mr.  Banker  then  would  have  in  front  of  him  at 
tlie  time  he  purchased  a  note,  a  statement  of  materials  being  used  and 
the  price  and  so  on  going  into  the  job.  What  we  were  endeavoring  to 
do  there  was  to  have  in  the  form  of  a  sales  contract  or  an  agreement 
a  clear  understanding  between  the  parties  as  to  the  job  and  what  it 
was  worth  and  what  it  was  going  to  be.  That  was  very  effective  and 
for  a  while  that  appeared  to  oe  a  good  solution. 

In  the  meantime,  we  were  stressing  with  our  lending  institutions 
a  better  and  higher  standard  of  dealer  policy.  Beginning  in  about 
1950,  the  volume  started  to  spurt  on  us,  and  that  was  primarily  wh«i 
our  troubles  started.  I  am  setting  it  about  1950  or  1951.  It  started, 
as  I  say,  in  that  period.  At  that  period  I  think  you  will  find  in  most 
cases  is  where  the  so-called  fly-by-night  salesmen  startexl,  in  that 
period. 

The  Chairman.  That  is  1950-51? 

Mr.  Frentz.  Yes;  about  that. 
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Now  that  we  can  look  back,  we  can  also  look  back  and  see  signs 
day  that  we  didn't  see  at  the  moment.  But  that  was  about  1950. 
here  were  some,  perhaps,  in  1949. 

Now,  recognizing  these  problems,  we  set  in  to  do  something  about 
.  We  definitely  tightened  our  regulations.  We  definitely  issued 
istructions.  I  mow  I  personally  traveled  across  this  country,  calling 
1  our  own  field  offices,  our  own  directors,  talking  to  banks,  holding 
leetings  with  industry  and  with  lenders,  to  see  what  could  be  done 
>  strengthen  this  whole  program. 

This  morning  Mr.  Holly  day  outlined  to  you  a  nimiber  of  steps  that 
e  took.  One  of  the  first  things  he  said  to  me  when  he  came  in  as  the 
ew  FHA  Commissioner  was  that  he  expressed  his  concern  on  this 
itle  I  operation.  At  that  time  we  organized  or  set  up  our  own  title  I 
dvisorr  committee,  which  he  mentioned  this  morning. 
The  Chairman.  You  say  the  old  advisory  committee? 
Mr.  Frentz.  Our  own.   In  other  words,  a  special  committee  only  for 

itle  I,  to  advise  us  on  this  problem.   We  met  twice 

The  Chairman.  That  is  the  one  of  which  you  are  going  to  give  us 
be  names? 

Mr.  Frentz.  I  have  them  here  now. 

The  Chairman.  Would  you  care  to  pass  them  up  to  us,  please? 
Mr.  Frentz.  Yes. 

The  Chairman.  Just  read  them  into  the  record,  if  you  please. 
Senator  Maybank.  Mr.  Chairman? 
The  Chairman.  Senator  Maybank. 

Senator  Maybank.  Before  he  does  that,  might  I  ask  that  one  of  the 
taff  get  a  list  of  the  number  of  projects  that  would  have  been  above 
OOpercent,  and  have  it  put  in  the  record ? 

Tne  Chairman.  As  soon  as  we  are  finished  with  this  gentleman  on 
tie  I,  I  will  have  something  to  say  on  section  608,  and  then  we  will 
0  that  at  that  time. 
Senator  Maybank.  Fine. 

Mr.  Frentz.  This  is  the  ffroup  of  title  I  advisory  committee  that 
ave  been  meeting  with  us :  J.  O.  Elmer,  of  San  Francisco. 
The  Chairman.  What  bank? 
Mr.  Frentz.  American  Trust  Co.,  San  Francisco. 
E.  F.  Longinotti,  of  Memphis,  Tenn.    That  is  the  Union  Planters. 
Richard  Man^,  of  the  National  Bank  of  Detroit,  in  Michigan. 
J.  Andrew  Painter,  of  the  National  City  Bank,  in  New  York  City. 
G.  M.  Bobbins,  of  the  First  Bancredit  Corp.,  of  Minneapolis. 
Richard  H.  Stout,  of  the  Bank  of  Louisville,  Louisville/Ky. 
Kenneth  B.  Wells,  of  the  American  National  Bank  of  Chicago. 
With  this  group  we  discussed  this  problem  and  at  the  same  time  we 
Iso  met  with  representatives  of  the  National  Eetail  Lumber  Dealers 
£sociation,  of  the  National  Eoofing  &  Siding  Association.   There  was 
lother  Midwestern  Lumber  Dealers  Association. 
The  Chairman.  When  were  these  meetings  held? 
Mr.  Frentz.  These  were  last — they  started  in  June  and  continued 
e  rest  of  the  year. 
The  Chairman.  June  of  last  year  ? 
Mr.  Frentz.  That  is  right,  sir. 

The  Chairman    And  prior  to  that  time  you  had  no  meetings? 
Mr;  Frentz. JVve  had  meetings,  but  I  am  talking  now  about  the 
risory  conumttee,  and  that  group  under  the  new  rules.  , 
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Out  of  this  series  of  discussions  and  meetings,  then  there  evolve 
the  amendments  to  the  regulations  that  Mr.  Hculyday  mentioned  thi 
morning.     Now,  I  will  be  glad  to  review  those  and  if  you  care  to — 

The  Chairmax.  I  don't  think  it  is  necessary  to  review  them. 

Mr.  Frentz.  There  is  nothing  much  I  can  add  to  it,  except  I  ca 
illustrate,  if  you  care  to  have  me,  the  forms  themselves  and  the  lettei 
that  we  used  to  put  this  into  effect  across  the  country. 

The  CHAiRaL\N.  Will  you  place  in  the  files — I  don't  suppose  yo 
have  them  with  you — all  the  forms  and  all  the  instructions  and  lettei 
that  you  issued  on  the  subject  that  you  are  discussing? 

Mr.  Frextz.  I  have  them  with  me  and  I  will  do  so. 

(Tlie  forms  referred  to  will  be  found  in  the  files  of  the  committee. 

The  Chairmax.  Now,  Mr.  Frentz,  do  you  feel,  after  having  bc« 
with  this  title  I  since  its  inception,  that  the  law  ought  to  be  amende 
or  changed  ? 

Mr.  Frextz.  I  would  say  very  definitely  that  either  the  law  or  th 
regulations  can  be  substantially  improved  upon. 

The  Chairmax.  Are  you  prepared  at  the  moment  to  tell  us  how  tb 
law  ought  to  be  changed,  or  the  regulations,  or  do  you  care  to  give  tiu 
to  us  a  little  later? 

Mr.  Frextz.  I  will  be  glad  to  discuss  it  now,  sir. 

The  Chairmax.  All  right.  I  just  wanted  to  give  you  sufficient  tin 
to  think  it  through  and  make  certain  that  you  thought  you  were  righi 

Mr.  Frextz.  I  want  to  say  that  in  discussing  this  problem,  we  mi 
want  to  draw  a  line  between  what  may  be  in  the  regulations  and  win 
may  be  in  the  law. 

The  CHAraMAX.  Let  me  ask  you  this,  if  you  please :  You  say  no^ 
that  you  are  prepared  to  tell  us  of  changes  that  you  think  ought  to  I 
made  in  the  law  or  the  regulations.  Let  me  ask  you  this :  Why  didn 
you,  when  this  present  housing  bill  was  before  us  in  the  past,  oflfe 
sugfirestions  for  improving  and  amending  this  law  ? 

Mr.  Frextz.  Sir,  I  believe  the  answer  to  that  is  that  we  endeavore 
to  do  this  job  by  the  regulations,  and  I  feel  at  the  moment  that  th 
regulations  that  we  did  put  into  effect  in  December  have  done  : 
wonderful  job  in  checking  this  abuse. 

When  you  ask  me  whether  the  law  could  be  amended,  I  would  lifc 
to  pick  up  at  that 
for  some  form  n  ' 
That  is  a  techni 

'1  he  Chairmax.  You  mean  participation  on  the  part  of  the  bank' 

Mr.  Frextz.  That  is  right. 

Tli(»  Chairmax.  More  than  it  has  at  the  moment  ? 

Mr.  Frextz.  That  is  right. 

The  Chairmax.  I^t  me  ask  you  this :  Is  there  any  reason  why  thi 
dealer  w^ho  sells  the  homeowner  the  product  or  the  services  and  geb 
paid  for  it  ought  not  to  r  ^'    JM||||mtil  it's  paid? 

Mr.  Frextz.  That  V  P^B^^'     Two  things  wert 

mentioned  this  morni  ^^|gndorsement^  or  "wifll 

recourse"  endorseme^ 

The  Chairmax.  ' 
it  is  paid? 

Mr.  Fi  T 

ans\ 
cii 
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The  Chairman.  I  disagree  with  you  100  percent.  It  is  100  percent 
stomary  in  private  industry. 

Let  me  say  this  to  you,  and  maybe  I  am  to  blame,  but  I  was  under 
e  impi'ession  that  that  was  the  way  it  was  being  operated.  I  pre- 
ime  the  reason  I  didn't  make  more  mqUiry  was  because  to  me  it  was 
» obvious  that  that  is  the  way  it  ought  to  be  operated  and  should  be 
)erated. 

Mr.  Frentz.  Title  I  is  operated  in  general  with  other  forms  of  con- 
imer  credit,  with  the  motor  car  and  television  and  personal  loans. 
The  Chairman.  Mister,  you  are  not  telling  us  that  radio  and  tele- 
ision  sets  and  washing  machines,  on  the  part  of  the  dealer,  are  sold 
ith  recourse. 

Mr.  Frentz.  Without  recourse. 
The  Chairman.  I  mean  without  recourse. 
Mr.  Frentz.  A  great  deal  of  it,  sir. 

The  Chairman.  Did  you  ever  do  business  with  one  of  these  finance 
Mopanies?  Just  try  to  sell  them  your  notes  without  recourse. 
Wr,  Frentz.  Let  me  add  this  thought :  That  probably  title  I,  while 
lere  is  no  accurate  record — we  probably  insure  in  title  I  probably  a 
liird  or  40  percent,  perhaps,  of  the  total  volume  of  improvement  work 
lat  is  being  performed.  There  is  a  lot  of  improvement  work  that  is 
rag  done  without  FH  A  insurance. 

The  Chairman.  I'll  bet  you  the  dealer  in  that  instance  signs  the 
ote  before  he  sells  it  to  the  bank. 

Mr.  Frentz.  I  can  also  point  out  to  you  banks  having  their  own 
loninsured  repair  programs,  and  likewise  it  is  without  dealer  en- 
lorsement. 

Bear  in  mind  I  am  not  arguing  against  dealer  endorsement.  I  am 
mdeavoring  to  give  you  the  facts  as  I  know  them. 
The  Chairman.  Let  me  say  this:  I  say  it  in  the  most  generous  and 
dnd  way  and  not  in  the  least  bit  critically  of  you.  But  your  answers 
»w  are  exactly  the  same  as  we  have  had  from  all  administration  wit- 
JWes  and  industry  witnesses  on  this  subject  ever  since  I  have  been 
i  member  of  this  committee.  In  each  instance  we  have  ended  up  by 
[mnitting  you  to  talk  us  out  of,  in  my  opinion,  strengthening  not 
Mily  title  1,  but  section  608  and  all  the  others. 

Mr.  Frentz.  Sir,  this  is  my  first  appearance  before  this  com- 
oittee. 

The  Chairman.  I  made  it  a  special  point  to  have  the  staff  go  back 
Mid  read  all  the  testimony  which  we  have,  and  they  have  briefed  it 
forme,  and  I  have  it  before  me.  It  is  really  interesting  reading. 
^on  are  taking  the  same  position,  maybe  rightly  so.  That  is  what 
•^e  want  to  find  out.  This  time  I  think  we  either  ought  to  strengthen 
iiis  law  or  we  ought  not  to  do  it,  and  my  best  judgment  is  that  we 
»Q^ht  to  do  it. 
air.  Frentz.  I  will  endeavor  to  give  you  the  answers  as  clearly 

.The  Chairman.  In  other  words,  we  ought  to  strengthen  the  law 
rlorffet  it  and  quit  blaming  you  or  blaming  other  people  for  all  these 
ligalarities  that  occur  all  over  the  United  States. 
iSittator  Bricker.  Mr.  Chairman,  may  I  ask  a  question  right  there? 

&  Chairman.  Yes. 
Iot  Bricker.  Wouldn't  a  bond  clean  out  the  racketeers  in  this 
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Mr.  Frentz.  That  was  mentioned  this  morning,  and  I  don't  know, 
sir,  in  the  sense  of  whether  or  not  a  bond  ooiild  be  obtained  or  whether 
the  bonding  companies  would  issue  the  bond.  I  am  not  familiar  with 
that. 

Senator  Bricker.  If  the  contractor  were  a  substantial  contractor 
and  could  get  a  bond,  certainly  and  undoubtedly  that  would  protect 
the  public. 

Mr.  Frentz.  Yes;  it  would. 

Senator  Bricker.  And  if  he  were  a  racketeer,  such  as  we  are  hav- 
ing trouble  with  now  and  we  are  discussing  entirely,  1  think,  in  this 
testimony,  he  couldn't  get  a  bond.  He  would  be  out  of  the  business 
and  it  would  be  left  to  the  legitimate  and  honest  dealers. 

Mr.  Frentz.  My  approach  to  the  bond  is  this:  Otfhand  I  wouM 
guess  there  must  be  200,000  to  250,000  dealers  in  this  country,  the  word 
"dealer"  meaning  anybody  who  may  be  in  this  particular  business  of 
repairing  or  improving  propeilies. 

Senator  Bricker.  Most  of  them  are  honest,  though,  and  live  in  tlve  ■ 
conununity  and  know  the  people  they  are  dealing  with  and  know  ths 
bankers. 

Mr.  Frentz.  That  is  right.  They  are  small-business  men.  Their 
net  worth  probably  is  $5,000  or  $10,000  at  the  most ;  that  is,  the^average. 
I  am  thinking,  now,  of  the  small-business  man  on  Main  Street  whohts 
his  little  plumbing  store,  his  wiring  shop,  who  may  be  doing  some  land- 
scaping, or  maybe  doing  other  work.  The  lumberyards,  of  course^ 
ana  a  few  others,  may  be  bigger  businessmen  as  far  as  capital  worth  is 
concerned,  but  nevertheless,  they  are  small-business  men.  I  am  trying 
to  visualize  a  bonding  company  issuing  a  bond  to  cover  the  small- 
business  man  that  we  have  across  the  country. 

I  think  it  is  worthwhile  to  explore  it,  absolutely. 

Senator  Bricker.  One  more  question,  Mr.  Chairman.  Isn't  the 
open-end  mortgage  provision  of  the  new  bill  that  is  now  before  us 
subject  to  the  same  aouses  that  we  have  had  under  title  I,  except  thit 
the  bank  has  its  security  ? 

Mr.  Frentz.  I  am  prone  to  answer  that  question  in  this  fashion.  In 
the  open-end  mortgage,  the  homeowner  has  to  go  into  the  lender  to 
obtain  his  additional  line  of  credit.  Very  frankly,  we  have  been  think- 
ing seriously  of  requiring  all  homeowners  to  go  into  the  bank  and  get 
their  loans  in  the  bank.  Wlien  you  do  that,  you  will  eliminate  this 
irregularity  that  we  are  talking  about. 

I  want  to  point  out,  though,  when  I  make  that  recommendation,  tliat 
there  are  areas  of  the  country  where  the  homeowners  may  not  be  able 
to  do  that.  They  are  removed  far  from  the  lending  institution  thai 
they  may  be  doing  business  with.  I  grant  you  that  we  do  have  lenders 
in  almost  every  county  in  the  country,  but  there  are  certain  areas  where 
local  lenders  are  not  in  the  program  and  as  a  result,  those  people  in 
those  areas  may  not  be  able  to  get  the  financing  that  they  should  have 
or  would  want  to  have. 

But  in  that  point,  that  is  where  your  open-end  mortgage  probably 
will  be  perfectly  all  right. 

The  Chairman.  Did  you  have  before  you  a  list  of  the  categories  of 
items  that  you  insure?     (See  p.  1597.) 

Mr.  Frentz.  Let  me  interpret  your  question  a  moment.  You  want 
a  list  of  the  items  that  are  eligible  for  insurance  ? 
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The  Chaikman.  Eligible  for  improvements.  For  example,  do  you 
insure  loans  on  landscaping  and  barbecue  pits  and  fire  alarms? 

Mr.  Frentz,  Yes,  sir ;  we  do. 

The  Chairman.  Barbecue  pits? 

Mr.  Frextz.  Yes,  sir. 

The  Chairman.  Fire  alarms? 

Mr.  Frentz.  Yes,  sir. 

The  Chairman.  And  landscaping? 

Mi:.  Frentz.  Yes,  sir. 

The  Chairman.  What  else?     Plumbing? 

Mr.  Frentz.  The  question  of  eligibility  is  quite  a  broad  one.  Where 
you  start  with  this  home  of  ours,  you  can  start  on  the  outside  and  work 
in.  We  have  considered  the  language  of  the  statute — our  counsel  has- 
held  and  in  previous  meetings  that  any  improvement  upon  or  in  connec- 
tion with  the  structure  is  an  eligible  undertaking. 

Now,  we  have  no  problem 

The  Chairman.  Say  that  again,  please? 

Mr.  Frentz.  Any  improvement  upon  or  in  connection  with  the  exist- 
ing structure  is  eligible. 

The  Chairman.  I  ^less  vou  are  possibly  right.  Without  objection^ 
I  would  like  to  place  into  the  record  at  this  time  the  exact  language  of 
the  law,  and  I  am-reading  now  from  a  portion  of  it.     [Reading :] 

For  the  purpose  of  linanciiig  alterations,  repairs,  and  improvements  upoB 
or  in  connection  with  existing  structures  and  the  building  of  new  structures, 
upon  urban,  suburban,  or  rural  real  property — 

including  and  so  forth.  You  construe  this  to  mean,  then,  repairs  or 
improvements  upon  or  in  connection  with  existing  structures.  How 
would  you  qualify  a  fire  alarm  system  under  that? 

Mr.  Frentz.  A  fire  alarm  system  has  been  held  as  being  eligible 
because  it  becomes  a  part  of  the  wiring  system  of  the  structure.  This 
device,  this  fire  alarm  system  that  we  have  considered  as  being  elig- 
ible— our  General  Counsel — I  would  like  to  say  this,  gentlemen,  that 
I  am  responsible  for  title  I  operations  administratively.  1  am  not 
in  the  Legal  Division  and  I  am  not  writing  the  interpretations  of  the 
law  and  the  development  of  the  law.  But  fire  alarm  systems  are  wir- 
ing  deviees,  the  same  as  a  burglar  alarm  system  is  a  part  of  the  lighting 
system. 

The  Chairman.  Do  you  insure  burglar  alarms? 

Mr.  Frentz.  Tes,  sir. 

Senator  Ma YBANK.  In  houses? 

Mr.  Frentz.  Yes. 

The  Chairman.  Who  passes  upon  the  categories  of  items  or  the 
items  that  come  under  this? 

Mr.  Frentz.  Our  General  Counsel. 

The  Chairman.  Your  General  Counsel  ? 

Mr.  Frentz.  That  is  right. 

The  Chairman.  Does  it  work  like  this,  a  manufacturer  will  come 
in  and  say,  *'I  want  you  to  make  this  product  eligible  for'' 

Mr.  Frei^tz.  That  is  right ;  yes,  sir. 

The  Chahiman.  Oh^  that  is  the  way  it  works  ? 

Mr.  Frentz.  That  is  right.  I  would  like  to  make  this  comm6nty 
that  since  last  year  we  have  had  innumerable  products  submitted  to 
us.  America  is  on  the  move.  All  the  new  products  that  are 
being 
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The  Chairman.  And  you  have  been  passing  upon  those  yourself? 

Mr.  Frentz.  The  FHA. 

The  Chairman.  You  are  going  to  give  us  a  list  of  all  the  approved 
items? 

Mr.  Frentz.  It  would  be  a  tremendous  list,  Senator. 

Senator  Maybank.  There  is  no  doubt  about  that. 

The  Chairman.  Why  would  it  be  tremendous  ?  Haven't  you  passed 
upon  all  of  them  ? 

Mr.  Frentz.  We  will  endeavor  to  do  our  best  to  get  them  i^U,  if  we 
can. 

The  Chairman.  You  say  it  would  be  a  tremendous  list.  Do  you 
mean  a  hundred  items,  maybe  ? 

Mr.  Frentz.  Oh,  it  would  be  my  rough  guess  there  may  be  500  or 
600  or  more. 

The  Chairman.  500  or  600  items  to  be  sold  on  a  home  and  which 
you  will  insure? 

Mr.  Frentz.  Yes, 

The  Chairman.  Don't  you  have  any  of  them  with  you  ?  Give  us 
a  list  of  some  of  them.    Just  name  some  of  them,  will  you,  please? 

Mr.  Frentz.  I  am  reading  from  our  administrative  text  to  our 
regulations. 

The  Chairman.  Wait  a  minute.  Let  me  ask  you  this  question.  Do 
you  mean  500  or  600  different  categories  or  500  or  600 

Mr.  Frentz.  Products. 

The  Chairman.  Different  products? 

Mr.  Frentz.  Probably  so;  yes. 

The  Chairman.  I  don't  have  500  or  600  different  it^ms  in  my  home; 
do  I? 

Mr.  Frentz.  Yes. 

The  Chairman.  I  do?     You  mean  500  or  600  different  items? 

Mr.  Frentz.  When  you  come  to  structural  improvements,  there  can 
be  quite  a  list  of  improvements  that  will  go  into  an  average  house* 

The  Chairman.  Name  some  of  them. 

Mr.  Frentz.  Well,  take  curbside  walks,  sodding,  landscaping  in 
general.  We  will  take  sewerage  connection  to  the  main  sewers,  water 
connections,  gas  and  light  connections,  driveways,  garages.  On  the 
farms,  we  have  silos  and  outbuildings  of  various  types.  That  is  what 
I  meant  by  saying  that  there  are  hundreds  of  items. 

The  Chairman.  Don't  you  think  it  was  the  intent  of  Congress  that 
it  was  to  be  repairs  such  as  roofs,  sidings,  floors,  ceilings,  and  paint- 
ing? 

Mr.  Frentz.  The  Congress  wrote  into  the  law,  sir,  that  it  also 
includes  the  insurance  of  loans  for  the  erection  of  new  structures,  new 
nonresidential  structures. 

The  Chairman.  New  structures  meaning,  I  presume,  a  room  to  an 
existing  house. 

Mr.  Frentz.  No. 

Senator  Maybank.  Is  that  how  you  got  the  barbecue  pits  in? 

Mr.  Frentz.  The  so-called  barliecue  pits  were  an  improvement  to 
the  existing  structure. 

Senator  Maybank.  To  the  house? 

Mr.  Frentz.  Yes. 

Senator  Maybank.  That  is  out  in  the  yard. 
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Mr.  Frentz.  By  the  same  token,  sir,  the  driveway  and  the  land- 
scaping are  an  improvement  to  the  existing  structure. 

Senator  Brickbr.  I  don't  want  to  carry  this  too  far,  but  would  it 
•over  swinuninff  pools  ? 

Mr.  FteNTZ.  Yes. 

Senator  Bricker.  Lightning  rods? 

Mr.  Frentz.  Yes. 

Senator  Douglas.  Mr.  Chairman,  may  I  ask  a  question  ? 

The  Chairman.  Senator  Douglas. 

Senator  Douglas.  I  was  struck  with  one  of  your  replies  to  Senator 
Capehart's  questions;  namely,  you  said  that  you  would  authorize  loans 
3n  fire  alarms.     Is  this  fire  alarm  in  a  single-family  house? 

Mr.  Frentz.  The  fire-alarm  system  is  something  that  has  hit  us  like 
a  bolt  of  lightning,  sir,  about  a  year  ago,  and  I  do  not  mean  to  be 
facetious.  I  am  quite  concerned  over  fire  alarms  and  there  is  a  meet- 
ing in  Washington  this  very  week  by  the  manufacturers  because  I,  per- 
sonally, have  probably  accounted  for  the  fact  that  I  have  pricked 
their  bubble. 

Senator  Douglas.  I  am  trying  to  find  out  whether  you,  as  the  FHA, 
luthorize  loans  on  fire-alarm  systems  in  single-family  houses? 

Mr.  Frentz.  Yes,  sir. 

Senator  Douglas.  What  need  is  there  for  a  fire-alarm  system  in  a 
single-family  house  ?  I  can  understand  the  need  in  a  multiple-family 
dwelling. 

Mr.  Frentz.  You  are  asking  me  a  question  that,  perhaps,  a  fire- 
silarm  manufacturer  should  answer,  but  let  me  give  you  the  answer 
that  I  get  to  that  very  same  question.  They  come  in  and  they  show 
you  where  fire  has  broken  out  in  a  single-family  home  and  the  occu- 
pants have  burned  and  died.  They  say  that  it  is  necessary  for  their 
protection  and  necessary  for  their  own  life. 

Senator  Maybank.  If  a  person  didn't  wake  up  in  smoke  and  fire, 
wrould  they  have  such  a  powerful  fire  alarm  it  is  going  to  wake 
:hem  up  ? 

Senator  Douglas.  How  widespread  are  these  loans  on  firm  alarms  ? 
[s  this  merely  a  sensational  and  amusing  circumstance  that  we  are 
llustrating,  or  has  there  been  a  considerable  volume  of  that? 

Mr.  Frentz.  The  firm-alarm  business  started  approximately  last 
fall,  perhaps  even  earlier  in  the  summer.  That  is  where  we  first  started 
x>  have  our  trouble  with  this  fire-alarm  business. 

The  Chairman.  What  were  your  troubles  ? 

Mr.  Frentz.  To  me,  using  fear  psychology  in  selling  a  product  to  a 
lomeowner. 

The  Chairman.  Why  did  you  approve  it  ? 

Mr.  Frentz.  Our  counsel  was  of  the  opinion,  sir,  that  we  had  no 
)ther  choice  because  of  the  wording  of  the  statute. 

The  Chairman.  Did  you  come  before  this  committee  or  the  House 
Banking  and  Currency  Committee  and  ask  an  opinion  about  it? 

Mr.  Frentz.  Not  that  I  know  of,  sir. 

The  Chairman.  When  the  bill  was  before  us,  which  it  still  is,  did 
^ou  suggest  to  us  that  we  change  the  law  so  you  would  not  have  to 
•ule  that  fire  alarms  came  within  the  sphere  of  the  law  ? 

Mr.  Frentz.  I  have  discussed  this  question  with  our  counsel  on  a 
lumber  of  occasions  to  endeavor  to  find  out  whether  or  not  there  was 
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in  the  law  a  means  whereby  we  could  select  these  products  and  turn 
down  others;  in  other  worcls,  an  act  of  discrimination,  perhaps. 

The  Chairman.  What  did  your  general  counsel  tell  you? 

Mr.  Frentz.  Tliat  we  did  not  have  tlie  legal  right  to  do  so. 

The  Chairman.  Why  didn't  you  come  before  the  committee,  if  you 
thought  it  was  a  good  thing,  and  ask  for  the  legal  right  to  do  so? 

Mr.  Frentz.  Sir,  we  are  here  now.  I  will  say  this,  sir,  tiiRt  I  am 
limited  in  answering  a  question  of  that  type.  Others  have  been 
before  me. 

The  Chairman.  Who  is  the  General  Counsel  of  FHA,  pjlease? 

Mr.  Frentz.  Mr.  Howard  Murphy  is  now  the  Acting  General 
Counsel. 

The  Chairman.  Who  was  the  General  Counsel  ? 

Mr.  Frentz.  Mr.  Bovard. 

The  Chairman.  How  long  has  he  been  there  ? 

Mr.  Frentz.  Since  1935,  Mr.  Hollyday  says. 

The  Chairman.  He  has  been  there  since  the  inception  of  the  law? 

Mr.  Frentz.  I  believe  so. 

The  Chairman.  When  did  he  leave? 

Mr.  Frentz.  A  week  or  two  ago. 

The  Chairman.  Then  he  is  the  gentleman  with  whom  you  consulted 
last  year  and  who  made  the  ruling  that  fire-alarm  systems  came  within 
the  scope  of  the  law  ? 

Mr.  Frentz.  We  consulted  with  the  entire  Legal  Division  in  con- 
nection with  our  entire  operation. 

Senator  Douglas.  Mr.  Chairman? 

The  Chairman.  Senator  Douglas. 

Senator  Douglas.  Do  you  approve  of  loans  on  dog  kennels?  Are 
these  eligible  for  FHA  guaranty  ? 

Mr.  Frentz.  I  have  not  seen  that  come  in  as  an  eligibility  question. 

Senator  Douglas.  You  could  not  swear  that  it  might  not? 

Mr.  Frentz.  No,  I  could  not,  sir. 

The  Chairman.  You  said  earlier  in  your  testimony  that  this  sias 
a  pump-priming  law.  I  think  it  is.  The  water  is  running  all  over 
everything. 

Senator  Bush.  Mr.  Chairman? 

The  Chairman.  Senator  Bush. 

Senator  Bush.  You  were  about  to  get  into  the  question  of  in- 
creased participation  of  banks  in  the  risk  through  these  loans  a  little 
while  ago.  Then  we  got  into  another  angle.  Would  you  take  that  up 
right  there?  You  were  going  to  make  some  suggestions  as  to  how 
the  banks  might  be  expected  to  participate  to  a  greater  extent  in  the 
risk  of  these  insured  loans.  I  would  like  very  much  to  have  you  de- 
velop that  thought. 

Mr.  Frentz.  I  feel  this  way,  that  in  making  this  title  I  a  sound 
operation,  that  heretofore,  thV  lendir  ^  institutions  have,  in  eflFect 
had  full  insurance  coverage.    W  S^j,^^^j^  morning.    And 

that,  perhaps,  one  of  the  faihr  ■jiff^HI'^.^^y  ^®"^  ^ 

word  a  failure,  is  that  thiMv  i  ^        Tl^^j^^  ^^  ^^?  f^ 

between  private  industry  »» 
tion  in  the  risk  may  level  < 
w^.  now  face  t^" 

Certainh  ^ 

boom  peri 
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ivtt  been  a  much  more  caivfiil  scrutiny  nut  only  of  the  products,  but 
so  of  the  dealm*s  themselves,  utid  the  t yf>e  nf  denlerH  and  the  type  uf 
letr^men. 

Senator  Busii.  That  is  exactly  Mie  point  I  wnn  trying  to  develop  this 
oriiing,  hut  I  wish  yon  would  develop  it  further. 
How  won  hi  you  think  tlrnt  tlie  law  or  the  iTguIations  might  he 
iniiire*] — we  are  more  interested  in  the  hiw  right  now — so  as  ti*  re- 
lire  more  realistic  particnpatioii  in  tlie  risk  on  the  part,  of  the  lender^ 
Mr,  Frentz,  There  are  a  number  of  ditlerent  ways  of  doing  it  but 
e  also  endeavor  to  do  it  In  the  most  businesslike  fashion  and  the 
punest  tiJid  rlenrest  fashion,  treating  everyone  across  it  eqnally* 
n©  very  simple  way  of  doinjr  it,  for  example,  is  when  a  claim  for 
ss  comes  in,  instead  of  i)aymg  that  claim  for  loss  1(H)  cents  on  a 
>llar,  perhaps  [lay  a  (jortion  of  that  claim,  80  or  90  or  95  percent 
'  that  claim. 

I  make  this  point,  that  1  believe  it  is  not  so  much  a  matter  of  dollars 
a  lending  institution  but  if  you  have  tliem  sustain  a  loss  of  principal, 
len  they  have  to  go  before  their  senior  offii-er  and  explain  that  loss 

principah  Then  that  makes  immediately  the  senior  officers  of 
le  institntion  to  si-rutiuize  the  lending  o] aerations  of  those  dow*n  on  the 
*in|jf-line  making  these  consumer-credit  loans.     So,  in  our  general 

inking,  as  mentione<l  by  the  Commissioner  this  morning 

nie  CiiAiKMAX.  Will  you  vield  just  one  moment?  I  am  going  to 
ive  to  leave  here  sliortly  and  I  want  to  make  a  statement  before  I  do 
determine  whether  we  will  call  Mr.  Holly  day  again.  I  want  to  ask 
r,  HoUyday  a  question,  Tlien  we  can  )>rweed  with  this  hearing 
we  car«  to. 

Mr.  Holly  day,  now  that  Mr.  Powell  has  refnsetl  to  testify  on  section 
>8,  he  Wing  the  man  in  (iovermnent  who  handled  it  from  its  incep- 
i>n  down  to  the  present  time— anil  I  was  informed  he  knows  more 
x>ut  it  than  anyone  else,  being  the  senior  administrative  officer  hail- 
ing it — who  else  over  there  can  we  call  to  give  us  some  information 
\  section  008  ?  As  yon  know,  at  tlie  dii*ection  of  the  President,  the 
|tertml  Revenue  Service  delivered  to  us  this  morning  the  names  of 
■0  concerns  who  have  mortgaged-out  on  section  008,  meaning  that 
W  hav'.*  taken  out  moi-e  money  than  the  cost  of  the  project  and  in 
•nv  in^-tancea  they  have  declared  big  dividends.  Who  m  it  over  in 
HA!  Maybe  it  is  yourself.  Yon  liave  lx*en  there  a  year.  Who  can 
iw  us  the  infornnition  that  we  ought  to  have  on  it? 
While  section  t)08  expired  in  11V.V0  and  there  has  been  no  action  nnder 
?ince,  or  no  hiaus  niade  since  lDr>0,  section  iiV^  in  the  proposed  act 
al  pog^ildy  section  203  and  military  housing  ai-e  susceptible  to  the 
itne  mri  of  iri'eeiilarities  as  sect  ion  (>0H,  We  would  like,  as  a  com- 
ifO'^,  to  make  certain  thiit  we  tighten  the  hiw  with  respect  to  those 
Iks  nml  n  ny  otla^rs  ( Eiat  I  didivt  uientHHi,  Who  can  give  us  the  infor- 
ation  that  wc  think  wc  ought  to  have  in  respect  to  section  008^  since 
r.  Powell  refuses  to  (estify, 

Mr.  HoLi,vn\Y»  Senator,  I  Ijelieve  that  Mr.  Perce  who  is,  I  think,  an 
torr*t*y  na  well  as  tlie  rigtit-hand  man  in  that  operation,  would  be  an 
rellfnt  person  for  this  coniTnittee  to  invite  here. 
Tilt*  CfiAiiiMAx.  W\mt  is  his  (irst  name? 
Mr.  Houm^AY*  Le  Grand  Perce, 

It*  Cii^uKMAK,  What  is  his  title! 
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Mr;  HoLLYDAT.  I  think  it  is  Associate  General  Counsel,  assigned  to 
the  multiple-housing  unit. 

The  Chairman.  The  General  Counsel  of  the  FHA  is  likewise  the 
General  Counsel  who  would  handle  section  608  matters? 

Mr.  HoLLTDAY.  The  General  Counsel?    Mr.  Bovard  is  General 
Counsel  for  all  operations;  yes,  sir. 

The  Chairman.  And  Mr.  Bovard  has  been  asked  to  resign  and 
refuses  to  do  so? 

Mr.  Hollyday.  That  I  do  not  know,  sir. 

The  Chairman.  Those  are  the  facts.  Mr.  Murphy  has  been  ap- 
pointed to  take  his  place ;  is  that  a  fact  ? 

Mr.  HoLLYDAY.  Mr.  Murphy,  in  my  opinion,  sir,  is  one  of  the  nwik 
able  attorneys  I  have  ever  met,  and  I  relied  on  him  a  great  deal. 

The  Chairman.  He  has  only  been  there  a  short  time.  Mr.  Bovard 
has  been  there  from  the  beginning  of  the  law,  you  say  ? 

Mr.  HoLLYDAY.  Mr.  Murphy  has  been  there  a  long  time,  and  he  is  a 
very  capable  person. 

The  Chairman.  He  has  been  there  many  years  too,  has  he? 

Mr.  HoLLYDAY.  Yes,  sir. 

The  Chairman.  And  he  ought  to  know  all  the  committee  migM 
want  to  know  on  it? 

Mr.  HoLLYDAY.  Yes,  sir ;  he  should. 

The  Chairman.  We  have  over  7,000  section  608  cases.  As  I  said 
a  moment  ago,  the  Internal  Revenue  Service  has  turned  over  to  us 
1,149  of  them.  I  might  say  for  the  benefit  of  the  press  so  that  yoi 
won't  be  telephoning  us — not  that  we  are  not  delighted  to  talk  t5 
you  about  anything  and  everything — that  until  the  committee  makes 
a  ruling  as  to  how  we  handle  these  1,149  cases,  the  names  will  not  be 
given  out.  However,  I  think  the  Internal  Revenue  Service  htf 
already  given  you  the  number  of  cases  in  each  respective  State. 
You  have  that.  That  is  as  much  information  as  the  law  will  per- 
mit us  to  give  at  the  moment  or  until  we  can  decide  what  the  com- 
mittee wishes  to  do  with  it. 

I  will  say  this,  that  there  is  no  question  but  what  the  committee 
will  call  as  witnesses  before  it  many,  many  of  the  concerns  among  the 
list  of  1,149  for  questioning,  and  we  will  do  that  just  as  soon  as  ^e 
can  report  out  this  present  bill  and  come  to  our  conclusions  as  to 
what  ought  to  be  done  with  it. 

Have  you  anything  further,  Mr.  Frentz? 

Senator  Busii.  At  your  convenience,  I  would  like  to  pursue  mj 
question. 

The  Chairman.  Senator  Bush. 

Senator  Bush.  Will  you  take  up  where  you  left  off  there  again  about 
the  banks? 

The  Chairman.  Will  you  yield  just  one  moment  because  I  may  be 
leaving. 

Tomorrow  at  10  o'clock  our  witnesses  will  be  Mr.  Albert  M.  Cole 
and  Mr.  Walter  L.  Green,  the  former  Deputy  Commissioner  of  FHA, 
and  a  representative  of  the  General  Accounting  Office.  Those  will  be 
our  witnesses  at  10  o'clock. 

Then  on  Wednesday  we  have  the  National  Association  of  Home 
Builders  and  the  Mortgage  Bankers  Association,  and  on  Thursday 
the  National  Association  of  Real  Estate  Boards,  the  American  Bank- 
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n^r^  Association,  the  Life  Insurance  Association  of  America,  and  the 
iiatumal  Association  of  Mutual  Savings  Banks.  They  will  be  with 
us  on  Thursday. 

Senator  Fiiear.  Mr.  Chairman,  may  I  put  something  in  the  record 
that  I  asked  for  on  Mr.  Hollyday's  background  this  morning?     He 
,  fcts  supplied  it  and  I  would  like  to  present  it  for  the  record. 

The  Chairman.  I  think  we  ought  to  read  it  for  the  benefit  of 
everyone. 
i      Senator  Frear.  Very  well. 
1      The  Chairaian  (reading) : 

4  Besignedas— 

President.  Title  Guarantee  Co. 

■  t  Vice  president,  Randall  Wagner  &  Co.  Inc. 

Member,  board  of  trustees.  Savings  Bank  of  Baltimore 

Member,  board  of  trustees,  Loyola  Federal  Savings-Loan  Association 

To  become  Commissioner  of  the  Federal  Housing  Administration 

-   Fresently: 

Chairman  of  board.  Council  of  Churches  of  Maryland  and  Delaware 

I         President,  Fight  Blight  Inc. 

I         Member,  board  of  directors,  the  Fight  Blight  Fund 
W  flit  President: 

Mortgage  Bankers  Association  of  America 

.         Real  Estate  Board  of  Baltimore 

Alumni  Association,  Jothns  Hopkins  University 

•Senator  Bush.  Would  you  mind  going  back  to  where  we  were,  Mr. 
':  FrentZjand  go  ahead  with  your  explanation  as  to  how  the  banks  might 
Iwome  greater  participants  in  this  risk? 

Mr.  Frentz.  I  said  that  when  a  claim  came  in  for  us  to  certify  and 
to  pay,  instead  of  heretofore  paying  100  cents  on  the  dollar  in  that 
d«im  we  would  only  pay  a  ratio,  a  proportion.  That  would  definitely 
€M9e,  in  my  opinion,  lending  institutions  to  look  at  all  their  loans  and 
look  at  them  very  carefully. 

p      We  can  do  that  without  redtape  and  without  extra  forms  and  extra 

[   expense. 

[      Senator  Bush.  Does  that  require  any  change  in  the  law,  in  your 

f  opinion? 

I      Mr.  Frentz.  Possibly  it  would.     Our  counsel  was  of  the  opinion 

[    Itst  fall  when  we  discussed  this  that  perhaps  we  could  do  it  without 

[    »  change  in  the  law.     But  I  personally  feel  that  if  we  had  it  in  the  law 

■  by  Congress,  that  would  give  it  more  support  and  more  weight  and 
r    perhaps  be  better  for  all  concerned,  rather  than  to  put  it  in  the  hands 

of  the  Administration  and  from  time  to  time  having  changes  made 
in  it. 

^      Senator  Bush.  You  really  recommend,  then,  that  the  law  be  modi- 
fied or  amended  so  as  to  provide  for  it  ? 

Mr.  Frentz.  I  make  this  recommendation,  sir,  that  it  is  one  means 
of-^  very  effective  means  of — tackling  this  problem  that  we  face  to- 
d»y.  We  discussed  it  at  quite  some  length  last  summer  in  this  advisory 
committee  of  ours.  There  was  considerable  thought  across  the  coun- 
^  in  opposition  to  such  a  plan. 

There  was  feeling  that  the  small  country  bankers,  for  example, 
voald  drop  out  of  the  progi-am  entirely,  that  if  they  had  to  pay  a 

ivemium  and  not  get  full  insurance  they  should,  or  would  go  ahead 

and  drop  out  of  this  program.    There  is  quite  a  divided  opinion  on 

the  subject. 
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Those  who  are  affainst  the  idea  are  very  strongly  against  it. 

Senator  Bush.  Tney  are  against  it  because  they  think  it  would  re- 
sult in  supplying  less  credit  for  the  renovation  and  improvement 
loans. 

Mr.  Frentz.  That  is  right,  sir. 

Senator  Bush.  Which  would  suggest,  then,  that  a  lot  of  the  credits 
that  are  being  made  are  not  very  good  but  they  are  being  made  because 
of  the  Government  protection,  is  that  right? 

Mr.  Frentz.  No;  I  would  not  say  that  the  credits  are  not  good.  I 
believe  they  are  looking  forward  to  the  time  when  they  may  want  more 
protection.  They  don  t  need  it  now  in  the  sense  that  their  record  has 
been  excellent. 

We  have  outstanding  in  the  hands  of  lending  institutions,  gentle- 
men, a  billion  and  a  half  dollars.  That  is  our  approximate  outstand- 
ing in  title  I  loans  today  in  the  hands  of  banks  across  the  country. 
Our  delinquency  on  that  paper,  90  days  and  over  delinquency,  as  of 
the  first  year,  was  1.1  percent. 

So,  if  there  was  a  rampant  breakdown  of  this  system  across  the 
country,  I  think  it  would  be  reflected  in  the  delinquencies  of  this 
paper.  The  losses  have  not  been  high  at  all  up  to  the  present  time. 
I  grant  you  that  we  have  had  the  economy  in  our  favor,  as  you  can  weD 
appreciate.  But  bear  in  mind  the  average  note  is  around  36  months  in 
maturity.   The  medium  is  around  32  or  33  months  in  maturity. 

Basically  you  are  making  a  loan  to  a  homeowner  and  he  honors  his 
debt.  It's  oniy  when  you  have  unemployment  and  strikes  and  catas- 
trophes of  that  kind  that  you  have  any  mass  default. 

So  our  usual  defaults  are  the  human  defaults  of  marital  troubles, 
sickness,  death,  loss  of  a  job  and  so  on. 

So  f inidamentally  this  progi'am  is  sound  to  its  very  core,  as  far  as 
doing  the  job  it  should  be  doing.  Our  difficulties  are  with  this  fringe 
element.  Very  frankly,  they  are  our  big  problem.  I  wish  I  comd 
share  this  problem  with  you,  in  tlie  sense  that  we  want  to  eliminate 
this  fringe  without  its  burdening  the  other  09  percent  of  the  dealers 
and  operators  with  restrictions  that  they  themselves  find  difficult! 
to  operate  under. 

Senator  Bush.  The  fringe  problem  you  speak  of  is  the  rack^eer 
problem  that  we  were  discussing  this  morning? 

Mr.  Frentz.  That  is  right. 

Senator  Bush.  That  is  the  fringe  problem  ? 

Mr.  Frentz.  That  is  right. 

Senator  Bush.  Wouldn't  that  problem  exist  whether  or  not  the 
FHA  insured  these  renovation  loans? 

Mr.  Frentz.  In  fact,  sir,  we  have  a  procedure  whei-eby  we  eliminate 
those  people  from  the  program  when  we  come  across  them  or  find 
out  about  it.  We  have  a  procedure  which  we  call  our  precautionary 
measures.  In  precautionary  measures  where  we  find  that  this  condi- 
tion exists  with  a  salesman  or  a  dealer  or  a  group  of  people  and  ^ 
are  able  to  tie  it  down  and  put  our  finger  on  it,  we  then  issue  precao-; 
tionary  measures  against  those  people  and  we  say  that  "'any  business 
you  may  do  from  now  on  the  customer  has  to  come  in  to  the  bank  and 
sit  down  with  ilr.  Banker  and  sign  the  papers  in  front  of  Mr.  Banker.' 

We  take  those  measures  against  these — ^I  wiU  term  them  racketeers— 
where  we  have  the  facts  and  we  can  put  our  thumbs  on  them  and  tie 
them  down. 
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We  have  placed  on  our  so-called  precautionary  list  approximately 
1,300  of  these  people  since  1950.  We  haven't  been  sleeping  on  this.  I 
>ay  that  we  have  done  the  best  we  could  with  the  tools  that  we  had  to 
io  it  with.  I  gjrant  you  that  perhaps  we  should  come  back  and  have 
3ur  meetings  with  you  and  tell  you  our  problems  more.  This  is  the 
Brst  opportunity  that  I  have  had  to  do  that. 

The  Chairman.  It's  your  own  fault.  I  hand  you  73  questions 
t?hich  I  wish  you  would  answer  in  writing  for  us  and  have  them,  if 
jTou  poBfiiWy  can,  by  Thursday.    (See  appendix,  p.  1879.) 

Mr.  Frentz.  I  will  be  glad  to. 

The  Chairman.  I  do  this  because  you  are  the  ranking  administra- 
ive  oflBcer. 

Senator  Lehman.  I  am  asking  this  question  purely  for  the  record. 
Vhile  it  is  quite  possible  that  certain  homeowners  suffered  loss  or 
ardship  by  reason  of  unreasonable  cost  of  their  repairs  or  because 
fiey  wei-e  pefsuaded  to  undertake  projects  for  which  they  had  little 
V  no  use,  oo  I  understand  correctly  that  so  far  as  the  Federal  Govern- 
lent  is  concerned  it  suffered  no  loss  in  connection  with  title  I? 

Mr.  Frentz.  That  is  correct,  sir. 

Senator  XiEhman.  None  at  all  ? 

Mr.  Frentz.  That  is  correct,  sir. 

Senator  Lehman.  The  premium  fully  covered  or  somewhat  more 
lan  covered  the  losses  that  came  by  reason  of  the  guaranties  ? 

Mr.  Frentz.  That  is  correct,  sir.  Since  1939  we  have  been  entirely 
jlf-supporting. 

The  Chairman.  Wliat  is  outstanding  at  the  moment,  how  many 
lillion  ? 

Mr.  Frentz.  One  billion  five  hundred  million. 

Senator  Lehman.  Mr.  ^ollyday,  I  don't  know  whether  you  testified 
Q  that  point.     Do  you  concur  in  that  statement  of  Mr.  Frentz  ? 

Mr.  HoLLYDAY.  Yes,  sir. 

The  Chairman.  How  many  account^  are  in  arrears  at  the  moment? 

]JIr.  Frentz.  I  would  say  approximately  1  percent,  sir,  that  is,  90 
ays  and  over.    We  consider  an  account  in  arrears 

Tlie  Chairman.  The  General  Accounting  Office  will  testify  on  that 
ibject  tomorrow.    You  say  1  percent? 

Mr.  Frentz.  Let  me  make  this  clarification  for  the  record.  Our 
gure  of  1  percent  is  based  upon  90  days  and  over  in  default.  In 
ther  words,  people  will  be  a  week  or  2  weeks  or  3  weeks  in  default 
r  30  days  in  default  and  be  cured. 

The  Chairman.  As  I  said  this  morning,  we  are  not  concerned  about 
16  losses  to  the  Federal  Government  at  the  moment  or  in  the  past  or 
I  the  future.  What  happens  is  that  if  the  account  becomes  in  arrears, 
■  the  bank  can't  collect  it  after  using  every  conceivable  effort  on  its 
Birt,  then  it  turns  it  back  to  the  Federal  Government.  Then  the 
ederal  Government  turns  it  over  to  whom,  the  Attorney  General  ? 

It  only  makes  sense  that  the  people  are  going  to  pay  the  Attorney 
eneral  of  the  United  States  because  if  they  don't  pay  him,  you  know 
hat  happens  if  you  fail  to  pay  the  Government.  Certainly  you  are 
>ing  to  have  a  good  record.  We  are  concerned  about  that,  of  course, 
it  we  are  more  concerned  about  the  advantage  that  has  been  taken  of 
terally — what  we  hope  is  not  true  but  we  are  fearful  it  is — tens  and 
ns  of  thousands  of  Americans. 
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The  way  it  works,  the  Federal  Government  becomes  the  collectoi 
I  don't  mind  telling  you,  I  have  never  had  any  experience  with  i 
but  I  think  I  would  be  afraid  of  a  Federal  collector.  I  think  the  aver 
age  person  is  because  they  know  the  power  of  the  Federal  Government. 
They  know  the  Federal  Government  has  the  power  to  reach  right  in 
and  take  everything  that  they  have,  and  they  have  paid. 

Certainly  you  are  going  to  have  a  good  record  and  you  have  had 
because  you  nave  got  the  Federal  Government  100  percent  behind  you. 
]  f  a  man  does  not  pay,  the  Federal  Government,  through  the  Attorney 
General,  takes  jurisdiction  and  I  can  imagine  what  happens  when  the 
Attorney  General's  agent  shows  up  at  some  home  and  says,  '"Here,  I 
represent  the  Attorney  General  of  the  United  States  and  you  owe  X 
amount  of  money."    They  collect  it,  I  suspect,  in  every  instance. 

Senator  Bricker,  I  have  one  more  question.  What  has  been  the 
record  of  the  lending  institutions  as  to  losses?  Have  you  got  that 
figure? 

Mr.  Frentz.  Yes,  sir;  I  mentioned  it  a  moment  ago.  Our  total 
claims  to  lending  institutions  since  1934  are  approximately  2.3  percent 
of  the  total  volume.  Currently — when  I  say  currently,  let  me  make 
this  comment.  Beginning  in  1950  we  entered  into  what  we  termed  an 
insurance  program.  Our  losses  since  1950  on  the  total  volume  insured 
are  approximately  eight-tenths  of  1  percent.  I  am  sorry,  not  the  losses. 
That  is  a  correction.    Our  claims  to  banks,  claims  to  lenders. 

The  Chairman.  If  you  have  such  a  fine  record,  would  you  have  any 
objection  if  we  reduced  the  10-percent  guaranty  on  the  part  of  the 
Government  to  5  percent  or  3  ? 

Mr.  Frentz.  !No. 

The  Chairman.  You  would  have  no  objection  to  that?  If  there  is 
nothing  further,  gentlemen,  we  will  stand  in  recess  until  10  o^clock 
tomorrow  morning.    Thank  you. 

(Whereupon  at  3 :  20  p.  m.,  the  committee  recessed,  to  reconvene  at 
10  a.  m.,  Tuesday,  April  20, 1954.) 
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TUESDAY,  APRIL  20,   1954 

United  States  Senate, 
Committee  on  Banking  and  Currency,- 

Washington,  D.  C. 
mmittee  met,  pursuant  to  recess,  in  room  318,  Senate  Office 
,  at  10:20  a.  m..  Senator  Homer  E.  Capehart  (chairman) 

t :  Senators  Capehart,  Bennett,  Bush,  Beall,  Payne,  Maybank, 
)uglas,  and  Lehman. 

lAiRMAN.  The  committee  will  please  come  to  order.    Our  first 
ill  be  Mr.  Cole. 
le,  will  you  be  sworn,  please  ? 

solemnly  swear  to  tell  the  truth,  the  whole  truth,  and  nothing 
uth,  so  help  you  God  ? 

NT  OF  ALBEKT  M.  COLE,  ADHINISTBATOB,  HOTTSINO  AND 
HOME  FINANCE  AGENCY 

LE.   I  do. 

LAiBMAN.  Mr.  Cole,  do  you  have  a  prepared  statement  ? 

LE.  No,  Mr.  Chairman,  I  do  not. 

[AIRMAN.  Do  you  wish  to  make  a  statement  before  we  ask  you 

? 

LE.  If  it  is  satisfactory  with  the  chairman  and  the  conjmittee, 

ke  a  brief,  preliminary  statement. 

[AIRMAN.  Suppose  you  proceed,  then,  in  your  own  way. 

)LE.  Mr.  Chairman  and  members  of  the  committee,  I  am 

)  have  the  opportunity  to  appear  before  this  conmiittee  to  dis- 

you  problems  of  our  mutual  interest  in  providing  assistance 

)ple  of  America  to  obtain  decent  homes  in  good  communities, 

es  in  which  they  live. 

rpose.  here,  today,  I  am  sure,  is  to  establish  the  fidelity  and 

'ity  oi  the  agencies  dealing  with  the  people,  with  the  lenders, 

)uilders,  and  with  the  home  buyers. 

to  say  that  in  the  year  in  which  I  have  been  Administrator,  I 

the  complete  cooperation  on  the  part  of  people  in  the  Agency, 

I  believe  there  are  thousands  and  thousands  of  fine,  honest, 

liployees  in  this  Agency. 

difficult  thing,  of  course,  when  we  commence  to  investigate, 

ine  in  what  way  the  machinery  may  have  broken  down.     Our 

therefore,  Mr.  Chairman,  is  to  present  to  you  facts  concern- 

we  believe  may  have  been  some  breakdown  in  the  machinery, 

i37a 
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and  then  discuss  with  you  what  we  may  do  and  what  Confess  may  do, 
and  this  conunittee  may  do,  to  tighten  up  the  organization,  the  pro- 
grams and  the  procedures  in  order  that  the  Agency  may  do  the  job  that 
you  expect  it  to  do. 

In  that  connection,  Mr.  Chairman,  I  find  that  the  people  of  America 
believe  in  this  approach.  I  find  that  the  industry  groups  believe  in 
this  approach.  1  find  that  builders  and  lenders  all  over  the  ciMiiitry 
are  just  as  much  interested  in  developing  a  sound  organization  as  m 
are, 

I  want  to  read  to  the  committee,  if  I  may,  a  letter  I  received  last 
night  from  the  National  Association  of  Home  Builders.  It  is  dated 
April  17, 1954.    This  is  signed  by  Mr.  R.  G.  Hughes,  president : 

Mr.  Albert  M.  Cole, 

Adtninistrator,  Housing  and  Home  Finance  Agency,  Washington,  D.  C. 

Dear  Mr.  Coi^:  Tlie  National  Association  of  Home  ISnilders  welcomes  a  full 
factual  investigation  into  alleged  abashes  in  the  emergency  jwstwar  eonstructioo 
of  FHA-insured  rental  housing.  We  also  welcome  a  factual  and  complete  in- 
vestigation into  alleged  abuses  of  the  title  I  repair-loan  section  of  the  FHA. 

The  home-building  industry  will  not  condone  any  fraud  against  the  hom^ 
buying  public  or  the  United  States  Government.  If  any  such  frauds  have  been 
<?ommitted»  they  should  be  fully  prosecuted. 

NAHB*8  objective  is  to  provide  homes  that  are  needed  for  the  families  of 
America.  These  homes  should  be  provided  at  the  least  possible  competitive  cost 
and  the  greatest  possible  comfort,  livability  and  design. 

The  home-building  industry  directly  employs  a  million  on-site  construction 
workers  and  perhaps  four  times  that  number  earn  their  livelihood  in  the  related 
Industries  that  supply  lumber,  concrete,  steel,  appliances,  and  other  produdi 
for  the  home.  Kach  year  it  creates  more  than  ;?i:2  billion  of  real  wealth  for  the 
American  economy.  Therefore,  our  interest  at  this  time,  as  always,  is  to  provide 
the  homes  that  Americans  need  and  make  our  t>[)ntribution  to  the  Nation's 
eciniomy. 

In  ortler  to  do  this,  it  is  extremely  important  that  a  good,  practical  housing 
bill  l»e  luissed  without  delay.  Since  all  of  the  new  and  forward-looking  progranis 
of  the  bill  now  l)eing  considereil  are  dependent  upon  a  good,  workable  FHA,  and 
sluc<»  the  FHA  has  been  the  backbone  of  our  industry,  we  urge  you  to  take  necefi- 
»Hry  steps  to  restore  the  cimtident*e  of  the  iieople  in  the  integrity  of  the  Federal 
Housing  Administration.     We  pleilge  our  cinn^eration  toward  these  objectives. 

(Signed)   R.  G.  Huohes. 

SiM\utor  MAYB.VXK.  Mr.  Cole,  thiit  is  a  very  excellent  letter,  and  I 
thonMi^hlv  agi'ee  that  is  tlie  way  nu)st  of  the  home  buildei^  or  hoosiflg 
iHHU>lo  fwl,  T^ut  now  we  have  serine  1,149  eases  that  you  are  very  well 
t^tniliar  with,  that  run  tvom  110  to,  I  think,  140  percent  overcharge. 

Mi\  Coix.  They  run  from  1(X)  percent  to  over  150  percent,  sir. 

tH'>natiJ>r  Mayiunk.  Well,  now,  would  you  believe  it  a  good  idea  to 
l>ubUs}\  tJu>  names  of  these  people? 

Mr*  Vvxx.  Senator,  I  l^elieve  in  complete  and  absolute  goldfish- 
Ik>wI  ojHn^tUions. 

8^u»ti>r  Mayii^vnk.  I  am  ^lad. 

Mr,  i\aK,  May  1  point  t>ut  o  i  thin^jtb^^t  connection?  ft 

i^si  m>t  nv>'  judgment  that  all  c  "  |e6  ^^^^B^H^^  would  be  ii^ 

YolvvH.1  iu  iUe^il  mort^airi  ^ 

w^  mi^sht  m^t  thoughts  or 
{<v>  it  anddu^  ixvur  aj 

I  think  iuo 
law  iH 

Mi\^ 
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ator  Maybank.  So  these  houses  could  be  built  at  the  lowest 
le  cost,  for  tlie  benefit  of  the  public.  I  didn't  charge  these  people 
ihat 

Cole.  Oh,  no.  Senator  Maybank,  in  following  through  with 
i  of  caution  which  I  had,  I  want  to  do  everything  possible  to 
t  those  who  are  not  guilty  of  the  violation  of  any  law,  and  there- 
f  a  man  has,  as  I  have  put  it  before,  if  a  man  has  outguessed  an 
iser,  and  thus  constructed  his  project  at  less  cost  than  the  in- 
;e,  or  mortgage,  he  would  be  in  a  different  position, 
ator  Maybank.  He  certainly  would,  but  I  want  to  write  this 
he  can't  outguess  them. 

m  we  had  an  off-the-record  meeting  here  with  you,  and  you 
lat  you  and  your  organization  would  try  and  help  out,  with  the 
edge  that  you  have,  to  help  us  to  get  these  titles  that  still  exist, 
:  they  can't  outguess  the  appraisers — I  don't  know  whether  you 
it  or  not,  but  I  think  in  some  of  these  other  titles,  they  have 
;ssed  the  appi'aisers.  Would  I  be  wrong? 
Cole.  Sir? 

itor  Maybank.  I  think  in  some  of  the  other  titles  they  have 
jssed  the  appraiser. 

Cole.  That  would  not  be  entirely  impossible. 
Chairman.  Mr.  Cole,  do  you  think  the  proposed  legislation 
before  this  committee,  which  has  already  passed  the  House  of 
sentatives,  can  be  tightened  up,  or  ought  to  be  amended  to  avoid 
eged  irregularities  that  we  have  been  reading  about  and  talking 
3ver  the  past  10  days  ? 

Cole.  Mr.  Chairman,  I  think  in  connection  with  the  section  213 
e  section  207  program,  that  perhaps  this  committee  should  con- 
idding  to  them  the  certification  with  respect  to  the  so-called 
iging-out  feature. 

[i  respect  to  title  I,  it  is  my  judgment  that  there  is  sufficient  law 
a  the  books  to  operate  the  title  I  program  effectively  and  sat- 
•rily.  I  do  have  some  suggestions  which,  if  the  conmiittee  is 
ted,  I  will  present  to  the  committee  for  consideration.  Most 
n  are  administrative  procedures  and  reflations  which  can  be 
3red  to  assist  in  tightening  the  organization  and  procedure 
»spect  to  title  I. 

Chair3Ian.  Now,  Mr.  Cole,  will  you  just  yield  one  moment? 
-  to  place  in  the  record  at  this  time  titles  in  the  proposed  legis- 
which  might  w^ell  be  susceptible  to  the  same  sort  of  abuses 
3  have  been  reading  about. 

mt  to  say  that  these  titles  were  recommended  by  you,  recom- 
i  by  the  administration,  recommended  by  the  builders,  the 
ige  lenders,  and  everyone  else,  and  I  think  I  am  correct  in  this, 
n  not,  I  want  to  be  corrected — not  one  single  word  was  said 
i  them  by  any  witness,  administration  witnesses  or  industry 
3es. 

Cole.  Or  nonindustry  witnesses. 
Chairman.  Or  nonindustry  witnesses,  that  the  thing  that  we 

dently  now  uncovering  could  happen.    I  want  to  show  you 

tor  Maybank.  They  said  it  couldn't  happen. 

Chairman.   They  have  been  repeatedly  telling  us  it  couldn't 
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Here  is  section  207,  rental  housing.  The  mortgage  must  not  exceed 
80  and  90  percent  of  the  estimated  vakie.  Without  objection,  1  am 
ffoing  to  place  these  in  the  record,  that  the  Senators  might  well  see 
this  when  we  get  to  considering  the  matter. 

Here  is  section  203,  where  the  percentage  of  the  mortgage  that  the 
Government  will  insure  is  95  percent,  and  the  same  language  as  we 
have  had  in  the  old  bills. 

Section  8  is  called  Sale  Housing,  and  it  is  95  percent  of  appraised 
value,  which  is  susceptible  possibly  to  the  same  sort  of  abuse. 

Here  is  section  220.  That  is  a  new  section  which  we  heard  a  lot 
about.  It  talks  about  90  percent  of  estimated  value,  including  land 
and  other  fees  and  charges. 

The  same  type  and  principle  as  the  old  section  608,  and  it  is  sus- 
ceptible to  the  same  sort  of  abuses. 

Section  221  is  100  percent  mortgage  guarantee,  and  40-year  loans. 
That  is  susceptible,  we  believe,  to  the  same  sort  of  abuses. 

And  finally  we  have  section  213  which  is  cooperative  housing,  whiA, 
of  course,  is  susceptible  to  90  percent  of — the  Federal  Government  is 
guaranteeing  90  percent  of  the  mortgage,  and  65  percent  of  the  pwr- 
ticipants — meaning  those  buying  the  co-op;  if  they  are  veterans,  it  is 
95  percent. 

So  you  see,  in  this  proposed  bill,  we  have  6  sections  that  might  w^ 
be  susceptible  to  the  same  sort  of  abuses  as  the  old  section  608,  which 
expired  in  June. 

(The  documents  referred  to  follow :) 

SECTION    207 — RENTAL    HOUSING 

Insurance  on  mortgage  amounts  up  to  $5  million ;  up  to  $50  million  where  the 
mortgagee  is  a  Government  instrumentality  or  nonprofit  cooperative,  and  its 
operations  are  subject  to  regulation  by  an  agency  of  Government.  The  mort- 
gage amount  is  not  to  exceed : 

(a)  80  percent  of  the  estimated  value  of  the  property. 

(6)  90  percent  of  estimated  value,  if  the  mortgage  does  not  exceed  $7,200  and 
if  the  number  of  beil rooms  equal  or  exceed  two  per  family  unit 

(c)  Maturity  determined  by  the  Ck)mmissioner — customarily  39  years,  S 
months. 

id)  $2,000  per  room,  not  in  excess  of  $10,000  per  family  unit  ($7,200  per  unit 
If  the  number  of  rooms  do  not  equal  or  exceed  four). 

Key  changes  in  8.  29S8 

(a)  Removes  the  $10,000  maximum  mortgage  limitation. 

(6)  Increase  the  per  room  mortgage  limitation  from  $2,000  to  $2,400,  If  ele- 
vator type.  Also  increases  $7,200  limitation  to  $7,500  where  unit  Is  less  than 
four  rooms. 


f 

■ 


SECTION   203 — SALE  HOUSING 

Insurance  on  mortgage  amounts  up  to  $16,000  for  single  or  two-family  type, 
$20,500  on  three-family  type,  $25,000  on  four-family  type. 

( a )  The  mortgage  amount  is  based  on  appraised  value. 

(6)  The  maturity  is  20  years  on  an  existing  structure,  25  years  on  new  struc- 
tures, and  30  years  on  low  priced  section  203  (b)  (2)  (D)  loans. 

On  the  section  20:i  (b)  (2)  (D)  loans  (95  percent  on  $7,000  houaes)  the  builder 
is  allowed  only  So  percent  loans. 
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terms  Air  t-  and  ^-family  dpw  nod  ^nistinc;:  noC  to  exDi?fd  95  pcrceDt  of  tr4,00t>  vaJiie  and  76  p^r- 
ft  ts  eHJQia  of  S8,000,  and  not  to  &JE«>ed  a  mcirtisage  of  t20,lMI. 

lennn  for  l-fi^aiily  nt'w  undttr  sec,  2iJC$  (b!  {2)  (L>):  not  to  exaecd  45  purcfnt  of  raJue  and  not  to 
jrtinifli^  of  lO.A-liiU.  plus  f950  p«!r  room  for  3d  and  4t0  bedrooms. 

tBttas  fflf  i-fauidy  new  undf'f  .^c  203  (b)  (2)  (Oi:  nat  toexoiied  96  pefwnt  of  17.000  valu<?  and  70 
"  i  tuaMa  of  $7^000,  and  not  to  ex<H>ed  a  mortf^age  of  10,450. 
fbr  I*  and  S^famlly  ne^  and  ifiUting  tindi^r  ^c.  303  Cb}  (2)  (A);  not  to  &kJOt«d  SO  penseul 
to  excp«d  a  moHgm^  of  1)6.000  pt^r  structure. 

|J  bedrooms  per  family  unit. 

14  bedrooms  per  family  unit,  or  mlntmuni  <rf  3  bedioomt  per  lamlly  unit  In  fcoccrapbfe  mha 
rtom-r  find$  ton  leveb  bo  rfqiiirt, 
L  of  4  bedrc»ms  por  family  unit  m  Keosrapbic  area  where  Commtsaionar  Onda  txmi  leTob  sa 


made  htf  S.  tBSS 
fiuixlmuni  morigage  amountjs  insuruble  are  $2€,000  on  a  1-  iiud  2-famllj 

i7,r*00  for  a  :^famny,  $35,000  for  a  4-f amity. 

Th^  maximum  muturity  on  uU  luatiH,  inelutliiig  eixj.sting  gtruotnreii;  in  341 

%v  ratto  ot  hmu  to  value  Is  iuiTea»ed  all  along  tbe  line  as  shown  on  lable: 
111  on  erat  l^.iXM)  (Hoiit^t^  bill  m  percent  of  tir»t  $lOiKK>>  and  75  percent 
%tO  (in  House  over  $10,000 K 


TITLE  1 — fili^CTION    B   SALE   aOUSIHO 

UhI  fr>r  families  of  Jovv  inul  moderate  itiff^meH^  partJrularly  In  subvirbiin 
lj*lni:  areii^.     l^'s^  utrlngent  property  retpilrements  (neighbi^rbtuKK  utili- 
H*t»t  tra  J  Importation,  schoi>la,  and  decree  of  completion  or  ilnlRh  of  Ijouue) 
leuble,     Alortgnge  amount  not  to  exceed  : 
|jerc**ni  (if  appr-ilfit'd  value,  In  an  a  mo  nut  not  to  exceed  $5J00. 
eat  or  in, 100  for  builcler. 
ly  not  to  exrecHl  St>  3  ears. 
i«  now  4Vi  pt'^reent,  and  an  extra  %  percent  fee  i8  allowed* 
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Key  changes  in  8.  29S8 

Transferred  to  title  II  of  the  act,  intended  to  be  administered  with  the  similar 
property  standards. 

SECTION  220 

Intended  to  assist  in  the  rehabilitation  of  existing  dwellings  and  the  ooustruc* 

tion  of  new  dwellings  in  urban  renewal  areas.    The  mortgage  is  not  to  exceed: 

(o)  90  percent  of  estimated  value,  including  land  and  other  fees  and  charges. 

( b )  $2,250  per  room  and  $2,700,  for  elevator  type. 

(c)  Mortgage  also  available  for  existing  and  new  1-  to  4-family  structures 
where  the  mortgage  would  be  same  as  for  section  203  (95  percent  of  $8,000,  T5 
percent  over  $8,000;  in  House  bill,  95  percent  of  $10,000  instead  of  $8,000). 

(d)  The  maturity  of  the  loan  could  not  exceed  30  years. 


SECTION    221 

(100  percent,  40-year  loans) 

Available  for  families  displaced  by  slum  clearance  or  other  governmental  a^ 
lion  in  communities  that  requested  it  and  where  they  have  an  acceptable  program 
of  urban  renewal. 

(a)  The  mortgage  amount  could  not  exceed  $7,000  (House  passed  bill  $7,flOO 
and  $8,600  in  high  cost  areas)  or  100  percent  of  appraised  value,  on  new  or 
rehabilitated  structures.  The  owner-occupant  is  required  to  pay  $200  for  settle- 
ment charges. 

(6)  Maturity  of  mortgage  is  40  years.  A  builder  can  get  a  mortgage  for  85 
percent  of  appraised  value. 

(c)  The  mortgagee  has  the  option  after  20  years  to  assign  the  mortgage  to  FHA 
and  receive  10-year  debentures  for  unpaid  balance  of  loan  plus  accrued  interest 


SECTION   213 COOPERATIVE  HOUSING 

Insurance  on  mortgages  amounts  up  to  $5  million  on  cooperative  projects.  The 
maturity  of  the  loan  Is  40  years.     The  mortgage  amount  Is  not  to  exceed : 

(a)  90  percent  of  replacement  costs. 

( ft )  95  i^ercent  of  replacement  costs  when  65  percent  of  the  cooperators  are 
veterans ;  the  ratio  would  be  lessened  proportionally  down  to  90  percent,  as  the 
perct^nt  of  veterans  decreased  to  50  i^ercent. 

(c)  $8,KK)  per  family  unit  or  $1,S(X)  per  room  when  the  mortgage  is  90  percent 
of  c*ost. 

{<!)  $8,500  per  family  unit  or  $1,900  per  room  when  the  mortgage  is  95  percent 
of  cost. 

The  current  interest  rate  on  section  213  management  type  is  4^4  percent;  on 
individual  tyi^e  4Vj  percent. 

Key  changes  made  by  S.  29S8 

1.  increases  the  ix>ssible  mortgage  amount  on  a  single  mortgage  to  $25  million 
If  the  mortgagor  is  regulateil  by  Federal  or  State  law  as  to  rents,  charges,  and 
methiHis  of  operation. 

2.  Would  change  the  basis  for  determining  the  mortgage  amount  from  "replace- 
ment a>st"  to  "estimateii  value"  (less  lil>eral) 

8.  The  ratio  i^f  loan  to  value  would  be  \Mi  percent,  unless  at  least  65  percent 
of  the  iHH^ixM'ative  meniliership  were  veterans  in  which  case  it  would  l>e  95  j>erceDt. 
This  avoids  the  ^vn^plioated  cimiputation  in  present  act. 

4.  When  U^nn  is  IX)  i>eroent  of  value. 

(a)   Mortgage  amount  $2,250  per  roi>m. 

{b\  Mortg:ige  amount  $2,700  per  room  in  elevator  t.x-pe. 

5.  When  loan  is  95  ix^rt^nt  of  value. 
<fi>   Mortgage  amount  $2..*^75  per  room. 

{b)   Mortgage  amount  $2.85l>  i^er  nxim  in  elevator  tyi^. 

The  Chairman.  Now,  my  question  to  you  is*  are  they  susceptible  to 
the  same  sort  of  abuses  i 
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Mr.  Cole.  I  don't  believe  they  are  all  susceptible  to  the  same  sort  of 
abuses. 

The  Chairman.  Are  they  susceptible  to  any  kind  of  abuses? 

Mr.  CoiiE.  I  think  they  are  susceptible  to  some  kind  of  abuse. 

The  Chairman.  Are  you  prepared,  today,  to  recommend  to  this 
committee  how  we  may  tighten  the  law  on  those  six  sections  to  abso- 
lutely avoid  the  type  of  irregularies  that  we  have  been  reading  about, 
and  if  not,  the  next  question  is,  do  you  think  you  can  give  us  proposals 
in  writing  within  a  week's  time,  based  upon  the  experience  of  your 
organization,  that  will  estop,  in  the  future,  these  alleged  irregularities? 

Mr.  Cole.  We  will  provide  the  committee  with  our  recommendations 
in  writing. 

(The  information  re<iuested  will  be  found  in  the  files  of  the  commit- 
tee.) 

Mr.  Cole.  Prior  to  that,  however,  and  for  the  purposes  of  this 
discussion,  let  me  say,  however,  that  in  my  judgment,  the  loan-to-value 
ratio  is  not  a  relative  matter  in  connection  with  the  windfall  or  mort- 
ga^ing-out  feature. 

In  other  words,  the  fact  that  a  project  may  receive  insurance  up  to 
100  percent  or  90  percent,  or  75  percent,  generally 

Senator  Douglas.  That  makes  no  difference? 

Mr.  Cole.  It  is  my  judgment  that  the  abuses  do  not  occur  by  reason 
of  either  a  large  loan-to-value  ratio,  or  a  limited  loan-to-value  ratio. 

Senator  Douglas.  If  you  have  an  unlimited  guaranty,  Mr.  Cole, 
what  inducement  is  there  for  the  lending  agency  to  observe  precautions, 
unless  they  are  risking  some  of  their  capital  ?  How  can  they  be  ex- 
pected to  be  careful  in  the  making  of  the  loans? 

Mr.  Cole.  Senator  Douglas,  in  my  opinion,  the  mortgaging-out 
feature  had  to  do  with  the  estimate  of  the  cost.  The  appraiser  esti- 
mated the  cost  to  be,  let  us  say,  $1  million.  The  builder  constructed 
the  project,  for  example,  for  $800,000.  He  had,  therefore,  a  mort- 
gaging-out,  or  windfall,  of  $200,000.  Now,  that  sort  of  an  operation 
has  nothing  to  do  with  the  amount  of  insurance  or  the  amount  of  the 
mortgage  granted. 

The  Chairman.  Your  point  is  whether  it  was  to  be  a  guaranty  of 
20  or  80  percent  would  make  no  difference  in  principle  in  the  operation 
of  this  particular  type  of  legislation,  is  that  your  point? 

Senator  Lehman.  May  I  ask  a  question  ? 

The  Chairman.  Senator  Lehman. 

Senator  Lehman.  You  said  that  you  believe  in  most  instances,  or 
not  in  most  instances,  in  the  list  that  has  been  submitted  of  1,192 
names  and  projects,  that  the  work  was  done  in  accordance  with  law. 
There  was  no  breach  of  the  law,  and  you  stated  that  you  thought  in 
some  cases  that  the  builder  had  simply  outguessed  the  appraiser. 

Mr.  Cole.  I  am  sure.  Senator,  that  must  have  occurred. 

Senator  Lehman.  If  that  is  the  case,  there  must  be  one  of  two 
things,  it  seems  to  me ;  either  thoroughly  inefficient  appraising  by  the 
appraiser,  or  some  kind  of  corruption  or  collusion. 

Mr.  Cole.  That  is  right. 

Senator  Lehman.  Regardless  of  whether  it  be  a  matter  of  careless 
or  inefficient  appraisal,  or  collusion,  do  you  think  that  under  the  law 
the  builder  should  be  able  to  take  advantage  of  that  situation? 

Mr.  Cole.  No,  sir,  I  do  not. 
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Senator  Lehman.  But  he  can,  now,  can't  he? 

Mr.  Cole.  He  can't,  now,  under  section  608 ;  it  is  possible  that  te 
might  under  sections  207  and  213 ;  yes,  sir. 

Senator  Lehman.  It  seems  to  me  that  when  that  is  deinonstrated^ 
that  there  has  been  either  inefficient  appraisal  or  corruptioii,  whiA 
makes  it  possible  for  the  builder  to  taJ^e  advantage  of  the  situation 
and  to  work  some  hardship  on  the  occupants  of  the  buildings,  thai 
the  Government  should  have  the  means  oi  preventing  that,  even  after 
the  act,  even  for  a  very  substantial  period  atter  the  act. 

Mr.  Cole.  I  would  agree,  sir. 

The  Chairman.  Mr.  Cole,  why  don't  you  proceed?  I  think  I  asked 
you  a  question  as  to  what  you  think  we  ought  to  do  in  connection  with 
these  SIX  titles. 

Mr.  Cole.  Some  of  these  titles,  Senator,  have  provisions  which  re- 
quire the  builder  to  certify  the  amount  of  his  cost,  and  if  the  costs 
of  the  project  are  less  than  the  mortga^,  or  the  insurance,  he  must 
total  the  mortgaging-out  amount,  the  wmdfall,  and  apply  that  upon 
the  mortgage. 

In  other  words,  reduce  the  mortgage  by  the  amount  of  the  windfall 

It  is  my  opinion  that  those  rental  provisions,  the  provisions  f» 
rental  projects,  should  also  contain  this  requirement. 

I  am  of  the  opinion,  based  upon  our  present  studies,  however,  Sena 
tor,  that  it  would  not  work  in  section  203.  These  are  sales  housna 
These  are  houses  built  in  individual  units  and  sold  to  individual 
people,  and  the  same  problem  is  not  inherent  in  the  program,  in 
section  203. 

Senator  Douglas.  Why  not  ? 

Mr.  Cole.  Well,  Senator,  the  mortgaging-out  feature  developed  by 
reason  of  the  fact  that  the  builder  estaDlishes  a  corporation  wherein 
he  obtains  the  benefit,  or  the  corporation  obtains  the  benefit  of  ih» 
windfall. 

This  is  a  project  held  by  that  corporation  or  sold  to  another  corpo- 
ration  to  rent.  Now,  when  they  build  and  sell,  they  would  not  have  the 
same  profit  involved  in  the  transaction  where  they  sell  it  to  indi- 
vidual people,  individual  units  to  individual  people. 

Senator  Doucjlas.  Is  the  corporation  dissolved  upon  the  comple- 
tion of  the  project  ? 

Mr.  Cole.  Some  of  them  do  dissolve. 

Senator  Douoi^s.  Was  that  a  wide  practice  ? 

Mr.  Cole.  It  is  my  opinion  to  say  it  is  a  fairly  general  practice. 

Senator  Douglas.  That  is  so  ingenious  a  method  that  it  could  not 
have  been  discovered  independently  by  a  wide  variety  of  persons. 
It  must  have  been  passed  on  from  group  to  group;  I  am  sure  that 
you  wouldn't  have  such  an  ingenious  plan  as  that  developed  by  1,100 
and  how  many  ?  One  thousand  one  hundred  and  seventy-nine  people, 
independently.  You  might  have  2  or  3  people  hitting  upon  it,  but  I 
doubt  that  you  would  have  such  universal  practices. 

Mr.  Cole.  I  would  agree,  sir.    I  would  agree. 

Senator  Douglas.  Have  you  ever  given  consideration  to  probing 
the  degree  to  which  this  practice  was  inspired  inside  the  industry? 

Mr.  Cole.  I  would  say  that  we  certainly  plan  to  and  will  probe 
the  entire  matter,  to  cover  the  entire  phase  of  it,  sir;  yes. 

Aisain,  maj;  I  add  parenthetically,  and  say  very  frankly  that  I  agree 
the  National  Association  of  Home  Builders  about  our  objective 
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ind  there  are  thousands  and  thousands  of  honest  home  builders  in 
his  country,  and  we  don't  want  to  point  the  finger  at  an  industry 
because  they  are  doing  a  marvelous  job.  They  have  been  and  are 
continuing  and  will  do  so  in  my  opinion. 

Senator  Lehman.  As  a  practical  application,  may  I  ask  you  to  what 
extent  have  the  overages  of  mortgage  money,  over  actual  contrac- 
tors' costs,  been  applied  to  the  mortgages  ? 

Mr.  Coi^.  In  those  cases  which  now  have  the  provision  ? 

Senator  Lehman.  Yes. 

Mr.  Cole.  In  the  section  608  cases,  none,  in  my  opinion,  or  almost 
tone. 

Senator  Lehman.  Almost  none  that  have  been  applied  against  the 
Qortgages  ? 

Mr.  Cole.  That  is  right.  You  see.  Senator,  this  is  a  practice  where 
he  corporation  builds  the  project,  they  find  at  the  end  that  they 
lave  the  windfall  or  the  mortgaging-out.  The  windfall.  They  im- 
aediately  declare  a  liquidating  dividend,  instead  of  applying  it  upon 
he  mortage.  This  is  my  judgment — and  it  is  purely  judgment — 
tty  judgment  is  that  we  will  find  almost  none  of  these  corporations 
pplying  the  windfall  to  the  reduction  of  the  debt. 

Senator  Maybank.  And  to  keep  the  record  clear,  if  the  Senator 
«rill  yield,  in  addition  to  the  windfall  they  put  in  their  pockets,  they 
barged  rents  on  the  windfall. 

ilr.  Cole.  That  is  very  true. 

Senator  Matbank.  Because  you  raised  the  thing  from  $1  million 
0  $1.2  million,  and  amortized  the  loan  and  charged  the  poor  people 
he  rent  on  the  basis  of  $1.2  million.  So  for  every  dollar  of  windfall, 
here  is  $2  of  rent,  if  you  figure  how  money  and  interest  don  bias 
tself. 

The  Chairman.  Mr.  Cole,  we  had  a  series  of  questions  that  we 
verQ  desirous  of  asking  Mr.  Powell  yesterday,  and  Mr.  Powell,  as  you 
now,  refused  to  testify.  They  had  to  do  with  section  608,  which 
ection  expired  in  June  1950.  Are  you  familiar  enough  with  the 
•peration  to  answer  the  questions,  or  who  is  within  the  administration  ? 

Mr.  Cole.  Mr.  Chairman,  we  will  be  pleased  to  have  you  ask  me 
he  questions,  and  we  will  do  what  we  can  to  answer  them. 

The  CHAraMAN.  Possibly  we  had  better  ask  the  questions  of  Mr. 
ireene. 

Senator  Douglas.  Just  a  minute,  before  Mr.  Greene  takes  the  stand. 
lay  I  ask  a  question  ? 

The  Chahiman.  We  are  not  going  to  call  Mr.  Greene  at  the  moment. 

Mr.  Greene  was  the  FHA  Administrator,  was  he  not,  for  many 
ears? 

Mr.  Cole.  He  was  Deputy  Commissioner,  and  then  became  Acting 
Commissioner,  and  then  when  Mr.  Hollyday  was  appointed  Com- 
lissioner,  Mr.  Greene  became  Deputy  Commissioner  under  Mr.  Holly- 
ay.     He  has  had  a  long  career  in  the  FHA.     He  knows  the  program. 

The  Chairman.  Mr.  Cole,  I  hold  in  my  hand  a  resolution  passed 
y  the  Mortgage  Bankers  Association  of  America,  Mr.  W.  A.  Clark, 
resident,  in  which  they  accuse  you  and  the  President  of  the  United 
tates  of  having  some  sort  of  ulterior  motives  in  the  discharge  of  Mr. 
[ollyday.     I  would  like  to  read  that  paragraph. 


Digitized  by  VjOOQ IC 


1382  HOUSING   ACT   OF    1954 

Mr.  Clark  will  be  here  to  testify  tomorrow,  but  I  think  it  has  so^ie 
bearing  on  this  phase  of  our  investigation,  which  is  really  a  continua- 
tion of  our  study  of  the  proposed  legislation.  I  want  to  just  read 
this  paragraph.    It  says : 

In  oiir  opinion,  Mr.  Hollyday's  resignation  has  been  forced  not  because  (A 
any  indifference  to  abuses  of  the  FHA  system,  even  though  that  is  the  an- 
nounced reason.  We  wonder  whether  the  real  motive  behind  this  summary 
firing  is  the  fact  that  Mr.  Hollyday  is  known  to  have  opposed  the  administra- 
tion's plan  to  transfer  from  FHA  to  the  Housing  and  Home  Finance  Agency 
the  authority  and  the  responsibility  placed  by  the  CJongress  with  FHA. 

The  effect  of  Mr.  Hollyday's  firing  is  to  remove  a  man  who  opposes  this   ^ 
centralization  of  control  which  he  believes  to  be  wrong,  and  the  weakening 
of  the  agency  he  was  appointed  to  administer. 

Now,  let  me  ask  you  this:  Ehd  you  discharge  Mr.  Hollyday? 

Mr.  Cole.  Of  course  not.  Mr.  Hollyday  was  a  Presidential 
appointee. 

The  Chairman.  Who  did  ask  Mr.  Hollyday  for  his  resignation? 

Mr.  Cole.  Mr.  Chairman,  I  am  not  in  a  position  to  answer  that 
He  is  a  Presidential  appointee.  I  understand  that  he  tendered  his 
resignation.    That  is  a  matter  for  the  White  House. 

The  Chairman.  All  right.  I  think  it  has  been  cleared  up  as  to  hof 
it  happened. 

Now,  my  point  is,  was  there  ever  any  difference  between  you  and  ^ 
Mr.  Hollyday  or  the  administration  and  Mr.  Hollj^dajr?  Was  then  j  ^ 
at  any  time  ever  discussed  the  matter  of  reorganization,  and  were 
there  any  differences  of  opinion  about  the  matter? 

Mr.  Cole.  Mr.  Chairman,  this  committee  and  people  in  our  Agencj 
and  the  people  in  this  room  all  have  differences  of  opinion  about  i 
certain  matter,  whatever  it  may  be.  We  have  differences  of  opinion  ^ 
in  our  Agency  now  as  to  what  we  should  have  or  are  presenting  totta 
Congress  with  respect  to  the  bill  which  we  presented.  I  have  dif- 
ferences of  opinion  with  people  sitting  right  back  of  me,  and  thej 
with  me,  on  matters  which  we  are  discussing  currently,  every  day.  ^^^ 

I  have  differences  of  opinion  with  the  Commissioner  in  Public  ^ 
Housing.  I  have  differences  of  opinion  with  the  Chairman  of  tl«^^ 
Home  Coan  Bank  Board.  We  have  differences  of  opinion  every  day, 
sometimes.  We  sit  down,  we  discuss  them,  we  then  finally  come  t» 
a  decision.  Of  course  we  have  differences  of  opinion,  Mr.  ChairraaD- 
Of  course  I  have  had  differences  of  opinion  with  Mr.  HollydaTr 
and  he  with  me.  That  is  the  natural  course  of  events  in  either  agency 
procedure,  business  procedure  or  in  Congress. 

Now,  I  think  it  is  a  fair  question,  however,  and  tlie  CommissioD 
suggested  by  this  letter,  that  I  proceed  to  discuss  the  reorganization 
matter. 

The  Chairman.  Let  me  ask  this  question.  I  think  you  can  aiis^'^fej 
it  yes  or  no.  Did  the  President  of  the  United  States,  who  appoint€<i 
Mr.  Hollyday  in  the  first  place — and  I  think  there  is  no  question  but 
what  he  asked  for  his  resignation — did  he  ask  for  his  resignation  b^ 
cause  Mr.  Hollyday  was  opposed  to  something  that  the  administraj 
tion — meaning  the  President  of  the  United  States — was  desirous  ol 
doing?  .^ 

Mr.  Cole.  Absolutely  not. 

The  Chairman.  There  is  no  truth  in  that  statement  whatsoever? 

Mr.  Cole.  Why,  of  course  not.  rp; 
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The  Chairman,  However,  the  Mortgage  Bankers  Association  made 
at  accusation  against  the  President  of  the  United  States. 
Sir,  Cole.  Miv  Chairman j  I  answered  it  that  way  because  I  believe 
aL     You  must  realise  that  I  don't  know  what  is  in  the  mind  of 
©  President  of  the  United  Stat«?i  but  I  say  positively,  absolutely  and 
giorously,  that  that  was  not  the  reason. 
Senator  DouonA*i_  Mr,  Chairman,  nuiy  I  ask  a  question? 
The  Cmairmax,  Senator  Douglas, 

Senator  Douglas.  Did  you  ever  re^ionimeud  to  Attorney  General 
n>wneHj  or  to  (jovernor  Adams,  or  to  anyone  at  the  White  House, 
at  the  resignation  of  Mr,  Holly  day  be  requested  ? 
Mn  Cole,  Yes,  I  did. 

Senator  Douglas,  You  recommended  tliat  his  resiimation  be  re- 
nted? 

■r.  Cole,  Yes, 

Senator  Douglas.  To  whom  did  you  make  this  request? 
Mr.  Cole*  I  made  the  reqiiebt  to  the  White  House,  sir. 
Senator  Douglas.  Wiiy  did  you  make  the  request  J 
Mr,  CocEL  Well,  if  the  Senator  will  permit  uie,  I  think  I  should 
}  into  the  entii'e  situation  and  tell   you  why.     There  are  thi^ee 
alters  which  I  M'ill  discuss  with  the  committee  leading  up  to  this 
tuation.    These  three  mattei's  have  to  do  with  title  I  and  section 
1$,  and  pei'sonnel  policy  within  the  FHA  agency* 
On  April  29^  lD5^i,  I  i^ceived  a  repcu*t  from  the  FBI  regarding 

Ksst>^ead  abuses,  frauds,  and  other  activities  in  California,  con- 
ing title  L  I  sent  this  memorandum  to  Mr,  Holly  day  and  the 
HA,  requesting  that  they  investigate  the  situation  thoroughly  and 
imish  nie  a  report.  Parenthetically  I  want  to  point  out  that  prior 
my  becoming  Administrator,  the  former  Administmtor,  Mr.  I^oley, 
id  requested  the  FHA  to  furnish  the  Administrator  all  rtj ports,  all 
icommendations,  all  investigations  which  were  made  by  the  FHA. 
On  June  4,  19,>;j,  and  then  later  June  U,  105:;i~this  was  shortly 
fter  both  of  us  came  intt)  the  olKce— we  received  a  memorandum  from 
«regii>mil  represtmtative  of  the  Houi^ing  and  Home  Finance  Agency, 
which  lie  tles*H'ibe<l — in  wliich  memorandiun  be  described  tlie  abuses, 
e  frauds,  and  tlie  other  activities  in  connection  with  title  I.  This 
f^iuonindurii  was  sent  to  Mr.  Hullydiiy  with  a  request  for  a  full  and 
luplete  investigation  and  a  request  that  thi;  rejxirt  be  made  to  nie 
aceniirig  whaf  tlicy  had  found  and  what  action  had  been  taken. 
On  June*  IG,  !i*5>i,  I  rcceivtnl  a  letter  from  a  Washington^ — a  District 
Cnirjuibiu  iittorucy—transu lilting  to  mo  proofs  of  an  article  to  be 
ihhsbed,  describing  tbe  widespread  abuses  of  FHA's  title  I  pro- 
ntn,  tiie  frauds  that  were  being  carried  out  and  tbe  rackets  that 
^re  being  ojuiiucted* 

Senator  Dm  olas.  Whs  this  the  aiticle  that  later  appeared  in  Con- 
inei^s  Reports  ? 
Mr,  Cole.  That  is  right. 

Tlint  I  transmitted  to  ili'.  Hollyday  with  a  request  that  this  seemed 
'be  a  verv  tserious  situaUon.  and  asked  that  it  be  investigated  thor- 
iffhly  and  that  1  be  aclvised  concerning  the  activities  and  the  results 
J  he  n^|MUl,  and  what  actitm  was  taken. 

On  June  ii4,  U>53, 1  personally  delivered  to  Commissioner  Holly  day, 
FBI  report  regarding  what  I  may,  if  you  will  permit  me,  call  the 
company  of  California,  indicating  a  widespread  violation  on  the 
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part  of  that  company  and  companies  affiliated  with  it,  and  asked  for 
a  report  with  respect  to  that — investigation  and  report. 

Senator  Frear.  Were  these  title  I  violations,  Mr.  Cole  ? 

Mr.  Cole.  All  these  I  am  now  discussing  are  title  I  violations. 

On  June  29, 1953, 1  sent  a  memorandum  to  Conmiissioner  Hollyday, 
transmitting  proofs  of  an  article  on  an  FHA  title  I  violation  which 
was  contained  in  the  Consumers  Reports,  and  the  memorandum  which 
I  sent  Mr.  Hollyday  contained  in  part  as  follows : 

It  seems  to  me  that  a  situation  has  arisen  in  connection  with  title  I  loaas 
which  indicates  the  necessity  for  a  thorough  and  complete  study  of  that  prc^ram 
with  a  view  of  amending  the  regulations  and  procedures  in  an  attemi)t  to  pre- 
vent the  many  irregularities  which  now  appear  to  exist. 

On  July  22,  1953,  the  Director  of  the  Compliance  and  Special  In- 
vestigations of  the  Office  of  the  Administrator,  Housing  and  Home 
Finance  Agency,  had  a  discussion  with  the  Department  of  Justice 
regaixiing  the   widespread   pattern   of   violations   of   title   I.    The 
Department  of  Justice  reported  to  him  that  they  were  beginning  to    | 
investigate  and  conduct  a  survey  of  these  violations  because  it  ap-    I 
peared  to  them  that  modest  homeowners  were  being  fleeced  through    j 
the  use  of  title  I  authority.  I 

At  that  time,  and  this  is  to  the  best  of  my  recollection — it  was  on 
the  same  day — if  not  on  the  same  day,  it  was  very  shortly  thereafter, 
I  advised  Commissioner  Hollyday  that  the  FBI  was  preparing  to 
investigate  the  California  FHA  title  I  investigations  and  that  if  FHA 
was  not  going  to  do  so,  I  urged  that  the  FBI  be  requested  to  make  the 
investigation.    You  will  recall  that  such  a  request  must  come  from 
FHA.    I  was  informed  that  the  FHA  was  looking  into  the  matter  and 
on  July  26, 1953, 1  received  a  memorandum  from  Commissioner  Holly- 
day acknowledging  receipt  of  materials  on  the  X  company  and  proofs 
of  the  articles  on  FHA  title  I  violations,  and  schedule  for  publicatioa 
in  the  Consumers  Report,  and  advising  that  he  had  sent  three  investi- 
gators to  California.    I  received  additional  FBI  reports  with  respects 
to  title  I  violations  and  they  in  turn  were  conveyed  to  and  transmitted 
to  Mr.  Hollyday,  with  request  that  he  investigate  and  report  to  me- 
concerning  the  investigation  and  action  taken  thereon.    On  Novem- 
ber 20, 1953,  the  Department  of  Justice  advised  FHA  General  Counsel 
that  full  investigation  of  the  X  construction  company,  and  Y  credit 
company — I  will  furnish  these  names  if  the  committee  desires — ^would 
reveal   transactions,   many   transactions   implicating   their   officials, 
and/or  salesmen. 

On  November  25,  1953,  FHA's  General  Counsel  replied  to  the  De- 
partment of  Justice  that  the  local,  that  is  the  California — the  local 
United  States  attorney — the  United  States  attorney's  office  was  con- 
tacted and  that  FHA  found  no  cases  where  further  information  was 
indicated. 

On  February  12, 1954,  Assistant  Attorney  General  Olney,  in  charge 
of  the  Criminal  Division  r^^  the  ^'  *^ment  of  Justice,  came  to  my 
office  and  advised  m  tfie  Department's  survey  of 

the  FHA  title  I  r<  m  and  elsewhere. 

On  February  2  foUy day  advised  that,  while 

there  were  a  nu  ^he  X  corpora- 

tion and  the  C  -our  investiga- 

tions— do  not  tl  part,  even 
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though  two  men  spent  considerable  time  in  California  attempting 
to  obtain  full  information.  The  report  from  Mr.  Olney  was  to  the 
effect  that  the  FHA  title  I  violations  or  violations  having  to  do  with 
the  transactions  in  connection  with  the  title  I,  that  they  were  wide- 
spread, that  complaints  were  available  and  many. 

As  a  matter  of  fact,  the  local  district  attorney  advised  that  thev 
have  100  complaints  in  their  oflSce  and  they  had  not  been  investigated. 

On  March  9,  1954,  I  requested  Commissioner  Hollyday  to  furnish 
copies  of  the  investigative  reports  on  the  California  FHA  title  I 
violations. 

On  March  22,  1954 — ^parenthetically,  I  say  that  between  the  date 
which  I  first  gave,  April  29, 1953,  and  this  date  which  I  am  now  about 
to  give,  March  22  and  24, 1954, 1  received  no  reports,  no  recommenda- 
tions, no  advice  as  to  what  the  investigators  found,  nor  what,  if  any, 
disciplinary  actions  had  been  taken. 

Memoranda  submitted  to  Administrator  Cole — to  me — from  the 
FHA,  containing  results  of  the  investigation,  were  analyzed  by  me 
and  by  my  staff.  I  have  available  for  the  committee's  examination, 
if  you  care  to  see,  what  was  done  in  connection  with  the  investigations 
which  were  carried  on  at  that  time. 

Now,  Mr.  Chairman,  and  Senator  Douglas,  there  were  two  investi- 
gative actions  being  taken  in  connection  with  the  title  I  violations  in 
California  and  in  the  country.  One  of  them  apparently  was  being 
taken  by  the  FHA — being  conducted  by  the  FHA.  One  was  being 
conducted  by  the  Department  of  Justice,  with  my  knowledge  and  my 
understanding  that  they  were  so  doing. 

The  Department  of  Justice  provided  me  with  the  first  information, 
the  first  understanding  of  what  actually  was  occurring  and  had 
occurred  in  the  operations  with  respect  to  title  I. 

Senator  Bennett.  Mr.  Chairman  ? 

The  Chairman.  Senator  Bennett. 

Senator  Bennett.  Did  Mr.  Hollyday  know  that  the  Department  of 
Justice  investigation  was  proceeding  concurrently? 

Mr.  Cole.  Yes.  I  told  nim  either  on  July  22,  or  a  day  or  so  there- 
after, tliat  that  was  being  carried  forward. 

The  reports  from  the  FHA,  as  I  have  indicated  here — and  these  are 
typical — the  reports  from  the  FHA  indicated  that,  first  when  an 
mvestigation  was  conducted,  the  investigation  was  not  completed,  in 
many  instances,  and  that  when  disciplinary  action  was  indicated,  such 
action  was  not  taken. 

The  Chairman.  Do  you  mean  by  that  that  he  did  not  take  the 
riecessary  steps  to  discharge  the  people? 

Mr.  CoIvE.  Most  of  these  cases,  sir,  did  not  have  to  do  with  the  per- 
sonnel of  FHA.  Most  of  them  had  to  do  with  abuses,  with  fraud, 
having  to  do  with  the  dealers  and  the  lendei*s. 

Now,  the  FHA  did  take  many  steps,  many  steps,  to  discipline  many 
people,  you  will  understand.  Tlie  point  that  I  am  making  is,  first, 
that  the  requested  investigation  of  widespread  abuses,  the  requested 
information  for  reports  with  respect  to  individual  cases,  were  never 
complied  with,  in  thase  individual  cases.  I  am  not  saying  that  they 
didn't  do  anything.  They  did  a  great  deal.  They  published  what  I 
t^rm  a  black  list,  on  many  comi)anies,  saying  that  these  companies  had 
violated  some  of  the  FHA  regulations  and  therefore  you  are  put  on 
notice  not  to  do  any  further  business  with  them.     That  was  done. 
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The  point,  again,  that  I  make,  in  connection  with  the  FHA  trans- 
actions, was  this,  that,  first,  the  request  for  investigation  and  report 
was  not  complied  with  in  this  and  other  casCvS,  nor  w^as  disciplinary 
action  taken  when  abuses  were  found  in  a  number  of  important  cases. 
Senator  Douglas.  Disciplinary  action  against  whom,  Mr.  Colel 

Mr.  Cole.  Against  tlie  lender  or  the  dealer. 

Senator  Dougi^\s.  In  other  words,  you  say  the  California  abuses 
were  not  proceeded  against,  is  that  right  ? 

Mr.  Cole.  Yes.  Not  proceeded  against,  or  not  investigated  or 
disciplinary  action  taken  in  the  important  ones. 

Again,  as  I  reported  here,  the  memorandum  came  back  to  me,  now, 
advising  me  that  no  action  was  indicated.  The  FHA  had  made  the 
report,  that  he  had  made  their  investigation  and  no  action  was  indi- 
cated. I  knew  nothing  to  the  contrary  until  the  Department  of  Jus- 
tice reported  to  me  with  respect  to  their  findings,  in  which  they  pointed 
out  very  clearly  that  they  had  sufficient  cases  to  act  upon,  and  that 
action  was  indicated.  We  have  this  documented  if  the  committee 
would  be  interested  in  that. 

Now,  may  I  proceed  to  section  608  ? 

The  Chairman.  Give  me  just  one  question  :  Serious  allegations  have 
been  made,  both,  I  believe,  by  you  and  I  think  by  Mr.  Holly  day — at 
least  they  have  been  in  the  newspapei-s.  I  believe  thev  were  made 
yesterday  by  Mr.  Hollyday,  against  a  "high  official  in  FHA." 

Mr.  Cole.  Yes. 

The  Chairman.  Did  that  high  official  work  for  Mr.  Hollyday? 

Mr.  Cole.  Yes. 

The  Chairiman.  Why  did  not  Mr.  Hollyday  discipline  or  discharge 
or  bring  the  allegations  that  are  now  being  continuously  referred  to 
against  this  gentleman  months  ago? 

Mr.  Cole.  Senator,  I  do  not  know.  I  discussed  the  matter  with  Mr. 
Hollyday  shortly  after  we  both  came  into  office.  I  pointed  out  to  him 
that  while  I  had  no  facts  myself  that  I  had  heard  some  comments 
about  this  individual  which  indicated  to  me  that  he  w^as  a  gambler' 
and  that  1  felt  that  a  man  in  charge  of  an  important  segment  of  the  \ 
FHA  operations,  where  he  had  important  decisions  to  make  concern- 
ing whether  or  not  one  company  oDtained  a  commitment,  or  another 
company  obtained  a  commitment,  that  it  indicated  a  complete  investi- 
gation of  his  situation  to  determine  whether  he  should  remain  on  the 
payroll. 

The  Chairman.  Was  an  investigation  made  by  Mr.  Hollyday  of  this 
gentleman  ? 

Mr.  Cole.  That,  I  do  not  know. 

The  Chairman.  How  long  ago  was  it  called  to  Mr.  Hollyday's  at- 
ention,  the  supposed  record  of  this  gentleman  ? 

Mr.  Cole.  Mr.  Chairman,  I  pointed  it  out  to  him  shortly  after  we 
both  came  into  office.  Mr.  Hollyday  knew  of  it,  I  am  sure,  in  July  of 
last  year. 

The  Chairman.  Was  it  your  responsibility  or  his  responsibility  to 
discharge  this  gentleman? 

Mr.  Cole.  Mr.  Chairman,  I  have  no  control  over  the  FHA.    None. 

The  Chairman.  In  other  words,  it  was  Mr.  Hollyday's  responsi- 
bility? 

Mr.  Cole.  Yes,  it  is  Mr.  Hollyday's  responsibility.  I  have  no  con- 
trol over  the  FHA. 
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riie  Chairmax.  You  say  you  have  uo  control  over  it? 

Mr.  Cole.  That  is  right. 

The  Chairman.  You  have  no  authority  to  hire  or  fire  anyone? 

Mr.  Cole.  I  have  no  control.    I  am  merel}^  a  supervisor.    I  just  talk 

them. 

The  Chairman.  You  are  a  coordinator? 

Mr.  Cole.  A  coordinator. 

The  Chairman.  In  other  words,  you  have  no  authority  to  make 

HA  or  the  Commissioner  render  to  you  any  reports? 

Mr.  C01.E.  No;  I  have  no  authority  to  force  them  or  direct  them  or 

I  ffo  into  their  agency  and  require  that  they  do  anything. 

The  Chairman.  In  other  words,  your  job  is  one  of  coordination? 

Mr.  Cole.  General  supervision  and  coordination. 

The  Chair3ian.  And  to  bring  the  agencies  together  and  to  try  to 

ordinate  their  activities? 

Mr.  Cole.  Yes. 

Tlie  Chairman.  You  say  that  you  have  no  authority  to  hire  or 

•e  anyone  within  FHA? 

Mr.  Cole.  That  is  correct. 

The  Chairman.  You  do  have  authority  to  call  to  their  attention 

Mr.  Cole.  That  is  what  I  didj  and  I  think  that  is  my  responsibility. 
The  Chairman.  Call  to  their  attention  discrepancies? 
Mr.  Cole.  I  think  that  is  my  responsibility  and  that  is  what  I  did. 
The  Chairman.  Is  your  chief  complaint  against  Mr.  HoUyday 
at  he  failed  to  cooperate  properly  with  you? 
Mr.  Cole.  No,  and,  Mr.  Chairman,  let  me  not  put  it  in  the  sense  of 
complaint.    Let  me  put  it  in  the  sense  of  attempting  to  present  facts 
you  based  upon  the  facts  upon  which  I  based  my  recommendation. 
This  has  to  do  with  the  need  for  strong  administrative  disciplinary 
Iministration  on  the  part  of  the  FHA.    Then,  I  will  proceed  to  de- 
jlop  it,  and  it  is  contained  in  this  story  with  resi)ect  to  this  one  per- 
il.   May  I  say  something  further  about  that :  I  had  no  know^ledge 
:  the  records  in  the  FHA  with  respect  to  this  person,  except  tliat  I 
lew  there  were  some  there.    There  were  some  records  and  are  some 
cords  that  the  FHA  has  with  respect  to  this  individual. 
Senator  Maybank.  Is  it  a  secret  who  this  individual  is? 
Mr.  Cole.  It  isn't  a  secret,  sir,  but  may  I  say  to  you  that  he  is  en- 
tle  to  a  fair  trial.    I  would  prefer  not  to  name  him. 
Senator  Maybank.  I  wouldn't  ask  you  to  do  it  without  a  fair  trial. 
Mr.  Cole.  By  the  way,  I  have  talked  to  him,  I  have  advised  him  of 
e  charges,  I  have  told  him  that  I  would  stand  ready  to  listen  to  him 
any  time,  to  give  all  the  information  which  he  has  and  he  is  entitled 
do  that. 

Senator  Lehman.  Mr.  Chairman,  may  I  ask  a  question? 
The  Chairman.  Senator  Lehman. 

Senator  Lehman.  Mr.  Cole,  when  you  appeared  before  this  commit- 
3  on  April  14,  you  referred  to  an  order  that  was  sent  out  by  your 
edecessor,  on  March  20,  1952,  calling  for  certain  investigations  and 
port — Mr.  Chairman,  Senator  T)ouglas  has  just  called  to  my  atten- 
m  the  fact  that  this  testimony  of  Mr.  Cole  was  in  executive  session, 
I  will  withdraw  the  question,  of  course,  but  may  I  ask  you  this.: 
)u  were  familiar  with  an  order  that  was  issued  by  your  predecessor 
March  1952  calling  for  certain  investigations  and  reports  to  him  re- 
rding  the  results  of  those  investigations. 


Digitized  by  VjOOQ IC 


1388  HOUSING   ACT    OF    1964 

Mr.  Cole.  That  is  correct 

Senator  Lehman.  Did  you  receive  any  reports  from  the  various 
agencies  that  are  components  of  the  FHA? 

Mr.  Cole.  Senator,  the  Home  Loan  Bank  Board  has  its  own  in- 
vestigating staff,  having  to  do  with  their  compliance  matters.  "Hi 
Pubhc  Housing  Administration  uses  the  compliance  staff  of  the  O&i 
of  the  Administrator  entirely.  They  don't  make  reports  to  us.  Hni 
Home  Loan  Bank  Board  has  their  own  investigative  staff  which  hi 
to  do  with  the  soundness  and  the  credit  and  the  regulations  of  thea^ 
ings  and  loan  institutions.  They  do  not  make  reports  to  us,  except 
they  feel  it  is  necessary  to  do  so.  Nor  do  we  have  any  authority  to 
direct  them  to  do  so. 

Senator  Lehman.  Is  it  not  a  fact  that  under  the  law,  you  have  gei^ 
eral  supervision? 

Mr.  Cole.  That  is  correct. 

Senator  Lehman.  And  the  duty  of  coordination.  Is  that  not 
correct  ? 

Mr.  Cole.  That  is  correct 

Senator  Lehman.  Is  it  also  not  a  fact  that  when  Mr.  Foley  senl 
out  this  memorandum  to  the  heads  of  the  various  compon^ 
agencies — and  that  memorandum  is  a  matter  of  record,  of  course— hi 
expected  to  receive  reports  from  these  agencies,  otherwise  he  would 
not  have  sent  out  tlie  memorandum  ? 

Mr.  Cole.  That  is  correct. 

Senator  Lehman.  And  he  outlined  the  method  in  which  these  ia^ 
vestigations  should  be  carried  on. 

Mr.  Cole.  That  is  correct. 

Senator  Lehman.  Now,  when  you  came  in,  with  a  knowledge  of 
this  memorandum  of  your  predecessor,  and  the  knowledge  that  it  still 
remained  in  effect,  I  am  anxious  to  find  out  what  you  did. 

Mr.  Colf:.  I  continued  to  ask  for  the  reports  as  I  have  outlined  here. 
I  received  some  reports.  A  few.  I  did  not  receive  reports  on  the» 
important  things  wliicli  I  am  now  discussing  with  vou. 

If  you  will  look  at  the  direction  which  Mr.  Foley,  or  at  the  oitler 
which  Mr.  Foley  presented,  it  was  to  this  effect,  that  those  constituents 
which  had  their  own  compliance  staff  and  their  own  investigative 
staffs,  were  requested  to  furnish  information  to  the  Administrator,  if 
my  memory  serves  me  corre<?tly.  Neither  Mr.  Foley  nor  I,  in  iny 
opinion,  could  direct  those  constituents  to  furnish  the  information  to 
us. 

Senator  Lehman.  But  you  did,  as  I  recall  from  your  testimony 
given  a  few  minutes  ago,  you  did  take  these  matters  up  wuth  Mr. 
Hollyday? 

Mr.  Cole.  Oh,  yes.  That  was  deemed  to  be  part  of  the  supervisory 
activity  on  the  part  of  the  Administrator,  to  determine  what  the 
facts  are,  to  discuss  what  could  be  done,  to  advise  with  him,  to  recon- 
cile differences  of  opinion,  if  po  to  talk  about  policy  matters,  to 
discuss  legislation,  to  cliscii  ^^^iMiNi^^^^i  of  the  Budget, 


rit|gMHkreau  of  the 
Jj^^^^l||adyised — a 
"  ^'fciinistrato 


the  White  House,  and  the  Jj^^^^i|advised — and  I  a© 

sure  that  I  am  correct   )  "             "fciinistrator  of  Uie 

Housing  and  Home  Fini  -    w^mmb^  to  direct 

the  FHA  to  do  anythii  - 

Now,  m      "      itinuf 

The  r  ; 
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Senator  Douglas.  I  would  like  to  follow  up  this  last  point  a  bit  and 

istrate  it  with  a  personal  experience  of  my  own. 

;n  February,  I  sent  to  Mr.  Hollyday,  a  complaint  about  conditions 

the  Champaign-Urbana  area,  under  title  I,  which  had  been  re- 

rted  to  me  by  the  local  newspaper  there,  and  mentioned  some  80 

tances  of  alleged  fraud  in  connection  with  repairs.    Mr.  Hollyday 

mowledged  the  letter  and  said  he  was  carrying  on  an  investigation. 

me  weeks  later  I  wrote  him  and  then  he  said  he  had  referred  the 

tter  to  the  Department  of  Justice. ' 

[s  it  not  possible  that  in  some  of  these  cases  he  may  have  been  deal- 


light 

nal  pride  and  to  some  degree  jealousy  which  grows  up  between 
LA.  and  Housing  and  Home  Finance? 

tfr.  Cole.  The  referral  of  a  matter  to  the  Department  of  Justice  or 
the  FBI  does  not  meet  the  needs  of  administrative  action.  The 
ids  of  administrative  action  are  what  we  are  talking  about,  now, 
\  means  to  tighten  up  and  follow  through  and  to  discipline  admin- 
ratively — ^not  having  to  do  necessarily  with  fraud.  This  is  an 
ministrative  pix>blem  I  am  talking  about. 

[  am  talking  about  the  need  to  have  tough,  hard  people — and  I  mean 
-tough  people  to  administer  a  program  which  involves  billions  of 
liars,  to  require  that,  upon  a  month's  notice  when  there  is  a  possibil- 
^  of  fraud,  abuse,  or  negligence  that  the  Administrator  does  the 
cessarily  tough  job  of  cleaning  it  up. 

Senator  Douglas.  Mr.  Chairman,  I  think  that  at  the  conclusion  of 
r.  Cole's  testimony  it  would  be  only  fair  to  Mr.  Hollyday  if  we  were 
give  him  the  opportunity  of  taking  the  stand,  at  least,  and  make  a 
itement  as  to  wliether  or  not  he  referred  these  cases  to  the  Depart- 
JDt  of  Justice,  or  whether  he  ignored  them,  so  to  speak.     Mr.  Cole 
s  said  that  he  had  no  legal  power  to  compel  Mr.  Hollyday  to  act 
d  that  it  was  simply  administrative  courtesy,  and  so  forth. 
[  think  this  is  imoortant  not  only  for  the  sake  of  the  record,  but  for 
J  sake  of  Mr.  Holiyday's  reputation. 
Senator  Lehman.  May  I  ask  another  question  ? 
rhe  Chairman.  Senator  Lehman. 

Senator  Lehman.  I  am  under  the  impression,  although  I  don't 
all  the  testimony,  that  as  late  as  January  you  wrote  a  letter  to  Mr. 
•Ilyday  praising  him  for  his  work. 
tfr.  Cole.  That  is  correct. 

Senator  Lehman.  And  I  believe  there  was  some  connection  with  a 
K)rt  that  was  made.     Is  that  a  fact  ? 
kfr.  Cole.  That  is  correct. 

Jenator,  the  FHA  title  I  abuses  were  called  to  Mr.  Holiyday's  atten- 
n.  The  President's  Advisory  Committee  discussed  the  fact  that 
re  were  widespread  abuses  in  title  I.  It  was  at  that  time  becoming 
her  well-known  and  there  was  a  great  concern  about  what  was  being 
le  about  it. 

[Tie  FHA  established  2  regulations,  1  in  July  of  1953,  and  1  in 
bober  of  1953.  The  October  regulation  became  effective,  if  my 
mory  serves  me  correctly,  in  December  of  1953.  Those  regulations 
-e  sound  and  constructive  and,  as  I  said,  held  a  straightforward 
)roach  to  the  administrative  problem  of  establishing  a  regulation. 
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What  this  testimony  brings  out,  however,  is  that  you  may  establish 
a  reguhition  but  it  takes  hard  work,  difficult  work,  constant  applica- 
tion to  the  job,  to  see  that  these  regulations  are  policed,  to  see  to  it  that 
your  people  are  following  through,  to  determine  whether  or  not  they 
nave  been  abused,  to  see  to  it  whether  or  not,  after  you  detennine 
whether  or  not  they  have  been  abused,  that  disciplinary  action  is 
taken. 

Now%  at  the  time  that  I  wrote  the  letter,  and  now%  I  believed  tliat 
those  regulations  were  sound  and  constructive,  and  will  be  very  effec- 
tive. The  point  I  am  making  is  one  of  administrative  laxity  after 
the  regulations  and  before  the  regulations  were  adopted.  That  is  the 
point  I  am  making. 

Senator  Lehman.  Mr.  Cole,  might  I  say  this:  Doesn't  it  seem 
strange  that  when  you  had  comnumicated  with  Mr.  Hollyday  shortly 
after  you  assumed  office  in  April  1958,  and  were  aware  of  these  com- 
plaints that  had  come  in  with  regard  to  abuses  under  title  I,  one 
of  which  is  carried  in  this  article  by  the  Consumer  Reports,  and 
you  did  not  get  action,  administrative  action,  from  Mr.  Hollyday, 
and  that  he  did  not  make  reports  to  you  ?  Does  it  not  seem  strangi 
that  you  should  have  written  him  a  letter  of  praise  for  carrying 
out  work  in  which,  according  to  my  undei'standing  of  your  testi- 
mony, you  felt  he  was  derelict? 

Mr.  Cole.  You  see,  he  had  not  reported  to  me  with  respect  to  the 
investigations  which  they  were  undertaking  at  that  time.  I  did  not 
have  the  report  at  that  time.     I  had  the  report  later. 

Now,  these  investigations  are  difficult  to  make,  in  title  I.  They 
involve  small-home  owners  scattered  over  an  area,  the  involve  hun- 
dreds of  items,  they  involve,  lendere,  they  involve  dealers,  and  they 
are  difficult  to  take.  I  was  aware  of  the  fact  that  Mr.  Hollyday 
did  not  have  sufficient  investigators  to  do  a  thorough  and  coruplete 
job.  I  know  that.  He  knows  it,  and  everyone  knows  that.  '  At 
that  time  he  didn't  have  sufficient  investiiratoi-s.  I  knew  that  it 
would  take  time.  Anil  may  I  sjiy  to  you  that  in  my  opinion  it  was 
not  the  fault  of  the  Congress  that  he  did  not  have  sufficient  investi- 
gatoi*s.  lender  his  appropriation  bill,  I  am  infoi-med — under  his 
appropriation,  1  am  infornuHl — he  has  ample  authority  to  estaUish 
as  many  investigatoi^s  as  necessary  if  it  is  a  critical  emergency  propo- 
sition. I  think  there  is  no  question  about  that.  But  I  want  to  make 
it  very  clear  that  he  did  not  have  sufficient  investigators  at  this  time. 
He  i*elied  upon  that  fact  that  he  didn't.  I  knew  that  it  would  take 
considerable  time.  It  took  the  Department  of  Justice  montlis  within 
which  to — with  all  of  their  authority,  with  all  of  their  machinery, 
it  took  quite  a  bit  of  time  for  them  finally  to  i^eport.  The  i)oiut 
Inking  that  when  we  were  talking  about  ivgulations,  yes.  Sound  regu- 
lations, constructive  ivgulations.  '^'"  jtu  tlie  I'eiwrt  finally  came  back 
u|H)n  the  invest igati(M)s  w  hich  ^'  ||^  ai^^M^sciplinai-y  actions 

which  weiv  made,  that  is  the  V^^S^^^E  speaking  about 

Now,  may  I  proinvd  i  Tjm-"  TL. 

Senator  Fkkak»  AVho  isj  ,  "-  ^y  and  Octoberl 

Mr.Coij^v  MnHollydr  --=m£: 

Senator  '"^hm 

Mr,r 

The 
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Si  iL;jt*i!  I>ouGu\s.  Ts  it  iiot  tfiie  that  In Dec't'iiiber,  when  yon  -rere 
Chui  I  tiiun  of  the  I*re.sideiit'?5  A«lvisc*ry  Coniniitteu,  the  ooinniitiee  with 
re5j}>eet  to  title  I,  saiil  thiitj  "It  ia  the  jud^iieiit  of  your  suhcom' 
mittee  that  rhese  new  re^u  hit  ions  will  eorrect  the  abuee^,  and  that 
no  further  requirenients  should  be  imposed''  i 

Mr,  C'liLK.  I  think  thiit  is  contained  in  tlie  report,  sir. 

Senator  I}ougi^\s,  Now,  apparently  you  thougnt  tluit  st)  far  as  the 
isstJin^  of  regulation's  is  ccmeerned,  triat  Mr.  Fiollvday  had  been  doing 
a  ^ijod  job. 

Mr.  tt»LK,  That  in  correct;  and  that  is  wliat  I  attempted  to  say  to 
Senator  Lehman, 

Senator  DouGi^Aft.  Did  you  attenipt  to  liitd  out  whether  he  had 
referred  cases  to  the  FBI,  whether  he  moved  independently f 

Mr.  C!t>LF»  Yes ;  he  had  referred  cases  to  t!>e  FBI, 

Senator  DouoLAe.  Did  he  refer  the  CaUforuia  cases  to  the  FBI? 
Mr.  CoLK*  That  I  do  not  kntjw;  but  may  I  Siiy  to  you.  Senator,  the 
FBI  has  no  jurisdiction  over  hii^  administrative  problems  of  investi- 
gating it  iidrninisti^atively  to  determine  what  sanctions,  what  dis- 
ci ph  nary  actions  should  he  taken  against  a  dealer  or  a  lender. 

Senator  Douglas.  You  have  said  you  have  no  administrative  au* 
thority. 

Mr.  Cole.  That  is  riglit;  Mr,  Hollyday  has  the  administi'ative  au- 
thority, and  he  only.    He  only.     No  one  else. 

Senator  IJoitolas.  Apparently  wliat  you  are  saying  is  Uiat  he 
should  iiave  reported  to  you  though  you  had  no  power  to  compel  it? 

Mr.  CoLK.  No. 

Senator  Dougl.\s,  I  believe  you  shoidd  have  the  authority, 

Mr.  Cole,  I  thiivk  so,  too. 

Senat^jt  IXjuglas,  I  am  inclined  to  believe  that  you  should. 

Mr.  CuLK.  Yes. 

Senator  Dougl.vs.  But  so  far  as  the  past  is  concerned j  I  don't  see 
bow  you  can  legally  blame  him. 

Mr*  CoLK.  The  blame,  if  there  is  any  blame — again,  I  want  to  give 
you  the  facts.  The  point  is,  not  that  he  failed  to  report.  The  point 
IS  what  was  done  b}^  FHA,  on  the  few  castas  tliat  they  could  and  did 
investigate.  I  am  pointing  out  to  yon  that  tbose  cuses  which  they 
did — iirespective  of  how  manv  people  they  had,  irrespective  of  any- 
thing eisc — on  the  few"  cases  tliey  did  investigate,  what  did  they  do  I 
Til ey  re]  n  > r t e d  Ini * ■  k 

Senator  DtuohAs.  Did  they  put  the  firms  on  the  blacklist! 

Mr.  Cole.  They  put  manv  of  the  linns  on  the  blacklist. 

Seantnr  Douglas.  That  fs,  did  they  put  the  firms  that  were  guilty 
in  Califoi'nia  on  the  blacklist? 

Mr,  C*oLiL  They  put  some  of  thetu  on  the  blacklist;  yes,  sir. 

Senator  Doiglas.  Then,  they  took  action  in  that  case. 

Mr,  C^Ji.K.  Ye.s,  sir, 

Senntnr  Douglas.  Did  they  put  any  of  the  lending  firms  on  the 
blacklist? 

Mr.  CoLK*  Yes,  thev  did* 

Senator  Df^i^oLAs.  Were  there  any  FHA  officials  involved? 

Mr.  Cole,  In  title  H 

Senator  Di^tJOLAs.  Yes, 

Mr.  (^t*LK.  By  "involved'"  do  you  mean  in  a  criminal  sense,  sir? 

Senator  DfttioLAg.  Or  grossly  negligent. 
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Mr.  Cole.  I  think  some  FHA  officials  were  grossly  negligent. 

Senator  Douglas.  Was  any  action  taken  in  connection  with  therat 

Mr.  Cole.  No. 

Senator  Douglas.  Then,  your  chief  complaint  seems  to  be  that 
action  was  not  taken  on  some  FHA  officials. 

Mr.  Cole.  No — I  am  sorry. 

Senator  Douglas.  Wasn't  that  your  position? 

Mr.  Cole.  The  chief  complaint  with  respect  to  title  I  was  that 
there  was  no  proper  investigation  of  those  cases  which  they  attempted 
to  investigate,  and  secondly,  no  disciplinary  action  on  those  on  those 
cases. 

Senator  I>ougla8.  But  you  said  that  some  of  them  at  least  were  put 
on  the  blacklist. 

Mr.  Cole.  Surely.    Some  of  them. 

Senator  Douglas.  And  some  of  them  were  referred  to  the  FBI. 

Mr.  Cole.  Surely. 

Senator  Douglas.  Now,  what  else  could  they  have  done?  That  is 
what  I  am  interested  in. 

Mr.  Cole.  Senator,  what  I  have  said  is  what  they  did  not  do.  You 
are  using  some  cases,  and  I  am  using  other  cases.  It  is  the  other  cases. 
The  X  company,  for  a  particular  example.  The  X  company,  where  a 
special  request  was  maae  that  the  X  companv  had  violated — -broadly- 
had  violated  in  many  instances — many  of  the  FHA  regulations.  An 
investigation  was  made  of  the  X  company,  sir,  and  a  report  was  made 
of  the  X  company,  and  that  neither  the  investigation  nor  the  report 
nor  the  disciplinary  action  was  proper. 

Senator  RIaybank.  Who  is  the  X  company?  Is  that  just  a  lot  of 
companies? 

Mr.  Cole.  I  used  the  letter  "X"  to  identify  one  company,  and  if  you 
care  to  I  will  tell  you  which  one  it  is. 

Senator  Maybank.  Is  there  any  objection? 

Mr.  CoLi-:.  The  only  objection — the  only  reason  I  am  being  cautious 
is  that  it  is  being  investigated. 

Senator  Maybank.  I  don't  want  to  do  anything  wrong. 

Mr.  Cole.  I  will  furnish  it  to  you  off  the  record. 

The  Chairman.  I  think  it  better,  in  all  fairness  to  everybody,  be- 
cause we  certainly  don't  want  to  accuse  anybody,  any  innocent  person, 
until  we  have  the  complete  information  and  are  satisfied  that  there  has 
been  collusion  and  irregularities  and  violations  of  the  law — ^reasonable 
certainty  of  it — I  don't  think  it  ought  to  be  publicly  made  a  matter  of 
ivcord. 

Mr.  Cole.  May  I  i-eturn,  then,  to  this  personnel  matter? 

The  (^hairman.  You  proceed  in  your  own  way. 

Mr.  Cole.  You  were  inquiring  about  the  personnel  matter. 

'I'his  has  to  do  with  the  individual  about  whom  we  were  discussing, 
whose  file  disclosed  certain  mattere  of  serious  irregularity,  about  his 
position  in  an  important  part  of  the  agency. 

In  July  again,  additional  information  was  presented  with  respect  to 
his  his  situation.     Serious  irregularities  were  involved. 

Senator  Mayivank.  Could  you  say  what  kind  of  irregularities? 

Mr.  (^oLE.  Yes,  I  can  say.  The  original  ones  were  gambling  with 
lai'ffo  amounts. 

Senator  Maybank.  But  you  said  additional. 
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Mr.  Cole,  The  ^^additional"  has  to  do  with  the  demanding  of  money 
dtom  people  for  the  purpose  of  securing  commitments  to  FHA.  Mr. 
loUyday  has  said  that  he  believes  that  the  evidence  is  sufficient— or  at 
least  he  has  the  belief  that  it  is  true. 

Now,  this  person  worked  for  the  FHA  from  the  very  beginning  of 
Mr.  Hollyday 's  entrance  into  FHA,  and  resigned,  receivmg  a  laudatory 
letter  from  Mr.  Hollyday  about  his  work.  At  the  time  he  resigned,  he 
was  under  investigation  by  the  FBI  and  that  was  well  known  to  Mr. 
HoUvday.  It  is  my  judgment  that  in  an  agency  of  this  sort  where  you 
ire  dealing  with  millions  of  dollars,  again,  that  an  individual  under 
nvestigation  with  such  serious  charges  of  irregularities  placed  against 
liin  should  not  be  permitted  to  resign  with  a  laudatory  statement  on 
he  part  of  the  head  of  the  agency.  I  don't  believe  that  is  proper 
dmmistrative  action.    I  didnx  believe  it  then  and  I  don't  beneve  it 

lOW. 

That  has  to  do  with  this  particular  individual. 

May  I  say  parenthetically,  too,  that  this  individual  had  important 
ecisions  to  make  with  respect  to  section  608,  which  we  are  discussing 
ow,  and  whether  or  not  there  are  serious  collusions  or  gross  negligence 
1  connection  with  that  program. 

Now,  in  the  section  608  program,  I  want  to  refer  to  that  for  the 
jmmittee's  benefit. 

Last  summer,  August  6,  1953,  I  had  a  discussion  with  an  attorney 
y>m  the  Internal  Revenue  Service  regarding  the  section  608  pro- 
ram.  He  came  to  my  office  and  told  me  that  the  Internal  Revenue 
ervice  prepared  cases  to  file  suits  against  the  builders  or  contractors 
ho  were  involved  in  the  construction  business  of  the  section  608  proj- 
5ts  and  who  had  received  windfalls.  He  told  me  that  it  was  in  his 
idgment  that  they  believed  they  had  developed  a  sufficient  pattern  in 
>nnection  with  the  section  608  cases,  that  in  many  cases  a  builder 
hen  he  began  anything  about  constructing  or  planning  a  section  608 
roject,  would  know  in  advance  that  he  would  be  able  to  obtain  a  wind- 
.11,  or  a  mortgaging-out,  and,  therefore,  in  their  opinion,  it  was  pos- 
ble  that  he  5iould  have  paid  taxes  on  income  rather  than  capital 
kin. 

The  Chairman.  Who  said  this? 

Mr.  C!oMi.  This  is  an  attorn^  from  the  Internal  Revenue  Service, 
think  his  name  was  Holmes;  1  am  not  sure. 
Senator  Matbank.  Would  you  repeat  that? 
Mr.  C!oLB.  Sir? 

The  Chaibman.  Senator  Maybank  would  like  to  have  you  repeat 
at. 

Mr.  Cole.  What  the  attorney  said? 

Mr.  McMurray.  The  attorney  in  the  Internal  Revenue  Service 
id  what? 

Mr.  CoML  That  he  thought  it  was  possible  that  the  builder  of  a 
3tion  608  project,  or  that  some  builders  of  the  section  608  projects 
uld  determine  in  advance  that  they  would  receive  a  windfall. 
Senator  Matbank.  You  say  some.  Why  couldn't  they  all  do  that? 
Mr.  Cole.  I  think  Senator  Douglas  has  put  his  finger  on  that, 
ime  are  more  ingenious  than  others.  The  ingenious  ones  saw  the 
ssibility  of  a  pattern  and  realized  that  the  mere  construction  of  it. 
it  was  handled  properly,  the  mere  construction  of  the  project  or  of 
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the  apartments  would  thus  result  in  a  windfall  to  them.    That  islkWif 
case  whidi  they  had.  ^  I 

Senator  Maybank.  Now,  let  me  suggest  this:  It  is  my  infarnir.l 
tion  that  in  some  of  the  projects  they  are  building,  say  l/WO  iinli| 
as  an  example— there  may  be  200  corporations  formed  as  a  meuuct 
taking  advantage  of  the  taxes  on  small  corporations  of  less  titti 
$26,0u)  capitalization.  Do  you  have  any  knowledge  of  200  corpon- 
tions  being  formed  in  some  instances? 

Mr.  Cole.  No;  I  don't. 

Senator  Matbank.  Would  you  find  out  for  me? 

Mr.  CoLB.  We  will  look  into  it 

(The  information  requested  follows:) 

ltviu>BBB  Operating  Uni«b  Sevebal  Goapobations 

VutWr  tbo  roffulutious  which  have  hitherto  been  in  effect  in  the  FHA  itliH 
h<*<tn  tho  practice  of  some  operative  builders  to  conduct  their  building  aetirttltt 
unikv  iMtvaral  difEerent  building  corporations.  This  practice  extends  from  Oh 
1  or  2  corimratlons  of  some  builders  to  builders  who  form  new  corporatioiis  fv 
each  of  their  many  building  programs. 

The  (Extent  of  the  expansion  of  these  corporate  structures  depends  a  great  dcd 
on  thi*  various  State  laws  governing  the  formation  and  dissolution  of  corporattou. 

Underwriting  requirements  have  not  attempted  to  dictate  the  type  of  proprietor 
or  <f()r|M)rato  structure,  but  each  entity  acting  as  a  mortgt|gor  in  an  insonl 
niortgaKO  loan  transaction  must  meet  the  requirements  of  acceptability  in  tte 
same  manner  as  any  other  borrower. 

In  determining  the  financial  responsibility  of  a  builder  operating  under  a  niBi- 
lier  of  corporations  the  mortgage  credit  examiners  are  instructed  to  deterndBe 
the  net  financial  responsibility  of  the  buUder  by  considering  the  various  liabOitifli 
of  a  cortwratlon  and  by  eliminating  all  interlocking  corporate  accoutns  in 
lyzintc  the  builder's  financial  condition. 

Whenever  it  is  determined  that  a  builder  is  using  his  credit  in  a  manner  c<m* 
trnry  to  FIIA  credit  policies  no  additional  firm  commitments  involving  further 
hutldinfc  operations  by  him  or  by  companies  he  controls  are  recommended. 

Mr.  Cole.  The  attorney  advised  me  that  there  was  a  total  yolmne 
of  section  608  windfalls  of  many  hundreds  of  millions  of  dollars  and 
that  it  involved  hundreds  of  corporations.  When  he  told  me  the 
amount  of  the  mortgaging-out  feature,  I,  of  course,  was  horrified  that 
this  could  have  occurred.  I  knew  that  there  were  some  possibilities  of 
mortgaging  out,  we  had  all  heard  of  that,  but  this  was  the  first  time 
I  had  ever  heard 

The  Chairman.  Who  told  you  that? 

Mr.  Cole.  This  attorney. 

This  was  the  first  time  that  I  have  had  placed  before  me 

The  Chairman.  An  attorney  from  the  Internal  Revenue  Service! 

Mr.  Cole.  Yes.  This  was  the  first  time  I  ever  had  it  placed  before 
me  that  this  was  a  pattern  and  a  volume,  so  that  those  who  entered 
into  it  knew  it  would  occur. 

He  requested  that  the  FHA  provide  him  information  necessary  to 
the  bringing  forward  of  their  case. 

I  called  Mr.  Hollyday  by  telephone  and  told  him  the  man  would 
come  oyer  to  visit  with  him,  and  ask  him  for  assistance.  Mr.  Hollyday 
flfflive  him  the  assistance  and  they  secured  the  information  neoessarv 
from  FHA  to  bring  the  one  case  or  other  cases  which  they  may  need. 
Very  shortly  thereafter  I  asked  Mr.  Hollyday  to  come  to  my  office 
and  at  that  time  we  discussed  tlie  section  608  cases.  I  said  to  him, 
**It  is  my  opinion  that  some  day  this  matter  will'*— I  put  it,  as  I  do- 
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How  hi^er  than  a  kite.  One  of  these  days,  when  the  full  facts  are 
)Telopea,  this  will  be  a  ^at  scandal.  You  are  not  involved  in  it,  I 
n  not  involved  in  it,  it  iiappened  sometime  ago.  Some  section  608 
rejects,  however,  are  still  oeing  constructed" — and  they  were  then 
tid  are  now 

The  Chateman.  About  what  was  the  date  of  this  meeting? 

Mr.  CcRLE.  This  was  right  after  August  6. 

The  Chairman.  In  August  1953. 

Mr.  Cole.  That  is  correct 

I  said,  ^^I  think  you  should  immediately  investigate  this  situation 
horoughly  and  completely  in  order  that  you  may  determine  what 
las  happened  not  only  with  respect  to  the  people  now  employed  in  your 
genev  but  also  with  respect  to  the  prc^am,  itself,  and  tne  people  who 
lave  nad  the  facilities  of  the  agency,  but  also  what  to  do  with  future 
>ro^rams  of  rental  housing." 

&  agreed  and  said  he  thought  that  should  be  done  and  must  be 
lone. 

I  discussed  it  with  him  a  number  of  times  since  that  date  and  asked 
lim  whether  or  not  investigations  were  going  forward. 

It  was  my  impression  that  they  did  make  some  investigation — ^I  will 
mt  it  this  way.  It  is  my  impression  that  he  advised  me  they  were 
laking  some  investigation.  It  is  m^  impression  that  he  told  me 
nvestigators  went  to  New  York.  This  may  or  may  not  be  correct, 
ecause  it  is  rather  vague. 

Senator  Matbank.  Mr.  Chairman.  At  this  point  might  I  ask  a 
uestion? 

The  Chairman.  Senator  Maybank. 

Senator  Maybank.  The  Est  was  sent  down  here  to  the  chairman  on 
be  section  608  matter,  as  you  know. 

Mr.  Cole.  Yes. 

Senator  Maybank.  And  it  is,  of  course,  secret  because  it  concerns 
icpme  taxes. 

Does  the  FHA  have  a  list  that  does  not  concern  taxes,  or  has  the 
1BLA  any  thin^  that  this  committee  might  have? 

Mr.  Cole.  Yes,  S^iator,  it  is  my  iuqzment  that  they  do. 

Senator  Maybank.  Some  of  the  Members  on  this  side  of  the  aisle— 
s  I  told  the  chairman  this  morning — are  very  anxious  to  get  the  list 
or  tiieir  own  protection  because  a  lot  of  people  are  being  charged 
dth  things,  and  unjustly  so. 

Mr.  Cole.  I  think  what  can  be  done.  Senator,  is  to  reconcile  the 
Bcords  of  the  Internal  Revenue  Service  with  the  record  in  the  FHA. 

Senator  Maybank.  We  couldn't  talk  about  the  list  that  we  brought 
p  here,  of  course. 

The  Chairman.  It  is  a  violation  of  the  law  to  disclose  any  inf  orma- 
!on  in  a  man's  income-tax  return,  unless  it  is  done  by  Executive  order 
f  the  President,  and  th«n  for  a  specific  purpose,  and  only  to  certain 
geneiee  of  Government,  among  them,  of  course,  being  congressional 
nomittees  and  other  agencies  of  Government  that  need  the  informa- 
0n  for  the  proper  administration  of  their  agencies.  We  have  received 
m  names  of  1,149  on  that  basis  and  we  will  have  to  follow  the  law. 

Senator  Doug 

Senator  Dooui^As.  I  don't  think  the  request  that  I  am  now  going 
)  make  of  Mr.  Cole  involves  the  point  to  which  the  chairman  has  just 
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referred  but  I  wonder  if  Mr.  Cole  would  furnish  the  committee  with 
a  list  of  all  blacklisted  dealers,  both  contractors  and  lending  ageniitt 
imder  title  I  loans. 

Mr.  Cole.  Yes. 

Senator  Douglas.  Would  you  make  available  to  the  committee  a  li^ 
of  all  complaints  received  imder  title  I  operations? 

Mr.  Cole.  That  would  be  a  terrific  job  but  we  will  do  the  best  i?» 
can,  sir.   That  would  be  a  terrific  job. 

The  Chairman.  Let  us  make  sure  we  know  what  we  are  asking  for 
here.  Are  you  talking  about  complaints  in  the  headquarters  here  in 
Washington,  as  well  as  all  of  the  field  agencies  and  the  Internal  Eeve- 
nue  Service  and  the  Attorney  General? 

Senator  Douglas.  Let's  go  back  to  the  beginning.  My  first  re(}uest 
was  that  Mr.  Cole  furnish  to  the  committee  a  list  of  all  blacklisted 
dealers. 

The  Chairman.  That  ought  to  be  very  simple. 

Senator  Douglas.  Contractors  and  miance  agencies. 

Senator  Bennett.  Will  the  Senator  yield? 

Senator  Douglas.  I  yield. 

Senator  Bennett.  Would  it  be  proper  to  ask  that  that  list  show  the 
date  upon  which  they  were  placed  on  the  blacklist  t 

Mr.  Cole.  I  think  that  could  be  done.     (See  appendix,  p.  1905.) 

Senator  Douglas.  Now,  the  second  request  is  to  make  available  to 
the  committee  complaints  received  under  title  I.  I  am  willing  to 
qualify  that.    Let  us  say  complaints  received  by  the  national  office. 

Mr.  Cole.  Again,  Senator,  we  will  do  the  best  we  can  and  advise 
you  of  the  results  of  it.  It  is  very  difficult  and  it  may  involve  a  tre- 
mendous amount  of  operation,  but  we  will  take  it  up  for  the  Senator. 

Senator  Douglas.  Such  a  list  would  make  it  possible  for  the  com- 
mittee to  make  an  independent  investigation  of  this  matter. 

Mr.  Cole.  Yes. 

(The  information  requested  follows :) 

C0MP1.AINT8  Received  Under  Title  I 

A  check  has  been  made  of  the  correspondence  files  of  the  Title  I  Operations 
Section  which  discloses  that  during  the  period  January  1,  1953,  through  March 
31,  1954,  309  complaints  of  title  I  borrowers  were  received  by  the  Washington 
headquarters  of  the  Federal  Housing  Administration.  Of  this  total  111  were 
received  during  the  first  6  months  of  1953,  141  were  received  during  the  last 
6  months  of  1953,  and  57  were  received  during  the  first  3  months  of  1954. 

It  should  be  noted  that  this  total  does  not  include  complaints  which  were  sub- 
mitted to  FHA  field  offices  or  to  other  agencies  of  the  Federal  Government  and 
subsequently  referred  to  FHA  Washington  headquarters.  In  the  latter  category 
are  approximately  100  reports  received  from  the  Federal  Bureau  of  Investigation 
during  the  same  period. 

Mr.  Cole.  Proceeding  with  the  section  608  situation  I  have  no  recol- 
lection of  the  number  of  times  that  I  discussed  the  necessary  investi- 
gation of  the  section  608  program.  I  will  say,  however,  for  the  record, 
it  is  more  than  once.  My  judgment  is  that  it  was  4,  5,  or  6  times. 
Each  time  I  pointed  out  that  there  must  be  something  done  about  it, 
it  must  be  investigated.  The  first  time,  then,  we  were  able  to  obtain 
information  about  section  608  came  to  me  when  the  President  finally 
gave  me — when  the  President  gave  me  authority  to  take  over  records 
and  instructed  agencies  to  provide  me  with  information  to  proceed. 
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The  fact  which  I  am  presenting  to  the  committee  is  this,  that  the 
ministrator — ^that  is  the  Commissioner — was  requested  to  make  an 
estigation  of  a  situation  which  involved  possible  collusion,  possible 
ss  negligence  on  the  part  of  FHA  employees,  where  he  had  definite 
jrmation  that  one  or  the  employees,  one  of  the  top  employees  in 
rge  of  this  program  had  been  charged  with  serious  irregularities, 
lations  of  criminal  law — serious  ones — and  that  man  was  permitted 
esign  with  a  laudatory  letter. 

Fow,  Mr.  Chairman,  I  have  a  responsibility  and  it  isn't  a  happy 
And  I  have  a  duty,  and  that  is  that  administratively,  this  Gov- 
ment  must  carry  out  its  responsibilities.  They  may  be  difficult, 
7  may  be  tough,  they  may  be  hard  decisions  to  make.  This  Agency 
ch  we  have  and  over  which  I  have  general  supervision  and  co- 
ination  is,  in  my  opinion,  more  than  any  other  agency  in  the 
''ernment,  subject  to  pressures.  We  grant  money,  we  give  money 
y,  we  loan  money — millions  of  dollars  every  year — in  all  sorts  of 
imunities  under  all  sorts  of  conditions. 

Te  decide  whether  X  corporation  or  Y  corporation  is  permitted  to 
e  a  commitment  for  the  building  of  homes  and  apartment  build- 
5  without  any  investment  of  money  on  their  part.  The  fidelity, 
integrity  of  this  operation,  Mr.  Chairman,  is  more  important  than 
ov  anybody  else. 

he  Chabrman.  Mr.  Cole,  Mr.  Hollyday  said  on  yesterday  that  in 
opinion — I  believe  I  am  quoting  him  correctly  and  if  not  I  want 
le  corrected — that  the  law,  the  proposed  law  and  existing  law  as 
pplies  to  title  I,  need  not  be  amended,  that  the  problem  was  one 
dministration  and  not  the  wording  of  the  kw. 
5  that  your  opinion,  too,  that  it  is  unnecessary  to  make  any  changes 
itlel? 

[r.  CoiiE.  I  would  agree  with  that  at  the  present  time ;  yes,  sir. 
he  Chairman.  You  think  it  is  one  purely  of  administration. 
[r.  CouB.  Yes;  and  to  be  absolutely  fair,  Mr.  Chairman,  and 
ator  Douglas,  this  program,  with  thousands  of  loans  being  made 
>ver  the  country — ^thousands  of  them,  every  year,  every  month — 
»rent  in  the  program  is  the  idea  that  there  will  be  violations. 
I't  ever  overlook  that.  Inherent  in  the  program  is  that  there  will 
ays  be  violations  and  abuses.  The  point  that  I  am  making,  sir, 
us,  that  when  abuses  have  been  made  and  when  complaints  have 
1  reported,  irrespective  of  how  many  investigations  are  made,  that 
I  investigations  as  are  made  are  completed  and  that  disciplinary 
on  taken  in  those  cases. 

he  Chairman.  In  your  opinion  it  is  not  necessary  to  make  any 
iges  in  the  present  law  as  applied  to  title  I. 
>.  CoiiB.  Tnat  would  be  my  opinion. 
he  Chairman.  That  is  your  best  judgment? 
>.  Cole.  Yes. 

he  Chairman.  And  your  best  judgment  is  that  there  are  abuses 
have  been  taking  place  on  the  part  of  the  administrators. 
J.  Cole.  I  will  not  go  that  far.  If  there  have  been  abuses  some 
[lem  were  without  gross  negligence  or  any  kind  of  negligence. 
he  Chairman.  Primarily,  then,  it  is  inherent  in  the  law,  itself. 
T.  Cole.  Always  when  you  have  a  great  program  involving  small 
iS,  yes,  sir ;  it  is  inherent  to  a  certain  extent. 
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The  Chaikmak.  There  is  something  in  the  law  that  pennits  blanlffit 
guaranties  and  pennits  the  backer  and  the  dealer  to  proceed  without 
any,  or  with  very  little^  supervision — ^is  that  your  position? 

Mr.  Cole.  My  position  is,  Senator,  that  a  program  of  such  voluntt 
will  always  have  some  abuses. 

The  Chairman.  Is  Mr.  Mason,  the  new  FHA  Director,  here! 

Mr.  Cole.  He  is  not  here. 

The  Chairman.  For  example,  it  was  brought  out  in  testimony  on 
yesterday  that  you  have — the  FHA ;  not  you,  the  FHA — ^have  ap- 
proved lor  the  purpose  of  guaranteeing  rehabilitation  loans  between 
500  and  600  individual  items.  Some  of  them  were  named,  such  as 
swimming  pools  and  landscaping  and  barbecue  pits  and  fire  alarms 
and  burglar  alarms  and  so  forth. 

Is  it  your  best  judgment  that  we  ought  to  continue,  or  the  Federal 
Government  ought  to  continue  to  guarantee  that  sort  of  thing? 
.  Mr.  Cole.  The  answer  is  "No."  If  you  take  into  consideration  all 
the  matters  you  have  discussed,  the  answer  is  "No."  Again,  it  is  a 
matter  of  adininistration.  It  would  be  very  difficult,  Mr.  Chairman, 
for  the  committee  to  write  legislation  and  say  "XTZ,  1,  2,  3,  4"— - 

The  Chairman.  Then  you  think  we  might  well  limit  the  loans  to 
what  we  normally  know  to  be  repairs  in  a  home,  or  improvements  in  a 
home,  such  as  roofs,  paintings,  siding,  flooring — ^not  what  we  think 
of  as  frills. 

Mr.  Cole.  Senator,  I  think  you  could  do  that  but  it  would  not  attack 
the  problem  I  am  talking  about  today.  This  problem  I  am  talking 
about  today  is  administration. 

The  Chairman.  The  homeowner  can,  if  he  cares  to,  go  down  and 
borrow  up  to  $2,500  on  his  own  note,  secure  the  money,  and  then  pro- 
ceed to  let  his  own  contracts.  The  lending  agency  never  knows  to 
whom  he  let  the  contract,  with  whom  he  spent  the  money ;  is  that  a 
correct  statement? 

Mr.  Cole.  I  think  it  can  be  done. 

The  CHAHtMAN.  If  you  do  not  know  of  your  own  accord,  do  you 
have  someone  with  you  who  does  know  ? 

Mr.  Cole.  The  answer  is  "Yes." 

The  Chadiman.  The  answer  is  "Yes." 

Then  you  have  two  kinds  of  loans.  You  have  that  loan  in  which 
the  individual  homeowner  can  go  down  to  the  bank,  borrow  up  to 
$2,500  on  his  own  note,  spend  the  money  any  way  he  sees  fit,  with  any 
contractor  that  he  might  see  fit  to  spend  it  with.  Then,  there  is  this 
other  type  loan  where  the  dealer  goes  to  the  bank,  makes  the  loan  for 
the  homeowner,  and  the  bank  pays  the  dealer  direct.     Is  that  correct! 

Mr.  Cole.  That  is  correct. 

The  Chairman.  Now,  are  they  the  only  two  types  of  loans? 

Mr.  Cole.  Yes,  sir. 

The  Chahiman.  Do  you  think  we  might  well  eliminate  the  hwne- 
owner  going  down  and  borrowing  the  money  directly,  himsdf,  or 
put  it  on  a  basis  where  whoever  sells  him  the  goods  or  sells  him  the 
services,  would  remain  on  the  note  until  the  note  was  paid  in  full,  just 
as  we  operate  in  private  industry  ? 

Mr.  Cole.  I  think  that  has  some  value^  Mr.  Chairman. 

The  Chairman.  Now,  will  you  do  this,  please— we  are  not  certain 
of  it.  We  don't  want  to  make  any  more  mistakes  if  we  can  keep  away 
from  it  in  this  legislation. 
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Will  you  do  this,  will  you  get  your  staff  and  the  FHA  staff  to- 
jether  and  really  study  that  problem  that  I  have  just  given  yout 
itudy  the  idea  of  tightening  the  law,  to  tighten  it  up  in  such  a  way 
kBt  the  dealers  themsleves  and  the  homeowner  himself,  and  the  bank 
:self ,  accept  the  responsibility  as  though  it  were  their  own  monev  and 
leir  own  guaranties,  and  as  though  it  were  private  business,  ana  they 
^ere  operating  it  as  such  ?   Will  you  do  that,  please  ? 

Mr.  Cole.  xes;wewill. 

Senator  Frear.  In  the  answer  you  just  gave  to  the  chairman's  ques- 
on  about  an  individual  homeowner  going  down  to  a  bank  and  secur- 
ig  a  loan  up  to  $2,500  for  remodeling  or  repairing^ a  home,  does 
liat  not  have  to  be  approved  by  an  appraiser  of  theTHA? 

Mr.  Cole.  On  title!? 

Senator  Frear.  On  title  I. 

Mr.  CoLB.  No. 

Senator  Frear.  So  FHA  knows  nothing  about  it,  although  they  do 
isure  10  percent  of  the  losses  ? 

Mr.  Cole.  Senator,  the  title  I  operation  is  based  upon  the  idea  of 
itegrity  of  the  dealer  and  the  lender.  The  regulations  are  set  up  in 
ach  a  way  as  to  protect  that  integrity  as  much  as  possible.  By 
liat,  I  mean  the  lender  is  approved  by  FHA,  and  then  the  regula- 
ions  require  the  lender  to  api)rove  the  dealer,  so  the  lender  is  dealing 
rith  a  man  or  a  company  with  whom  he  has  had  a  good  relation- 
bip,  a  satisfactory  business,  that  he  knows  that  when  they  con- 
inued  their  business,  the  work  will  be  well  done,  not  overpriced,  and 
)  on. 

Senator  Frear.  So  actually  there  is  no  certification  or  approval 
y  an  FHA  representative  in  that  case  ? 

Mr.  Cole,  No;  no  inspection. 

Senator  Frear.  The  original  question  that  I  had  was :  Would  you 
ly  that  in  the  case  of  approval  for  insurance  purposes  by  FHA,  that 
^e  could  correct  the  law  where  it  now  says,  "By  the  appraiser,"  or 
1  this  case  that  you  have  just  mentioned,  oj  the  lender,  to  have  them 
irtify  as  to  the  actual  cost,  and  if  that  is  lower  than  the  lending 
istitution  agrees  to  lend,  or  lower  than  the  appraisal,  that  that  would 
B  the  maximum  that  could  be  loaned,  of  which  10  percent  would  be 
aaranteed  by  FHA? 

Mr.  Cole.  Senator,  the  advantage  or  worthwhileness  of  the  title  I 
roffram  is  the  fact  that  it  is  a  small  loan,  quickly  made  or  easily 
isdc.  It  is  my  judgment,  based  upon  jrour  casual  thought  with  re- 
>ect  to  our  statement,  that  I  am  afraid  it  may  be  a  little  too  involved. 

We  have  some  ideas  about  tightening  tjie  regulations.  I  believe  in 
le  program.  I  think  it  is  a  good  program.  I  think  it  has  provided, 
irticularly  people  of  modest  incomes,  a  method  by  which  they  can 
>rrow  money.  I  do  not  want  to  destroy  the  program.  I  want  to 
ake  the  program  work;  I  want  to  maKe  it  work  effectively  and 
ell.  I  would  Took  at  that  one  very  carefully,  sir. 
Senator  Frear.  Then  your  answer  would  be  "No"  ? 
Mr.  Cole.  Yes. 

The  Chairman.  Mr.  Cole,  knowing  of  all  the  irregularities  in  title  I, 
hy  did  the  Commission  appointed  by  the  President  and  yourself 
id  all  others,  including  the  industry,  ask  us  to  increase  the  limit 
•om  $2,500  to  $3,000,  and  also  extend  the  terms,  in  conjunction  with 
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the  fact  that  the  average  loan  has  only  been,  I  think  it  was  testified 
yest>erday,  less  than  $600.    What  was  the  purpose  of  it? 

Mr.  Cole.  As  I  said  before,  Senator,  title  I  is  a  good  program.  I 
think  it  is  a  good  one,  and  I  think  it  will  work.  I  want  it  to  work  to 
help  people  improve  and  remodel  their  houses. 

At  the  time  we  made  the  reconmiendation  I  did  not  know  what  I 
considered  to  be  extreme  laxity  on  the  part  of  the  FHA  existed  in  cer- 
tain cases.  It  can  be  done.  Certain  regulations  can  be  put  into  effect 
A  careful,  vi^rous  enforcement  of  cases  which  arise,  either  through 
fraud  or  neghgence,  can  be  carried  out. 

I  wouldn't  reconmiend  that  the  program  be  de^royed.  I  think  it  is 
a  good  program. 

The  Chairman.  Well,  I  don't  know  of  anybody  having  the  idea  at 
the  moment  of  destroying  it.  I  do  think  we  all  have  on  this  conmiittee 
an  idea  that  we  are  going  to  tighten  it  up,  and  we  are  going  to  make 
certain  that  these  abuses  cannot  happen  in  the  future.  The  thing  we 
are  interested  in  is  protecting  the  people,  and  it  seems  to  me  the  people 
have  been  carrying  the  brunt  of  this,  not  the  dealers  and  not  the 
bankers.    It  has  been  the  peopte. 

Now,  Senator  Bennett. 

Senator  Bennett.  I  should  like  to  question  Mr.  Cole  directly  on 
the  matter  that  has  just  been  raised,  and  in  order  to  develop  it  accu- 
rately, let's  go  back  to  the  beginning.    ^^ 

Mr.  Cole,  what  is  the  purpose  of  the  FHA  guaranty  in  title  I? 

Mr.  Cole.  What  is  the  purpose  of  the  FHA  guaranty  ? 

Senator  Bennett.  Yes. 

Mr.  Cole.  To  make  it  easier  for  people  to  obtain  remodeling  loans- 
loans  for  remodeling,  and  to  make  the  loans  more  easy  to  obtain. 

Senator  Bennett.  Its  purpose  is  to  provide  easier  credit  for  home 
remodeling  and  repair? 

Mr.  Cole.  That  is  correct 

Senator  Bennett.  What  is  the  extent  of  the  guaranty  ?  To  whom 
does  the  guaranty  run? 

Mr.  Cole.  The  guaranty  runs  to  the  lender.  The  insurance  is  to  the 
lender,  and  his  portfolio  of  title  I  loans  is  insured  up  to  10  percent 

Senator  Bennett.  Is  there  anything  in  the  title  1  program  upon 
which  the  prop>erty  owner  can  rely  to  make  sure  that  the  repairs  or 
improvements  made  on  his  property  are  carried  out  in  accordance  with 
some  prearranged  program,  or  some  inspection  service.  To  say  it  in 
another  way,  and  more  simply,  does  the  Federal  Government,  under 
the  title  I  program,  have  any  responsibility  to  the  propertv  owner  ? 

Mr.  Cole.  Senator,  I  think  you  have  hit  upon  one  of  the  important 
things  in  connection  with  this  program.  Some  people  believe  that  the 
Federal  Government  has  no  responsibilitv  to  the  consumer  or  the 
homeowner.  In  my  opinion,  that  is  the  belief  of  many  of  the  people 
in  the  FHA,  and  it  is  my  opinion  that  the  basic  fault  is  in  the  laxness 
in  the  administrative  policies  in  title  I. 

There  is  no  responsibility  on  the  mrt  of  the  Grovemment.  This  is 
an  insurance  the  lender,  but  has  nothing  to  do  wiA 

the  CO!  JL  reject  that 

If  It  has  a  tool  or  facility  available  for 

t  has  a  definite  responsibility 

to  provide  a  means  of  swin- 
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dling  people — ^modest-income  people^  or  anybody.  I  think  we  should 
look  at  it  to  detennine  what  the  resuH  of  tnat  program  is.  Shall  we 
just  set  up  a  progi^mn  and  foi'get  it  and  say,  ''Well,  it  is  none  of  our 
business  if  people  are  swindled ;  we  will  just  brush  them  under  the 
table''  i    No^  I  don't  think  that  is  right* 

Senator  Benneit.  If  a  property  owner  figures  he  has  been  swindled 
in  a  title  I  progi^ani,  can  he  come  to  the  FILi  and  get  his  money  back? 

Mr.  Cole.  N(>;  not  to  the  FHA. 

Senator  Bennett.  Can  he  come  to  the  Federal  Government  and  get 
his  money  back  ? 

Mr.  Cole,  No. 

Senator  Bennett.  X  agree  with  you  that  the  Government  has  the 
responsibility  to  the  property  owner j  but  since  we  are  about  to  write 
new  legislation,  I  think  it  is  vital  that  %ve  should  know  what  the  area 
of  that  responsibility  is,  and  what  its  limits  are. 

We  have  heard  today,  and  undoubtedly  as  we  continije  our  investi- 
prions,  we  will  get  into  specific  cases  as  to  the  extent  that  this  work 
ms  been  done  and  that  the  loans  have  been  obtained.  Does  the  prop- 
erly owner  have  any  i^dres^s  on  tlie  Federal  Government  to  help  him 
out  of  the  situation  in  which  he  found  himself  ? 

Mr,  Cole.  My  offhand  opinion  is  that  he  does  not. 

Senator  Bennetit.  That  is  my  opinion,  I  have  tried  to  discover 
whether  the  matter  has  ever  been  taken  to  court,  and  the  only  informa- 
tion I  have  been  able  to  get  is  that  in  the  past,  where  attempts  liave 
been  made  to  enjoin  the  Federal  Government  with  a  suit  on  the  con- 
tractor, that  has  been  thrown  out,  so  that  tliere  is  no  ultimate  respon- 
sibtlity. 

Now,  how  best  can  the  Federal  Government  protect  the  propeity 
owner?  I  think  you  have  indicated  in  your  testimony  earlier  that  we 
ean  protect  the  property  owner  by  making  sure  that  the  lender  is 
responsible. 

Mr*  Cole*  That  the  lender  knows  his  dealer,  that  he  receives  from 
the  dealer  proper  statements  that  the  work  has  been  done  and  that  it 
has  been  done  correctly^  that  there  will  not  be  this  business  of  auction- 
off  jot>s  to  gangs  of  dynamiters,  but  that  a  lender  and  dealer  be  so 
re>1ricted  as  to  maintain  this  fiduciary  relationship  between  them. 

Senator  Bennett.  Well,  I  think  that  is  very  important  and  the  next 
step*  of  course,  is  that  the  FHA  should  be  concerned  with  who  the 
dealers  are,  and  as  to  how  responsible  they  are* 

You  have  indicated  that  you  have  already  begun,  or  that  maybe  you 
you  had  for  a  long  time,  a  blacklist,  on  which  the  names  of  irrespon- 
sible dealers  have  been  placed. 

I  think  much  of  the  difficulty  that  has  crept  in,  much  of  the  fraud, 
j>erhaps,  that  we  are  talking  about,  grows  out  of  this  fact,  that  while 
the  individual  property  owner  has  no  legal  recourse  against  the  Fed- 
eral (Government,  there  has  grown  up  in  the  country  the  feeling  that 
because  an  FHA  loan  is  made  on  this  particular  property,  that  some- 
how the  individual  gets  a  mythical  protection*  That  he  would  be 
better  off,  with  an  FHA  loan,  tlmn  he  would  if  he  went  to  the  bank  and 
made  his  own  arrangements* 

Now,  doesn't  the — well,  I  don't  know  quite  how  to  phrase  it,  but 
isn't  tlie  existence  of  that  mythical  feeling  of  protection  the  condition 
i^^rasible  this  kind  of  dynamiting? 
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Mr.  Cole.  It  is  a  factor.  I  think  consumer  education  would  be  very 
helpful  in  that  regard.  There  are  many  people  who  feel  exactly  as 
you  have  said.  When  they  receive  an  khA  loan,  that  they  are  insured 
rather  than  the  lender.  It  would  be  impossible  for  the  Federal  Gov- 
ernment to  hold  the  hand  of  everyjperson  who  deals  with  some  lender 
or  some  builder  or  some  dealer.    That  is  not  what  I  am  talking  about 

I  am  talking  about  this  thing,  that  when  complaints  are  made  and 
when  frauds  are  discernible,  and  you  are  able  to  determine  what  has 
happened,  that  we  then  follow  through  with  such  of  our  machinery 
as  we  have  to  determine  what  can  be  done  about  it. 

Senator  Bennett.  I  am  wondering  if  the  Agency,  by  regulation,  or 
if  this  committee,  by  law,  doesn't  have  the  responsibility  of  making 
it  perfectly  clear  to  the  man  who  is  going  to  sign  that  note  that  the 
fact  it  is  an  FHA  note  does  not  give  him  any  Federal  protecticm.  I 
am  wondering  how  many  of  these  fraudulent  deals  would  have  been 
made  if  the  salesman  had.  not  been  able  to  infer  to  the  property  owner, 
"Well,  now,  if  you  would  just  do  it  this  way  with  me,  because  this  is 
an  FHA  loan,  you  can  be  somehow  sure  that  the  job  will  be  b^ter, 
and  that  the  job  will  be  protected,  and  you  better  deal  with  me,  an 
outsider,  who  talks  FHA  to  you,  than  the  carpenteryou  know  about 
down  the  street,  who  probably  isn't  as  alert  to  the  FBCA  possibilities." 

Mr.  Cole.  I  am  sure  there  is  a  lot  of  that  in  it,  Senator;  there  is  a 
great  factor  there. 

Senator  Bennett.  I  think  if  we  are  going  to  eliminate  the  possi- 
bilities of  fraud,  we  have  to  do  something  to  make  sure  tiiat  the  cus- 
tomer, the  borrower,  the  actual  man  who  signs  the  note,  realises  the 
limitations  of  the  FHA  insurance  and  is  put  definitely  on  notice  that 
the  insurance  runs  to  the  lender  and  it  is  not  a  protection  or  a  guaranty 
to  him  of  the  workmanship. 

We  have  been  talking  about  title  I,  today,  mostly.  Doesn't  the  same 
situation  exist  in  the  buildings  that  are  built  under  title  II? 

Mr.  CoL£.  I  think  so. 

Senator  Bennett.  As  a  Senator,  I  have  had  some  complaints  which 
would  indicate  that  either  through  the  negligence  of  the  Imilders  or 
maybe  iniplicit  in  their  silence,  there  has  developed  a  feeling  that  a 
man  who  has  a  home  built  under  an  FHA-guaranteed  or  insured  mort- 
mge,  is  somehow  protected  by  the  Federal  Government  and  that  the 
Federal  Government  will,  if  necessary,  make  sure  that  his  home  is 
exactly  as  he  expected  it  to  be. 

Now,  does  the  FHA  have  that  responsibility? 

Mr.  Cole.  The  FHA  has  the  responsibility  to  maintain  the  integrity 
of  its  inspection  service,  and  I  believe  that  where  the  inspection  service 
or  appraisal  service  falls  down,  that  is  an  administrative  problem 
witli  the  FHA  to  tighten  it  up,  to  make  it  effective,  to  make  it 
operative. 

It  is,  therefore,  mv  judgment  that  the  thing  which  should  be  done 
in  these  cases  is  for  the  FMA.  a(^    "  tyny^to  appreciate  the  needs 

to  maintain  the  intogritv  of  pB«,__ 

Now,  that  part  is  noci  Mgree  with  the  Senator 

that  the  home  buyer  shoi  ^^ederal  Government 

is  not  guaranteeing  luR  ^       "^^  ^j 

Senator  Be>        t.  1  tewctioii 

service  for     '"^      ^^  —^to. there 

isnoi 
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5  idea  of  the  inspection  senrice  under  title  II  is  to  protect  the 

1  GoTemmeiit.,  which  undertakes  to  insure  the  loan.  The  fact^ 
;lie  inspection  is  made,  provides  c^^lkitenxl  benefits  to  the  prop-1 
»wner.  There  is  no  question  about  that.  But  in  the  last  analysis 
roperty  owner  cannot  Hiiy  to  the  Federal  Govern  merit,  ^'Well, 
inspector  inspected  my  house,  and  now  look  what  5  happened; 
5ore,  you  are  responsible;  therefore,  you  must  come  down  here 
X  it  up.^ 
*t  that  a  correct  statement  of  the  limitation  f 

Cole*  I  think  so. 
Ltttor  Benxett.  Isn't  one  of  our  basic  problents  in  this  situation  1 
tic^te  the  borrower  to  the  limitations  of  the  FHA  insurance! 
sions,  both  in  title  I  and  in  the  other  titlesi 

Cole.  I  would  agree, 

iter  Bennett*  So  that  there  would  not  be  the  opportunity  for 
Inised  on  the  faith  of  the  United  States. 
Utor  DoUGLAf*,  Will  the  Senator  yield  I 
p  Chairman,  Senator  Douglas, 
^tor  Douglas.  Don't  most  of  the  questions  of  the  Senator  from  j 
suggest  the  possibility  of  standard  disclaimers  being  incorpo- 
jiiitlie  contract  forms  and  the  loaning  forms  which  the  home- 
■■ftps  so  that  he  may  know  what  he  is  not  getting,  as  well  as 
^Kk  getting?  TVHiile  you  cannot  administer  each  individual 
you  could  require  a  disclaimer,  or  provision  of  what  is  not 
edt  to  be  included  in  the  contract  forms. 

It  mi^ht  spread  a  little  water  on  the  enthuf^ia^m  of  the  home- 
L  but  it  was  the  testimony  yesterday  of  Mn  Hollyday  that  there 
feen  ovei'buying  and  overselling,  and  perhaps  a  little  gentle  rain 
s  nature  would  be  highly  desirable. 

lator  Bennett.  I  agree  with  the  Senator  from  Illinois.  I  be- 
Ihere  should  be  a  disclaimer,  or  some  kind  of  a  warning  very 
y  indicated  to  the  borrower  before  he  doe^  the  borrowing,  as  to 
niiti^  of  the  rasponsibility  of  the  Federal  Government, 
pre  is  the  point  I  wantec\  to  bring  out,  Mr.  Chainnan. 
■tor  Fhkar.  Mr.  Chairman,  I  only  have  a  couple  of  questions 
Uiey  finish  down  on  your  side, 

^CiL\iK3cvN.  Senator  Payne  has  been  very  patient  this  morning, 
kt  have  some  Questions,  Senator  Payne! 
ator  ^^^S^KSp'*  Col^ll^st  wanted  to  go  back  for  a  moment 

uESBstl^^lHheth^^^Bfc^ there  should  be  a  changing  in  the 

promulgated  for  the 
V^  ^^^^^^^idiml.     I  don't  know 

e  I*  ^^^^^^U  think  it  is  the  latest 

led  somewhere  in  the 

this  morning — thre^ 

'  as  additional  safe- 

iminate  some  of  this 
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opinion  as  to  whether  or  not  it  should  be  under  reflation,  if  it  is 
worthy,  or  whether  or  not  it  is  something  we  should  consider  putting 
into  the  law  itself. 

Mr.  Cole.  Yes,  sir. 

(Mr.  Cole's  comments  on  the  article  follow :) 

Comments  on  U.  S.  News  &  World  Report  Article  of  April  23, 1954,  Suggesuso 
Means  of  Protectinq  Consumers  Usino  FHA  Insured  Repair  Loans 

An  article  in  the  April  23,  1954,  issue  of  U.  S.  News  &  World  Report  entitled 
"Home  Repairs"  suggests  that  a  homeowner  take  the  following  four  precautiooi 
to  protect  himself  against  home-repair  sales  rackets  when  obtaining  an  PHA- 
insured  home  loan: 

(1)  Know  your  contractor. 

(2)  Seek  comi)etent  advice  on  the  type  of  contract  to  sign.  | 

(3)  Get  at  least  three  bids  on  every  job.  ' 

(4)  Don't  sign  the  FHA  completion  certificate  until  the  job  is  finished 
to  your  satisfaction. 

These  are  excellent  suggestions.  (The  present  title  I  regulations  and  pro- 
cedures already  require  the  consumer  to  certify  on  the  completion  certificate 
that  the  job  has  been  finished  to  his  satisfaction.  Also,  the  regulations  make 
suggestions  on  the  elements  which  should  go  into  a  sales  contract)  One  Im- 
portant way  of  improving  the  title  I  lending  operation  is  to  increase  the  con- 
sumer's carefulness  and  skill  in  purchasing  home  improvements.  Many  of  tlM 
abuses  of  the  past  would  have  been  prevented  if  the  consumer  had  been  truly 
vigilant  in  protecting  his  own  interests.  In  the  future  we  intend  to  take 
vigorous  steps  to  educate  the  homeowners  using  FHA  title  I  loans  and  to 
encourage  them  to  exercise  caution  and  care  in  making  home-improvem^ 
purchases. 

However,  consumer  education  is  not  the  only  thing  needed.  It  is  also  neces- 
sary to  prevent  lenders  and  dealers  from  exploiting  consumers.  Changes  in  tbe 
FHA  title  I  regulations  and  procedures  will  also  be  made  to  accomplish  thii 
objective. 

Senator  Payne.  The  provisions  of  the  amendment  that  Senator 
Dou<i^las  and  Senator  Bennett,  I  understand,  proposed,  and  were  suc- 
cessful in  securing,  was  an  amendment  to  the  Defense  Housing  Act, 
was  it  ? 

Senator  Bennett.  Of  1951. 

Senator  Payne.  If  that  safe^ard,  as  contained  in  that  amend- 
ment, had  been  in  effect  on  section  608,  wouldn't  it  have  eliminated 
to  a  very  large  degree  the  practices  that  did  take  effect  under  that 
section. 

Mr.  Cole.  Yes,  I  think  so,  Senator. 

Senator  Payne.  You  mentioned  a  minute  ago  there  was  still  some 
construction  going  on  under  section  608. 

Mr.  Cole.  V  ery  minor,  or  very  few. 

Senator  Payne.  It  miglit  be  minor,  but  there  is  still  some  going 
on? 

Mr.  Cole.  That  is  correct. 

Senator  Payne.  I  ask  whether  or  not  it  would  be  appropriate  for 
the  same  restrictions  to  be  applied  to  that  which  is  being  carried  on, 
or  is  it  possible  for  it  to  be  applied  to  that  which  is  going  on  pres- 
ently under  section  608,  so  as  to  further  safeguard  and  not  have  any 
chance  of  loopholes  coming  in  there,  or  at  least  guarding  them  as 
far  as  possible,  rather  than  to  just  let  them  go  as  they  are? 

Mr.  Cole.  We  must  look  at  those  under  construction,  and  we  plan 
to.  Let  me  say,  however,  tliat  there  are  problems  of  binding  con- 
(xacts  and  binding  commitments  which  must  be  examined,  too,  I  am 
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lot  sure  that  it  could  be  put  into  contracts  now  in  existence.    I  am 
loubtf  ul  that  it  could  be. 

Senator  Payne.  Am  I  correct  in  the  information  that  I  have,  that 
t  least  some  of  the  mortgaging  groups  strenuously  opposed  that 
mendment  that  was  proposed  by  Senators  Douglas  and  Bennett  at 
tie  time? 

Senator  Bennett.  May  I  answer  that? 

Mr.  Cole.  Yes. 

Senator  Bennett.  I  think  the  building  industry  was  also  opposed 
D  the  amendment  because  it  represented  further  limitation  on  their 
reedom  of  action. 

Senator  Patne.  That  is  all  I  have,  Mr,  Chairman. 

The  Chairman.  Senator  Bennett. 

Senator  Bennett.  I  was  trying  to  concentrate  on  the  questions  I 
isked,  and  missed  this  one,  which  is  collateral.  First,  what  would 
lappen  to  title  I  programs  if  FHA  undertook  to  protect  the  buyer? 

Mr.  Cole.  It  would  destroy  it,  completely. 

Senator  Bennett.  I  don't  think  there  is  any  question  about  that. 

My  second  question  goes  to  the  one 

The  Chairman.  Wait  a  minute.  You  say  if  the  Federal  Govern- 
nent  decided  to  protect  the  buyer,  it  would  destroy  the  program? 

Mr.  Cole.  I  think.  Senator,  you  are  right  in  calling  my  attention 
0  that.    That  is  a  pretty  broaa  statement. 

The  Chairman.  I  would  say  if  that  is  true,  that  we  ought  to  repeal 
he  law  before  4  o'clock  today. 

Mr.  Cole.  I  will  back  up  on  the  statement.  I  think  that  was  a 
►retty  broad  statement  on  my  part. 

The  Chairman.  Explain  what  you  meant. 

Mr.  Cole.  I  had  in  mind  what  the  Senator  implied  by  his  state- 
lent,  that  in  each  title  I  loan,  that  the  Federal  (government  would 
Eike  such  steps  as  to  protect — ^I  mean,  such  steps  as  to  inspect — on 
lie  part  of  trie  Federal  Government,  to  have  inspectors  go  out  to 
aspect  those  loans,  to  report  back  to  the  FHA  that  they  had  inspected 
t,  and  the  basis  of  the  inspection,  that  such  loan  was  good,  that  that 
rould  destroy  the  program. 

The  Chairman.  That  would  take  an  awful  lot  of  employees,  but 
ou  could  write  something  in  the  law. 

For  instance,  in  the  Securities  and  Exchange  Commission,  they  work 
n  every  prospectus. 

While  they  do  not  guarantee  the  securities,  they  guarantee  the  facts 
a  the  prospectus. 

We  can  do  something  like  that,  can't  we? 

Mr.  Cole.  I  think  so. 

The  Chairman.  I  think  we  should. 

Senator  Bennett.  Since  I  asked  the  question,  I  want  to  take  equal 
esponsibility  for  what  was  obviously  generalized,  and  therefore, 
rought  about  an  unrealistic  answer.  My  question  should  have  been, 
hould  the  Federal  Government  take  full  reponsibility  to  assure  the 
•roperty  owner  that  he  gets  what  he  thinks  he  is  getting  when  he 
ets  a  contract  financed  by  an  FHA  note  ? 

Mr.  Cole.  I  think  that  involves  the  inspection  of  every  job,  and 
ecause  I  don't  believe  that  is  possible,  and  oecause  I  believe  this  is  a 
mall-loan  program  based  upon  the  integrity  of  the  dealer  and  the 
snder,  I  do  not  think  it  can  be  done. 
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The  Chairman.  We  can  certainly  reverse  it  and  do  it  in  a  negative 
way,  and  so  inform  the  homeowner  that  the  Federal  Government  is 
not  responsible,  can't  we? 

Mr.  CoiiE.  Yes. 

The  Chairman.  My  best  judCTient  is  that  they  have  been  able  to 
make  millions  and  millions  of  dollars  worth  of  sales  at  high  prices, 
by  virtue  of  the  fact  that  the  buyer  thought  that  the — the  homeowner 
and  the  buyer  thought  that  the  Federal  Government  was  behind  it, 
and  that  anybody  representing  the  Federal  Government  was  hcmest 
and  that  they  could  depend  upon  them.  You  certainly  can  api^oach 
it  from  the  negative  standpoint,  which  is  really  what  the  Serarities 
and  Exchange  Commission  does.  They  approach  it  from  the  negative 
standpoint  rather  than  the  positive. 

Senator  Bennett.  That  was  the  purpose  of  my  question. 

The  Chairman.  We  must  protect  the  people.  That  is  the  purpose 
of  government. 

Mr.  Cole.  Of  course,  Senator.  I  want  no  connotations  to  the 
contrary. 

The  Chairman.  What  you  meant  was,  if  you  had  to  inspect  every 
loan,  that  it  would  be  just  unworkable  and  impractical. 

Mr.  Cole.  Yes. 

The  Chairman.  It  would  require  an  army  of  25,000  or  50,000  people 
to  do  it. 

Mr.  Cole.  Yes. 

Senator  Frear.  I  suppose,  Mr.  Cole,  what  we  should  re(|uire  is  as- 
sertion by  the  borrower  that  they  have  read  the  fine  print  of  the 
contract. 

Mr.  Cole,  to  your  knowledge,  how  long  has  FHA  known  of  these 
abuses  and  malpractices  that  we  have  been  talking  about  under  title  I! 

Mr.  Cole.  Abuses  under  title  I,  in  my  opinion,  have  stretched  ba<i 
a  number  of  years.    A  number  of  years. 

Senator  Frear.  You  were  aware  of  it  when  you  became  the  Housing 
and  Home  Finance  Agency  Administrator? 

Mr.  Cole.  Senator  the  first  time  I  became  aware  of  the  volume,  the 
pattern,  was  when  the  FBI  and  the  Department  of  Justice  advised 
me,  and  I  received  this  letter  from  a  Washington  attorney  advising 
me.  I  think  that  was  the  first  time.  Perhaps  our  own  regional  repre- 
sentative sent  us  a  memo. 

Senator  Frear.  That  was  June  24,  1953,  if  I  imderstand  correctly. 

Mr.  Com.  Approximately. 

Senator  Frear.  Did  you  familiarize  yourself  with  the  rules  and 
regulations  of  the  FHA,  when  you  became  the  Administrator  of 

Mr.  Cole.  Generally  speaking.  If  you  asked  me  if  I  knew  all  the 
rules  and  regulations,  even  now  of  the  FHA,  the  answer  would  be 
"No.'' 

Senator  Frear.  You  have  a  ready  reference,  I  am  sure,  but  I  mean, 
generally  speaking,  Mr.  Cole. 

Did  you  familiarize  yourself,  or  did  you  read  the  testimony  that 
had  been  given  by  your  predecessor  before  the  Senate  Banking  and 
Currency  Committee,  and  if  so,  did  you  find  in  that  any  indication 
that  he  had  ^ven  to  the  committee  that  there  were  violations  oi 
abuses  under  title  I  of  the  insurance  program  ? 
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Mr.  Cole.  Senator,  I  am  sorry  I  do  not  recall  that.  If  I  have 
en  it,  I  do  not  recall  it. 

Senator  Fbear.  Did  you,  yourself,  in  any  testimony  before  the 
enate  Banking  and  Currency  Committee,  issue  any  warning,  so  to 
leak,  to  the  conunittee? 
Mr.  Cole.  No. 

Senator  Fbear.  Mr.  Cole,  do  you  suppose  had  you  done  that  in  your 
spearance  after  this  date  of  June  24,  1953 — and  I  believe  you  did 
iypear  after  that— do  you  think  that  had  you  told  the  Senate  Bank- 
tg  and  Currency  Committee  that  there  were  some  abuses  to  this,  and 
lat  the  public  snould  know  about  it,  that  that  would  have  corrected 
ly  of  the  abuses  since  that  time?  Do  you  think  the  Federal  Gov- 
nment  might  be  in  a  less  embarrassing  positi(m  now  had  that  been 
>ne,  or  not? 

Mr.  Cole.  I  must  preface  it  by  saving  to  you  that  when  I  received 
le  complaint  we  asked  for  and  I  asked  for  an  investigation  to  deter- 
line  whether  the  complaints  were  true.  I  did  not  receive  that  inves- 
gation  until  February,  the  reports  on  that  investigation,  until 
ebruary  of  this  year. 

Now,  in  answering  your  question,  yes,  if  I  had  know  then  what 
know  now,  it  would  have  made  considerable  difference. 
Senator  Frear.  But  really,  back  in  June  1953,  you  didn't  know 
bout  it,  and  actually  it  only  came  to  your  attention,*  which  confirmed 
lese  things,  in  February  of  this  year,  approximately? 
Mr.  Cole.  Again,  I  think  that  is  correct.  You  have  a  complaint; 
on  investigate  it;  and  when  you  find  the  investigation  is  true,  then 
on  report. 

Senator  Lehman.  Mr.  Cole,  yesterday  Mr.  HoUyday  testified  that, 
believe  on  October  28,  1953,  he  had  issued  certain  revised  re^la- 
on&  Then  in  December  1953,  the  President's  Advisory  Committee 
)nsidered  those  revised  regulations,  together  with  others,  and  came 
p  with  this  statement : 

The  FHA  has  recently  issued  new  regulations,  which  provide  for  screening 
'  dealers  and  for  tifi^tening  the  procedures  in  these  cases  where  the  homeowner 

not  dealing  directly  with  the  financial  institution.  There  is  attached,  as 
MJbit  8,  a  description  of  the  scope  of  these  regulations.    It  is  the  Judgment 

your  subcommittee  that  these  new  regulations  wiU  correct  the  abases  and 
at  no  farther  requirements  should  be  imposed  in  this  area,  at  this  time. 

Now,  those  are  merely  regulations,  subject  to  revision  and  change 

;  any  time. 

Mr.  CouB.  Yes,  sir. 

Senator  Lehman.  They  are  not  in  any  sense  part  of  the  law. 

Mr.  Cole.  That  is  correct. 

Senator  Lehman.  May  I  ask  you  whether  you  would  approve  the 

iclusion  of  all  or  part  of  these  proposed  regulations  in  the  law — ^not 

I  the  exact  language  of  the  report,  but  the  intent? 

Mr.  Cole.  I  certainly  wouldn't  disapprove  of  it.  Senator.    I  cer- 

inly  would  not  disapprove.   I  want  to  point  out  to  you,  sir,  and  I  am 

ire  you  are  aware  oi  the  fact,  that  this  program  is  such  that  it  does 

squire  some  flexibility  of  judgment  on  tne  part  of  those  administer- 

1^  it.    If  it  is  to  work,  it  must  have  administrative  flexibility  to  a 

omt.   Whatever  the  Congress  decides  to  do  to  limit  that  administra- 

ive  flexibility  in  order  to  establish  the  fidelity  and  integrity  of  the 

ystem  is  good.   This,  I  would  not  object  to. 
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Senator  Lehman.  May  I  ask  you  to  submit  a  memorandum  to  this 
conunittee,  setting  forth  those  particular  recommendations  for  re- 
visions in  the  regulations  which  you  think  would  cripple  or  slow  up  to 
a  marked  deCTee  the  operations  of  the  agency  ? 

Mr.  Cole.  Yes,  we  will  give  you  a  report  on  that. 

The  Chairman.  Are  there  any  further  questions? 

Senator  Lehman.  Is  Mr.  Cole  going  on  again? 

The  Chairman.  Unless  there  are  further  questions  of  Mr.  Cole — • 

Senator  Lehman.  Then  I  would  like  to  ask  one  more  question  for 
the  record. 

Mr.  Cole,  will  you  tell  me  how  is  the  valuation  of  section  608  projecte 
arrived  at  ?  In  other  words,  is  it  ( 1 )  the  cost  of  unimproved  land  plus 
the  estimated  cost  of  construction,  or  (2)  is  it  the  estimated  value  of 
the  completed  project,  or  (3)  is  it  replacement  value  which  would 
take  into  account  possible  increment  of  the  land  values,  or  that  coming 
from  a  completed  project? 

Mr.  Coi-E.  I  will  have  to  check.    Just  a  moment. 

The  cost  of  improvements  plus  land  values. 

Senator  Lehman.   Will  you  repeat  that? 

Mr.  Cole.  The  cost  of  improvements,  plus  land  values. 

Senator  Lehman.  Plus  the  original  cost  of  the  land  ? 

Mr.  Cole.  The  value.  Not  the  original  cost,  the  value.  There  is 
an  increment  in  the 

Senator  Lehman.  The  value  of  the  land  as  part  of  a  completed 
project,  giving  effect  to  any  possible  increment  due  to  the  fact  that 
there  is  a  new  project  that  has  been  completed. 

Mr.  Cole.  That  is  correct. 

Senator  Lehman.  Is  it  replacement  value?  Is  that  taken  into 
account? 

Mr.  Cole.  On  section  608  it  is  actually  replacement  cost,  not  re- 
placement value.    Replacement  cost. 

Senator  Lehman.  Replacement  cost  would  be  taken  into  account? 

Mr.  Cole.  Yes. 

Senator  Lehman.  So  you  have  two  factors  there.  The  estimated 
value  of  the  completed  project — which  is  land  and  the  building,  that  is 
one  factor,  plus  a  second  factor  of  replacement  value  of  the  project? 

Mr.  Cole.  Senator,  it  is  the  estimate — it  is  the  estimate  of  the  neces- 
sary current  cost  as  reflected  in  the  cost  of  the  replacement. 

Senator  Lehman.  There  must  be  some  definition  or  standard  that 
is  followed  in  estimating  the  value  of  the  project  on  which  a  mortgage 
may  be  issued  and  guaranteed.  It  seems  to  me  that  it  is  very  im- 
portant for  the  record  to  establish  just  what  that  definition  or  stand- 
ard is. 

Mr.  Cole.  We  will  present  that  for  the  record,  sir. 

Senator  Lehman.  May  I  ask  you  to  do  that  as  promptly  as  possible, 
because  I  think  that  is  something  that  will  have  to  receive 
consideration. 

(The  information  requested  follows:) 

Digest  op  FHA  Instkuotions  Pertaining  to  Replacement  CJost  Estimateb 

Under  Section  608 

Section  608  of  the  National  Housing  Act  sets  forth  three  upper  limits  upon  the 
mortgage  amount  which  require  the  FHA  to  make  estimates  of  cost.  These  provi- 
sions are  as  follows : 
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1*  '*90  per  eeDtum  of  the  amount  whicb  the  Cl>mmisisiouer  esti mutes  will  be 
ilie  necessai^  current  cost  of  the  completed  iiroperiy  or  projeett  including  the  ^ 
laud;  the  prop<med  pbjsieal  improvements;  utilities  within  the  boundaries  of  I 
the  property  or  project;  architects*  fees;  taxes  and  interest  aceruing  during^ 
construction;  and  of  her  naisrellaneous  charges  Incidental  to  construction  and 
approved  hj  the  Commissioner." 

2.  "90  per  centum  of  the  Commissioner's  estimate  of  the  replacement  cost  of  * 
the  property  or  project  on  the  basis  of  the  costs  prevailing  on  December  31,  1947t 
for  properties  or  projects  of  comparable  quality  In  the  locality  where  such  prop- 
erty or  project  Is  to  he  located/*    The  second  provision  was  added  to  section  608  , 
ty  amendment  made  effect  Ire  August  12»  1MB. 

3,  "The  amount  which  the  C!ommissioner  estimates  will  be  the  cost  of  the 
ftjjnpleted  physical  improvements  on  the  property  or  project,  exclusive  of  olf-site 
rjublir  Qtilitses  and  streets,  and  organlzatloa  and  legal  expenses.'' 

The  cost  estimates  under  1  and  2  above  are  referred  to  in  FHA  instructitms  ub  \ 
the  *"Total  estimate  of  replacement  cost  of  property,*'  the  only  dlfCerence  being  j 
tliai  one  €»ntlmate  is  on  a  current  basts  and  the  other  as  of  December  31t  194T* 
Tlie  type  of  estimate  made  is  shown  in  suammry  form  on  page  3  of  Form  22)64-^  J 
itcidied  and  includes  the  items  of  improvements  to  land  (within  property 
Hues) ;  structures,  fees  (btiilder's  and  architect's)  ;  carrying  charges,  financing; ' 
iegll  and  organiKation ;  and  fair  market  price  for  land   (in  fee  simple  cases), 

FAIU   MARKET  PRICE  OF  ULUU 

Instructions  required  that  the  fair  Euarket  price  of  land  he  estimated  on  the 
itiig  of  comparison  with  other  site*?  ofTering  similar  utility  and  desirability  for  j 
tie  proposed  use.    The  estimate  was  to  be  based  upon  comparison  with  lands 3 
hiTiDg  the  beneflt  of  siniilar  off -site  utilities,  streets  or  other  off-site  improve- 
Qieatfl  to  be  required  as  a  condition  of  insurance. 

In  other  words,  the  fair  market  price  estimate  was  not  to  be  derived  i)y  simply 
tdding  the  cost  of  raw  land  to  the  cost  of  off-site  utilities  and  streets;  the  esti* 
mated  cost  could  on  occasion  be  more  or  less  than  the  estimated  fair  market | 
price  derived  by  comparison,  dGi>endlng  upon  local  market  conditions.  Further,  1 
the  instructions  required  comparison  wUh  other  sites  on  which  the  proposed] 
project  or  a  similar  competing  project  might  l>e  built.  This  stipulated  the  uaaj 
of  vacant  sites  in  the  compflrative  process  which  was  intended  to  preclude  th©" 
fictitious  writeup  of  site  price  l>ecause  of  an  existing  or  prospective  structure.  ' 
It  is  In  accord  with  atx^epied  appraisal  tersets. 

Comparative  data  regard  in;;  not  less  than  3  other  similar  sites  were  required, 
tiot  lees  than  5  such  comparisons  were  desirable.     Sale  prices,  assessed  values,  * 
qaaliileci  appraisal  opinion,  location  factors,  and  physical  characteristics  of  each  j 
eomparlaon  were  to  be  recorded. 

In  order  to  provide  an  orderly  means  for  recordation  of  such  data  and  tli#l 
compurfsoQ  of  the  competitiTe  sites  with  the  subject  tract,  two  tables  or  gridaj 
were  provide*!.     The  project  site  was  to  be  rated  in  comparison,  with  respect'' 
to  physical  and  location  characteristics  and  influences^  as  superior,  equal,  or 
itiferior  to  the  competitive  tract.     As  a  result  of  this  process  of  correlation,  com- 
puiion,  and  analysis,  certification  was  to  be  made  of  a  fair  market  price  of  the 
iolifleet  parcel  in  fee  simple,  which  price  was  used  in  the  overall  estimate  of  to*  J 
111  raplacemejit  cost  of  the  property. 


COST  ESTIMATE  OF  IMPEOVUME^STTS 

Items  0f  construction  included  in  the  estimate  constat  of  dwelUngg,  accessory 
tendings,  on-site  utilities,  and  on-site  landscape  work.  Separate  estimates  were 
*ide  for  off -site  utilities  and  off -site  landscape  work. 

The  esrtlmate  was  to  be  based  on  current  material  prices,  current  rates  of  pro- 
'liH'tion^  iiod  prevailing  wages  not  less  than  those  determined  by  the  Secretary  of 
Ul>or.  The  estimate  included  the  cost  of  nuiterials,  labor,  subcontracts,  work- 
fliai*»  eompeuBatlon  insurance,  public  liaWHty  itiaurance,  unemployment  Insur- 
*fiee»  loclal  security,  sales  taxes.  Job  overhead,  builder's  and  architect's  fees. 

Onrreni  prlees  were  to  be  obtained  from  material  dealers,  mills,  builders' 
*"*?©»<€  «upplyp  Bubeon tractors,  and  contractors  or  builders,  based  on  the  quan- 
tttiea  InToIved  In  the  project  under  consideration,     A  sufficient  numl>er  of  source*  J 
J"^  to  be  contacted  to  enable  the  selection  of  prices  which  reflected  the  general  J 
^^  of  current  costB* 

44T5(I — 54— pt.  «- « 
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■8TTMATE  OF  UTILITIES  AND  LAND80AJ        W* 

On-site  utilities  inclnded  the  following  i         :  Site  la  i<m  not  <fM*iiiHiig 

demolition  of  bnildtngs,  rough  grading,  wk       i  .       *     siprinkling  aystemfl, 

sanitary  sewer  system,  electric  service  c  irnons,  gas  siains,  heating  tanseia 
storm-sewer  system,  pavement  for  streets,  driveways,  garage  compoimds  and 
parking  areas,  walks,  curbs,  yard  and  irtaygronnd  equipmeot,  fences  and 
retaining  walls. 

On-site  landscape  work  inclnded  the  following  items:  Topsoil  and  soil- 
improvement  materials  to  be  purchased,  finish  grading,  seeding,  sprigging  snd 
sodding,  planting  including  trees,  shrubs,  and  Tines. 

BUILmB'S  AND  ABCHITEOT's  FEES 

No  arbitrarily  fixed  amounts  were  to  be  assumed  for  either  or  both  fees,  for 
any  project,  but  due  consideration  was  to  be  given  to  the  conditions  of  the  pro> 
ect,  the  simplicity  or  complexity  of  the  work,  and  the  rates  of  fees  prevailing  bi 
the  area  for  the  services  rendered. 

Builder's  fee  was  determined  by  applying  a  percentage  to  the  total  cost  of 
physical  improvements  (exclusive  of  architect's  fee).  This  percentage  shook! 
represent  the  typical  fee  usually  charged  in  the  locality  by  the  majority  of 
builders,  for  projects  which  are  similar  in  type  and  size  to  the  subject  project 
The  rate  most  typically  allowed  was  5  percent 

Architect's  fee  was  determined  by  applying  a  percentage  to  the  total  cost  of 
physical  improvements  and  builder's  fee.  This  percentage  was  to  be  determined 
by  the  Chief  Architect's  giving  due  consideration  to  the  customary  professional 
practice  as  well  as  to  the  prevailing  fees  in  the  area  for  the  services  rcoideied. 
These  fees  may  show  considerable  variance  due  to  the  repetitious  character  of 
the  work  and  also  due  to  the  omission  of  architectural  sup^nrision  or  becauR 
the  sponsor  contracted  for  only  a  limited  amount  of  supervision.  In  general, 
the  rate  did  not  exceed  5  percent 

FHA  Form  No.2401-W 
Revised  May  194« 

Federai.  Housing  Administration 
PROJECT  INFORMATION 

SECTION    608   RENTAL   HOUSING 

Date Project  No 

Name  of  project Location 

Type Construction Number  of  family  units Number  of  rooms — 

PHYSICAL,  ECONOMIC,  AND  SOCIAL  DATA 

A.   CITY 


1.  Economic  Stability  rating 2.  Population  as  of  ld4.. :     (o)  City. 

(6)  Metropolitan  area (c)  Source  of  estimate 

3.  Characterize  any  special  climatic  or  geological  haiards 


B.   NEIGHBORHOOD 

1.  Physical:  Characterize  topography 

2.  Economic:   (a)  Is  the  district  primarily  residential,  c<»nm6rcial,  or  indos- 

trial? (6)  Indicate    stability    or    nature    of    transitional 

trend 

(c)  If  tbe  district  contains  any  nonconforming  land  uses,  note  type  and 
distance  tram  site . 


(<f)  Do  they  adversely  affect  the  neighborhood? (e)  Are  there 

any  other  broad  economic  influences  which   might  adversely   affect  Uie 
neighborhood? 


(/)  Is  this  neighborhood  in  a  favorable  trend  of  future  resideiMial  growth?^ 
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ig)  Win  the  trend  of  this  neighborhood  continue  to  support  the  project 
rentals? 

(h)  State  rush-hoar  running  time  of  public  transit  to  central  city  and  the 

fare: minutes; cents. 

(/)  Describe  briefly  principal  structures  within  a  block  radius  of  the  project 
and  give  age  and  condition  of  older  buildings 


(*)  What  are  the  neighborhood  zoning  restrictions? 

8.  Social:  (a)  Is  neighborhood  homogeneous  in  population? 

(d)  What  race  or  group  predominates? (o)  How  will  such 

population  affect  the  project? 

(d)  Is  the  neighborhood  undergoing  social  changes  which  will  improve  or 
impair  its  value  for  a  project? (e)  K  so,  explain 


Remarks: 


L  Physical:  (a)  Describe  any  flood  threat 

(h)  Is  the  surface  of  the  site  above,  below,  or  at  street  grade? 

ie)  Will  foundations  require  special  treatment  because  of  rock  or  soft 

ground? (d)  Describe  structures  now  on  site  and  estimate 

whether  cost  or  salvage  will  result  from  demolition  (indicate  amount  if 
possible)   


(e)  Are  there  preservable  trees  on  the  site? 

width,  and  condition  of  pavements  on  abutting  streets 


(/)  State  kind, 


iff)  Are  curbs  installed? If  not,  are  they  required? 

(h)  Sidewalks  laid? (i)  Are  water,  gas,  sewer,  and  electric 

lines  of  sufficient  size  available  at  the  site? (/)  If  not,  will 

they  be  provided  by  the  companies  without  cost? 

2.Ekx>NOMic:  (a)  Will  the  project  appeal  to  typical,  higher  or  lower  income 
groups  than  those  now  predominant  in  the  neighborhood? 

(5)  Whatare  the  present  zoning  or  deed  restriction  as  to— (1)  Use? 

(2)  Height? (3)  Coverage? (4)  Type  of 

construction? 

(5)  Other  requirements? 

3.  Social:  (a)  State  the  distance  in  feet  from  site  to^U)  Transft  Unes  (state 
type) (2)  Main  traffic  highways 

(3)  Schools  (grade  and  high) (4)  Neighborhood  shopping 

center (5)  Main  shopping  center (6)  Fire 

department  apparatus . (h)  Seating  capacity  of  elementary 


schoolfi Enrollment  in  elementery  schools . 


DBTBBMINATION  OP  MABKBT  PBICB  OF  LAND 

A.  1  What  Is  the  area  of  the  project  site? 

2.  list  b^w  sales  prices  or  listings  of  comparable  parcels : 


"^ 

LMatkm 

Area 

Assessed 
Talueland 
per  parcel 

Sales  price 
per  parcel 

Appraisal 
per  parcel 

^ 
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3.  What  special  circumstances,  if  any,  affected  these  sales  or  listings  1 


B.   COMPARISON   GRID  FOR  DETERMINING  RELATIVE  DESIRABILITY  OF   PROJECT  AND 

COMPARABLE  SITES 


Bnroel  tiiunber^       ..      .^« ,,,, 

1 

3 

A 

4 

n 

Fmj<*ct  s!te 
la— 

Proiert  alti? 

Frtjloct  site 

Pro}ectsrt« 
Is-- 

Finturt 

3 

g 

1 

1 

ED 

1 

k 
a 

1 

CO 

1 

h 

^ 
M 

4S 

5 

^ 

s 
n 

■3 

a 

1 

S 
1 

oTTwroi  FACTOna 

Rtlntkm  to  most  siiUabk  rtsUlcn- 
tJnl  tnnd                        

lie  lilt  Ion    to    flppfOfitlate   am  ploy- 
ment  arena.. -,., 

B«]iitlDi]  to  DEJstlTJR  ^d  known  fti- 
ture  d^c  bettcmititit&-  ^ ^  -  - 

— 

■'" 

"" 

1  — 

"" 

— 

"" 

-- - 

— 

— 

— 

^.- 

_^ 

RfiMlnn  to  paoUc  tmnait  service  , 

Tklstton  to  pniacnt  otid  |utim>  tu 

burdfUA     ,                      - 



.       T 

NtiminOBUOOt)  FACTORS 

strict  foivj 

Boei&\  Olid  Jncomfi  ctiaract«rlitLes  or 

liifliienix  of  iKtpulAtlon  growth,  sta- 
b  111  t  V  of  if BClLiiH 

Irtfl^ic^ncv  or  siirrodnclltig  ImproTt- 
uieiit* 

.... 

-- 

.... 

.... 

Topcffraphy,    roumitttloii    requirp- 
mcTits,  frotidom  from  Qood  threat* 
etc 

Security   agatDst   kducIaI   hat-ard^) 
noise,  smoko*  tfanlc,  undesinibhi 
outkicik  otc 

_      . 

C.  CERTIFICATION  OF  FAIR  MARKET  PRICE 

I  HEREBY  CERTIFY,  That  I  have  read  Section  512  (a)  of  the  National  Housing 
Act;  that  I  have  no  i)ersonal  interest,  present  or  prospective,  in  the  property, 
the  applicant,  or  the  proceeds  of  the  mortgage ;  that  I  have  examined  the  parcel 
of  land  which  is  to  be  used  for  this  project  (and  which  is  legally  described  on 
Form  No.  2013-W  or  exhibits  attached  thereto)  ;  and  that,  based  upon  an  analysis 
of  the  available  information,  a  fair  price  on  the  current  market  for  this  parcel 
of  land  in  fee  simple  is,  in  my  opinion,  $ per . or  a  total  d 


4.  Mandatory  conditions  (if  any)  on  which  above  estimate  of  land  price  is  baaed: 
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Is  the  project  site  unacceptable  as  mortgage  security  under  Section  608? 

If  so,   explain  fully 


^"tnarlrg  : 


( Sigi^ed) 

(Title) 

Nite 

RENTAL  HOUSING :  SURVEY  AND  ESTIMATES 

A.  CITYWIDE  DATA 

1.  Estimate  the  present  occupancy  ratio  in  all  residential  units % ;  in 

detached  houses % ;  in  2-  and  4-family  flats % ;  in  multi- 
family  walk-up  apartments %;  in  multi-family  elevator  apart- 
ments   %. 

2.  What  rental  range  sliows  the  highest  ratio? prpm. 

3.  What  volume  of  competitive  construction  is  under  way? 


4.  Will  existing  vacancies,  plus  present  construction,  fill  city-wide  demand? 

B.   NEIOHBOBHOOD  DATA 

1-  What  is  the  typical  income  of  the  neighborhood  residents?  $ per 

year. 

2.  Indicate  the  typical  age  of  the  residential  structures  in  the  neighborhood 

^  Are  they  generally  well  maintained? 

4.  Is  any  part  of  the  neighborhood  in  a  transition  period? 

6.  If  SO,  describe  and  state  its  probable  effect  on  the  project 


%,  Elstimate  the  proportion  of  vacant  residential  units,  separating  into — (a) 

detached  houses   ;    (ft)    2-  and  4-family  flats   ; 

(c)  multi-family  walk-up  apartments ;  (d)  multi-family  eleva- 
tor apartments 

7.  Give  a  brief  summary  of  recent  residential  construction 


&  What  has  been  the  absorption  of  such  construction? 


9.  What  is  the  predominant  type  of  residential  building? 

0.  What  is  the  predominant  type  of  multi-family  building? 

1.  State  the  first,  second,  and  third  most  popular  number  of  rooms  per  unit  in 

multi-family  buildings — (a) ;  (6) ; 

(c) 
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12.  If  ctt-the-etreet  parking  facilities  are  necessary,  eiqdain 

13.  Is  this  property  in  a  rental  control  area? .    If  so,  what  is  the 

'inaximtim  rent  date"  fixed  by  O.  P.  A.? 

a   MONTHLY  ERNTALS — COMPETITIVE  UWIT8  AND  PROJECT  ESTIMATE 


Number 

Rooms 

Actual  rentals-<x>mpetitive 
units 

rents  (or  project  units 

oC  rooms 

A 

B 

c 

D 

Rents 

Occupancy 
ratio 

NumlMr 
nnllia 

2  -  -  - 

LR-BK-BB 

LR-DA-K 

S 

S 

s 

s 

$ 

Perceta 

2H 

3  -.  .  -. 

LR-K-BR 

3^ 

LR-K-DA-BR 

4. 

LR-K-DR-BR  . 

4 

LR-K-2BR 

f* 

LR-K-D  A-2B  R 

Detached  hoiiae 

5 

Turn  fumllv 

Oarage 

Above  occupancy  ratios  can  probably  be  attained  in- 


-months  if  project  is 


completed  in  time  for  best  renting  season,  namely,  the  months  of 


Total  monthly  rents  per  unit,  priorities  application : 
Services  included  in  total  rents: 


Applicable  legal  maximum  rental  controls  are  the  same  for  the  subject  property 

and  competitive  units    DA,     D  B, 

DC,    Cj  D. 

Location  of  competitive  units — (a) ; 

(6) ; 

ic) ; 

(d) ; 

If  there  is  a  probability  of  revenue  from  stores,  parking  plots,  etc.,  estimate 
the  gross  amount  and  give  other  informative  details 


D.   ITEMS   INCLU1)EI>  IN   MONTHLY   RENTALS 


Com- 
petitive 
units 

Age 

Heat 

Water 

Electricity 

Cook- 
fuel 

Jani- 
tor 

Appliances 

Ele- 
vator 

Tele- 

Hot 

Cold 

Lights 

Re- 
friger- 
ation 

Re- 
friger- 
ator 

Range 

j^ 

B 

c 

.- 

I> 

.- 
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Item 

Unit 

Cost  per  imlt 

ingfuel: 

$ 

>il 

Itaa - 

!iod  and  cost  of  garbafe  and  rubbish  removal. 

trtrtty  Oi**to).  1.      "                           ,         ,      . 

trtefty  (iM>«fr) 

ir  oonjumptlon  per  fomlly  per  yeAr gallons. 

IT  cost  per  family  per  year $ 

•(Ot  .                  -  .         .-- - - -.- 

iymwn 

ator  operator....  .      -  - - 

rattan 

-a«B  tenant  tumoyer  per  year percent. 

^ment                          .... 

F.  INSUBANOD— -GIVE  LOCAL  ANNUAL  BATES  FOB  PBOJECT  BUILDINGS  ON 
THBEE-TEAB  BASIS 

Fire,  $ net  rate;  with %  coinsarance,  $ 

liability 3.  Windstorm,  $ net  rate; 

with %  coinsurance,  $ 4.  Other 

Has  this  been  established  by  rating  bureau  or  local  agent? 

0.  TAXES 

What  ratio  currently  exists  between  assessed  value  and  market  price? 


State  present  assessed  value  of  the  site  $ ;  applicable  tax 

rate  $ per 

Estimated  assessed  value  of  land  after  improvement  $ ;  applicable 

tax  rate  $ per 

How  does  the  assessor  estimate  the  value  of  new  buildings? 

What  percent  of  this  estimate  does  he  use  as  the  assessed  value? %, 

State  the  tax  rate  applied  to  the  above  assessed  value  $ per 

If  there  is  no  separation  of  the  assessed  value  of  land  and  buildings,  how 

does  the  assessor  arrive  at  his  value  for  the  completed  project 

;  applicable  tax  rate  $ per 

.  State  the  present  annual  tax  per  room  for  the  competitive  units  shown  in 

Table  "C"  on  page  3:  (A)  $ ;  (B)  $ ; 

(0)    « ;     (D)    $ ;     (Average)    $ 

Oonunent :  

.  State  the  probable  annual  tax  on  this  project  when  completed :  Land,  $ 

;    Building,  $ ;    Total,  $ 

cGlve  estimated  rate  for  special  assessments (for 

years)  $ per (for years)  $ 

per 

H.  OBNEBAL  BECOMMENDATIONS 

^  In  your  Judgment,  does  the  condition  of  the  rental  market  In  this  city  war- 
rant the  construction  of  this  project?    Explain: 


^  How  many  famUy  units  do  you  recommend  for  the  project? 

1  Indicate  best  outlook  from  and  best  ain;>roach  to  the  project 

^  Do  project  room  sizes  conform  to  local  demand  for  comparable  units? 
Explain  any  variation: 


^  Are  projected  garage  facilities  adequate? 
parking  space  available? 


.. ;  Is  sufficient  outside 
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1954 

Date 

(Signed) 

Remarks: 

Valuator, 

Date 

Remarks; ^_ 

(Signed) 

Title) 

n  Chief  Valuator, 

a  Deputy  for  Chief  Vaiuat 

PHA  Form  No.  2264-W 
Revised  January  1963 


Federal  Housing  Administration 


PROJECrr  ANALYSIS 


Project  No. 


Date 

Name  of  project 

Location  

Type  of  project Construction 

Accessory  buildings 

Number  of  rooms 

Number  of  family  units 

Average  rooms  per  family  unit 

Estimated  average  rent  p.  r.  p.  m.,  $ 

Average  rent  per  family  unit  p.  m.,  $ 


estimate  of  income 

INCOME  (DWELLING  UNITS) 


Number  of 
each  unit  tj-pe 

Percent  of 
total  units 

Rooms 
per  unit 

Composition  of  units 
(L.  R.,2B.  R.,  K.,etc.) 

Estimated 
unit  rent 
per  month 

Monthly 

rent  at 

100  percent 

occupancy 

Annuali 
100  per 
oceopa 

$ 

$ 

$ 





" 

1 



::::::::::::::::;::::::::::::::::::::: 

• 

1     -  - 

ACCESSORY  INCOME  (QARAQES.  STORES.  ETC.) 


Number 


Type 


per  month 


Annoalrentat 
100  percent 
occapancy 


Total  aeeeessory  tiMome 

Total  estimated  income  at  100  percent  occopaocy. 
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^  I 


c  cB  S  S  b  S 


00 

H 

K 

H 

O 
P3 


»3 


i^M       O  S  M  O 


§2 
§2 


§2 


3 
1 

Ah 


I 


M  M  M 

M  M  M 

M  M  M 

M  M  M 


58. 


II 

11 


IIP  15    - 
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i^O 


JO  $ 
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ESTIMATE  OF  TAXES 

Improvements 


Assessor's 

leprodao- 
tionoost 

Peroent 
debased 

or 
equalized 

Assessor's 

▼aloation 

Peroent 
of 

ment 

Assessed 

value 

Tax  rate 
per  $1,000 

Amuial 
Uz 

Main  bandings- 

Oaragf4                

S 

^ 

$ 

$ 

$. ^ 

Sf 

Other 

tS 

7 

Total  annual  tax  for  improvements $.. 

Land: 

Estimated  assessed  value  upon  completian  of  improvements $ 

Estimated  tax  rate  (normal  land  tax) $ .per 

Estimated  total  land  tax $.. 


Total  estimated  real  estate  tax  (per  room  $. 
MisoeUaneous  operating  taxes: 


_)  per  annum 


Social  Secoiity  tax. $.. 

Other  spedallocal  taxes 


Total  miscellaneous  opeiatbig  taxes 

Total  taxes  (excluding  income,  capital  stock,  and  franchise  taxes). 


ESTIMATED   ANNUAL  OPERATING   STATEMENT 


Annual  in- 
come at  100 

percent 
occupancy 


Estimated 
occupancy 
(peroent) 


QroiBinooDi 
expeetaney 


Income:  (See  schedule  page  1) 

k     Dwelling  units 

Oarages 

Stores 

Total  estimated  income 

Gross  income  expectancy 

Operating  expenses  and  taxes: 

Operating rooms  ^  $ p.  r.  p.  a 

Reserve  for  replacements  „  d    b.  i.p.  a 

Totel  taxes  (excluding  Income,  Capital  Stock,  and  Fran- 
chise, Taxes) 

Total  Operating  Expenses  and  Taxes 

Estimated  net  income,  after  Operating  Expenses  and 
Taxes 


EQUIPMENT   AND   SERVICES   INCLUDED  IN   RENT 


Equipment  Furnished  Tenants: 

Ranged  (gas  or  electric) 

Refrigerators 

Kitchen  exhaust  fans 

Attic  vent  fan , 

Showers  (In  tub  or  separate) 

Laundry  facilities 

Venetian  blinds 

Other 


Services  Included  in  Rent: 
Water  (hot  and  cold)... 

Space  heat 

Janitor  service 

Qroimds  maintenance. 

Refrigerator  current 

Other 


ESTIMATED    REPLACEMKNT   COST    OF    PBOPBRTY 

Improvements  to  land  CH|iil|||MM|^^H||KB) : 

New  u^^^^-^lfl^ $ 

Landscape 

Total— ^  "^*^ $- 

Structures:       \ 
Dwellings,! 
Oarages  , 
Other. 
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Taxes  (sociiU  security,  sales,  etc.) 

Performance  bond  premiam %  on  $ 

i: 

BnUder— .  $ @ % 

Architect  $ @ % 

Total  estimated  cost  of  structures  plus  fees 

Total  for  all  improvements 

tying  charges ;  financing : 

Interest mo.  @ %  on  $ 

Taxes  (real  estate) 

Insurance  (fire,  windstorm,  liability,  etc.,  during 

construction) 

FHA  mortgage  insurance  premium %  X 

mortgage  $ 

FHA  examination  fee %  of  $ 

FHA  inspection  fee %  of  $ 

Financing  expense % 

Title  and  recording  expense 

Total  carrying  charges;  financing 

al  and  organization : 

Legal  expense 

Organization  exi)ense 


Total  legal  and  organization 

il  estimated  cost  (exclusive  of  land  and  required 

instruction  off  the  site) 

r  market  price  for  this  parcel  of  land  in  fee  simple 
from  FHA  form  2401)  : 
square  feet  @ per  sq.  ft- 

Total  estimate  of  replacement  cost  of  property- 


hereby  certify  that  I  have  read  section  512  (a)  of  the  National  Housing 
,  as  amended;  that  I  have  no  personal  interest,  persent  or  prospective,  in 
property,  the  proceeds  of  a  mortgage  proposed  to  be  secured  by  the  property 
he  applicant  therefor, 
e (Signed) 


e (Signed). 

(Approved) 


Valuator, 


n  Chief  Valuator. 

D  Deputy  for  Chief  Valuator. 


DETERMINATION  OF  MAXIMUM  INSURABLE  MORTGAGE 

Total  for  all  physical  improvements,  carrying  charges,  and  financ- 
ing  ^ $_ 

)0%  of  total  estimated  replacement  cost  of  property $- 

imount  based  on  limitation  as  to  debt  service  ratio : 

(a)  Mortgage  interest  rate % 

(b)  Mortgage  insurance  premium-, % 

(c)  Mortgage  amortization  1st  jn* % 

(d)  Sum  of  above  items %  (d) 

(e)  Net  Income $ Xdl%=$ (e) 

(f )  Annual  special  assessments $ 

(g) $ 

(h)  Total  of  (f)  and  (g) $ (h) 

(I)    Item  (e)  minus  (h) $ (I) 

(J)  Item  (D-f-Item  (d) $_ 

Amount  based  on  statutory  limitation  per  room  or  per  unit : 

(a)  Number  of  rooms  units X$ =$ 

(b)  Ratio  cost  of  "Total  Structures"  to  "Residential  and 

Related  Uses" %  (From  Form  2412). 

(c)  Item  (a)Xltem  (b) $. 

,  "Mortgage  amount  stated  in  application $- 

^^^XJM  INSUBABLE  MORTGAGE  (Lowcst  of  above  amouuts) $. 
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ESTIMATED  REQUIBEMENT8   FOB  COMPLETION   OF  THE   PBOJECT 

1.  FELAl  total  estimated  cost  exclusive  of  land  (and  exclusive  of  re- 

quired construction  off  the  site $ 

2.  Mortgage  loan  proceeds $ 

3.  Amount  for  fees  to  be  paid  by  means  other  than 

cash $ 

4.  Estimated  amount  of  cash  to  be  escrowed  at  closing.  $ 

5.  Total  (to  equal  the  amount  of  Item  1) $ 

ADDITIONAL  BEQUIRBMENTS 


In  addition  to  the  above  requirements  land  must  be  free  and  clear  of 
brances;  additional  cash  must  be  escrowed  at  closing  in  the  event  the  cuh 
required  by  the  contract  documents  exceeds  the  sum  of  the  mortgage  and  tbe 

cash  indicated  in  Item  4  above ;  cash  working  capital  of  $ is  to  bs 

escrowed  at  closing,  and  provision  must  be  made  for  off-site  requirementf 
estimated  to  cost  $ (Form  2411). 

ANALYTICAL  8UMMABY 

Ratio :  Mortgage  $ to  total  for  all  improvements, 

carrying  charges,  and  financing  $ • 

Ratio:  Mortgage  $ to  estimated  Replacement  CJost 

of  Property  $ % 

Ratio :  Debt  service  requirements  $ 

to  estimated  net  income  $ % 

Amount  of  mortgage  allocable  to  dwellings  only;  per  family  unit, 

$ ;  per  room $ 

Estimated  replacement  cost  of  property per  family  unit, 

$ ;  per  room $ - 

Ratio :  Income  from  dwellings  @  1()0%  occupancy  to  all  income  at 

100%   occupancy % 

Ratio:  Total  operating  expenses  and  taxes  $ 

to  gross  income  expectancy  $ % 

Ratio:  Debt  service  requirements  $ 

to  gross  income  expectancy  $ % 

Point  of  teclmical  default: % 

Point  of  FHA  loss : % 

Remabks:   

Date (Sfgned)^ 


Mortgage  Credit  Examiner. 
Date (Signed)  

(Approved)   Q  Chief  Mortgage  Credit  Examiner. 

n  Deputy  for  Chief  Mortgage  Credit  Examiner. 

The  Chairman.  Unless  there  is  objection,  the  committee  will  stand 
in  recess  until  2 :  30,  at  which  time  we  will  have  Mr.  Greene,  Mr.  Kane, 
who  is  legislative  representative  of  the  Office  of  the  Comptroller  Gren- 
eral,  and  William  A.  Newman,  Associate  Director,  Division  of  Audit, 
General  Accounting  (Mce. 

(Whereupon,  at  12 :  30  p.  m.,  the  committee  recessed,  to  reconvene 
at  2 :  30  p.  m.  the  same  day.) 

AFTERNOON  SESSION 

The  Chairman.  The  committee  will  please  come  to  order.  Our 
first  witness  will  be  Mr.  Kane,  legislative  attorney  of  the  Office  of  the 
Comptroller  General. 

Mr.  HoLLYDAY.  Mr.  Chairman,  may  I  ask  a  procedural  question? 

The  Chairman.  You  may,  of  course. 
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r.  HoLLYDAT.  I  wasn't  here,  sir,  during  all  of  the  testimony  this 
ning  because  I  was  checking  on  my  own  testimony  of  yesterday 

as  a  matter  of  fact,  for  the  benefit  of  my  memory,  I  am  going 
sk  if  I  may  have  a  copy  of  Mr.  Cole's  testimony  when  it  is  ready 
afternoon. 

he  Chairman.  The  testimony  in  a  public  hearing  such  as  this  is 
lable  to  anybody  who  wants  to  look  at  it. 
r.  HoLLTDAT.  If  at  the  end  of  the  day  I  could  have  it,  I  would  like 

much 

tie  Chairman.  You  can't  have  it  until  tomorrow  morning  when 
typed. 

r.  HOLLYDAT.  Whenever  it  is  available. 

be  Chairman.  This  is  a  public  hearing  and  the  testimony  is  avail- 
to  anybody. 

r.  HoLLTDAT.  May  I  ask  another  question  ? 
lie  Chairman.  Certainly. 

r.  HoLLYDAT.  I  am  very  much  interested  in  the  order  of  procedure, 
iderstand  you  have  Mr.  Greene,  and  I  assume  you  will  have  Mr. 
phy,  whom  you  said  yesterday  that  you  would  call,  and  I  would 
to  know  when  Mr.  Murphy  will  be  on.  He  has  charge  of  all  the 
Btigators.  Then  after  the  testimony  has  been  made,  I  presume 
are  goin^  to  give  me  an  opportunity  to  clarify  anything  that  has 
been  clarified  by  the  previous  witnesses.  As  a  matter  of  fact,  if 
ible,  I  hope  to  leave  at  the  end  of  the  week. 

be  Chairman.  If  you  think  you  can  add  anything  to  the  facts  and 
alpful  to  us  we  will  be  delighted  to  listen  to  you. 
r.  HoLLYDAY.  Thank  you,  sir.  If  I  could  leave  at  the  end  of  the 
:,  Thursday  morning  or  Thursday  afternoon,  I  will  leave  it  to  you. 
le  Chairman.  Fine.  If  you  have  any  information  that  you  think 
be  valuable,  you  speak  to  me. 

r.  HoLLYDAY.  I  am  speaking  to  you  right  now  and  I  would  like 
rsday  or  anytime  that  suits  you. 
le  Chairman.  You  want  to  testify  a^ain? 
r.  HoLLYDAY.  Yes,  sir;  very  definite^. 

le  Chairman.  Very  well,  we  will  speak  to  you  when  the  hearings 
►ver  today,  and  see  when  we  can  schedule  you. 
r.  HoLLYDAY.  Thank  you. 
le  Chairman.  Thank  you,  sir. 

>w,  Mr.  Kane,  you  are  the  legislative  attorney  of  the  Office  of 
IJomptroller  General? 
r.  Kane.  That  is  right. 

le  Chairman.  And  you  want  to  read  a  short  statement.  I  think 
ad  better  swear  you  in. 

r.  Kane.  I  have  with  me  Mr.  William  Newman,  Associate  Direc- 
►f  Audits. 

le  Chairman.  Do  you  both  solemnly  swear  to  tell  the  truth,  the 
e  truth  and  nothing  but  the  truth,  so  help  you  God  ? 
r.  Newman.  I  do. 
r.  EIane.  I  do. 
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TESTIMONT  OF  OWEN  A.  KANE,  LEGISLATIVE  ATTOIIHET,  OFFICE 
OF  TEE  COMPTEOLLEB  GENERAL,  AND  WILUi  A.  NEWMAI; 
ASSOCIATE  DIBECTOR,  DIVISION  OF  AUDE  GENERAL  AC- 
COUNTING OFFICE 

Mr.  Kane.  Mr.  Chairman  and  members  of  the  committee,  we  are 
pleased  to  be  here  today,  and  the  Comptroller  General  directed  me  to 
advise  your  committee  that  the  General  Accounting  Office  stands 
ready  to  furnish  whatever  information  and  assistance  it  can  to  the 
Congress  in  its  study  and  examination  of  the  administration  of  tie 
Federal  housing  program. 

You  may  recall  that  the  Comptroller  General  took  quick  action  on 
an  FHA  matter  in  1949,  concerning  gifts,  ranging  from  televisiaa 
sets,  cases  of  liquor,  watches,  to  hosiery,  which  most  of  the  Washing- 
ton district  field  officials  and  employees  received  from  firms  doiiw 
business  with  the  FHA.   That  was  in  1949. 

The  General  Accounting  Office  has  audited  the  financial  transactions 
of  the  FHA  under  the  provisions  of  the  Government  Corporation* 
Control  Act,  beginnig  with  that  year.  Prior  to  that  time,  disburse- 
ments of  FHA  were  examined  as  a  part  of  the  centralized  vouchor 
audit  by  the  General  Accounting  Office,  which,  of  course,  did  not  entail 
examination  of  the  books  and  records  and  operations  of  that  agency. 

Prior  to  that  time — as  you  know  the  housing  legislation  gives  very 
broad  authority  to  the  Administrator  and  he  is  authorized  to  make 
expenditures  without  regard  to  any  provisions  of  law  governing  the 
expenditure  of  public  funds. 

Consequently,  the  chances  of  detecting  irregularities  of  the  type 
now  concerned  in  this  committee  under  the  voucher  audit  are  prac- 
tically nil  and  that  is  why  the  Comptroller  General  endorsed  aucUting 
of  the  agency  under  the  Government  Corporations  Control  Act. 

The  first  audit  report  of  FHA,  under  the  Government  Corporations 
Control  Act,  was  transmitted  to  the  Congress  on  June  21, 1950.  Under 
that  act,  the  GAO  is  required  to  make  a  commercial-type  audit  of  the 
finacial  transactions  of  the  FHA  and  to  make  whatever  recommenda- 
tions in  the  report  to  the  Congress  that  the  Comptroller  General 
deems  desirable. 

The  scope  of  the  audit,  of  course,  is  limited  to  the  books,  records,  and 
operations  of  the  agency  and  does  not  extend  to  the  fiscal  processes 
and  activities  of  the  insured  financial  institutions,  as  mortgagees,  and 
the  builder  as  mortgagors.  Congress  vested  broad  powers  in  the  FHA 
Administrator  providing  a  tremendous  housing  program  to  the  Amer- 
ican private  enterprise  system  by  the  mortgage  insurance  approach 
rather  than  by  direct  appropriation  of  taxpayers'  funds.  Yet,  while 
no  appropriated  funds  are  used  in  the  program,  the  Government  has 
a  multibillion  dollar  stake  in  it  as  a  guarantor.  It  could  hold  the 
bag  for  billions  if  another  depression  catastrophe  hit  us. 

In  view  of  this  critically  important  stewardship  of  the  FHA,  we 
purposely  concentrated  in  making  our  audit,  on  the  effectiveness  of 
FHA  accounting  and  internal  control  and  the  general  tightness  of 
administration.  The  first  audit  report  that  we  made  under  the  Gov- 
ernment Corporations  Control  Act  is  replete  with  definite  suggestions 
in  this  regard.    I  will  mention  a  few. 

Senator  Bricker.  What  was  the  date  of  that  report? 
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Mr.  Kakb.  The  report  was  sent  to  Congress  on  June  22, 1950.  One 
the  suggestions  was  to  strengthen  accounting  policies  and  pro- 
lures,  including  reporting  of  premium  income,  on  the  basis  of  pre- 
iums  earned,  rather  than  on  the  basis  of  premiums  collected.  A  very 
iportant  recommendation  which  was  adopted  by  FHA  was  that 
out  $35  million  in  past  administrative  expenses  borne  by  the  Gov- 
nment  be  recovered  by  charging  them  against  the  mutual  group 
mings.  Although  this  matter  had  been  studied  by  FHA  officials, 
5  feel  it  was  our  efforts  that  inspired  them  into  taking  action.  We 
ited  that  lending  and  collection  practice  in  connection  with  title  I 
(faulted  notes  was  one  of  the  most  important  problems  confronting 
BLA  and  pointed  out  the  need  for  strengthening  this  operation. 
In  addition  to  making  that  statement  in  the  report,  we  wrote  a  letter 
the  Commissioner  aated  June  30,  1950.  We  pointed  out  other 
ecific  areas  of  administrative  deficiencies,  especially  weaknesses  in 
le  underwriting  and  appraisal  operations  ana  its  personnel. 
The  letter  specifically  mentioned  that — 

rorance  commitments  are  based  on  values  established  by  FHA  underwriting 
piresentatiTes. 

In  many  instances,  these  appraisals  exceeded  the  estimates  sub- 

itted  by  the  builders  or  the  contractors. 

If  the  chairman  would  like,  I  have  a  copy  of  the  letter. 

The  Chairman.  Will  you  send  it  up  to  the  Chair,  please. 

Now  this  is  a  letter  that  you  sent  to  the  FHA  Commissioner? 

Mr.  Kane.  Yes. 

The  Chairman.  This  is  on  June  30, 1950.    It  was  addressed  to  Mr. 

ranklin  D.  Richards  who  was  the  Commissioner  at  that  time,  and 

)a  start  out  by  saying : 

Am  pert  of  our  audit  of  FHA  for  fiscal  year  1949,  we  visited  the  insuring 
Bees  in  Newark,  PhUadelphia.  Birmingham,  and  District  of  Columbia.  Our 
npose  was  to  determine  the  degree  of  compliance  with  prescribed  procedures 
r  imderwriting,  handling  of  cash  receipts  and  supplies,  preparation  of  vouch- 
f  and  general  ofSce  routine ;  to  observe  the  title  I  collection  methods  in  opera- 
10  and  to  ascertain  the  progress  made  by  the  offices  in  correcting  deficiencies 
VTloiisly  reported  by  FHA  auditors.  We  enclose  for  your  preliminary  con- 
deration  a  summary  of  our  observations.  We  should  like  to  discuss  the  points 
ilaed  in  greater  detaU  at  a  time  convenient  to  you  or  to  your  staff.  If  we 
Mf  then  have  your  comments  and  be  informed  of  the  corrective  action  taken, 
n*  1960  andit  wm  be  greatly  facmtated. 

Then,  we  have  nearly  four  pages  of  observations  and  weaknesses. 
You  don't  remember  whether  you  sent  a  copy  of  this  to  this  com- 
uttee  or  not,  do  you? 
Mr.  Newman.  We  didn't,  sir. 

He  Chairman.  You  know  this  inquiry  or  study  or  investigation, 
rhatever  you  care  to  caM  it,  brings  forcefully  to  my  attention  what 
think  is  a  weakness  of  the  Government,  namely,  that  under  the  Reor- 
Itnization  Act  each  committee  of  Congress  is  responsible  for  the 
foper  administration  of  the  laws  and  departments  of  Government 
?w  which  they  have  jurisdiction.  For  example,  this  committee  has 
HBplete  jurisdiction  over  housing,  and  yet  we  do  not  seem  to  re- 
life — ana  I  suspect  that  is  true  of  all  other  standing  committees — we 
0  not  seem  to  receive — ^I  shall  not  say  cooperation,  but  all  possible 
Mmration  on  thepart  of  administrative  bodies  of  our  Government. 
^rescybody  in  Washington  seems  to  have  known  about  the  defi- 
iflncieB  in  the  Housing  Act  except  the  committee  that  handles  it.   Here 
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is  an  instance,  you  see — I  am  not  criticizing  you  folks,  or  beins  critical 
of  you,  or  anyone  else,  in  calling  attention  to  this  matter,  but  neie  is  a 
case  where,  when  this  went  to  the  FHA,  if  likewise  a  copy  had  ocnneto 
our  committee  it  would  have  been  invaluable.  We  find  that  the  In- 
ternal Revenue  Administrator  for  a  year,  now,  has  been  making  what 
he  terms  a  great  study  of  this  whole  problem.  He  has  been  tumins 
over  records  and  certam  information  to  the  Committee  on  Nonessentuu 
Expenditures.  Yet  that  committee  turned  over  nothing  to  this  com* 
mittee,  and  the  Internal  Revenue  has  failed  to  say  that  first  word  to 
this  committee. 

So,  maybe,  if  nothing  else  comes  out  of  this  investigation — and  I 
hope  more  will  come  out  of  it — we  can  set  up  a  system  whereby  com- 
mittees which  do  have  the  responsibility  under  the  Reorganjzatiim 
Act — whether  they  like  it  or  not,  they  have  that  responsibility — ^will  be 
in  a  position  to  keep  informed  by  the  administrative  departments  who 
deal  in  these  thin^.  l 

This  is  no  criticism  of  you  at  all. 

Mr.  B[ane.  Mr.  Chairman,  I  think  that  is  a  very  good  observati<HL 

The  Chairman.  Have  you  noticed  that  as  a  weakness  yourself  in  Uie 
General  Accounting  Office? 

Mr.  Kane.  Mr.  Warren  has  taken  very  definite  steps  with  resp^ 
to  that,  Mr.  Chairman.  I  cannot  state  definitely  whether  the  19^  ani 
1960  reports  were  sent  to  this  committee,  but  it  is  the  policy  of  tie 
Comptroller  General,  notwithstanding  that  under  the  Legisls^ive  Be- 
organization  Act  of  1946  reports  of  the  Comptroller  General  are  sent 
to  the  Government  Operations  Committee,  we,  as  a  policy^  send  a  copy 
of  each  audit  report  that  we  send  to  Congress,  to  the  legislative  com- 
mittees, and  that  has  been  our  practice. 

The  Chairman.  I  think  it  has  been  a  general  failure  on  the  part  of 
everybody,  and  I  think  we  may  well  be  criticized  ourselves — ^meaning 
the  Senate  or  the  Congress — in  not  setting  up  a  system  whereby  we  get 
them.  I  am  just  sort  of  complaining  about  tne  general  procedure  now, 
of  this  whole  business.  It  doesn't  make  sense  to  me  that  one  depart- 
ment of  the  Government  doesn't  know  what  the  other  department  is 
doing. 

For  example,  this  matter  of  the  Internal  Revenue  Service  for 
over  a  period  of  a  year  furnishing  one  committee  with  information 
vital  to  this  whole  problem,  and  we  who  have  the  responsibility  for 
housing  and  have  just  held  hearings  that  ran  for  weeks  and  weeks  on 
the  subject,  which  was  in  the  newspapers  every  day,  and  yet  the  In- 
ternal Revenue  Service  failed  to  inform  us  of  anything  whatsoever  of 
what  was  going  on  in  their  department. 

In  fact,  we  had  to  get  a  directive  from  the  President  of  the  United 
States  to  get  what  iniormation  we  did  get.  Yet  they  voluntarily  have 
been  giving  information  to  another  committee  over  a  period  of  a  year. 

Senator  Bennett.  May  I  ask  a  question  ? 

The  Chairman.  Senator  Bennett. 

Senator  Bennett.  The  chairman  was  undoubtedly  on  the  committee 
when  this  report  was  made  that  there  were  gifts  to  the  FHA.  Was 
that  situation,  the  reception  of  gifts  by  officers • 

The  Chairman.  What  was  uie  question? 

Senator  Bennett.  The  witness  has  testified — in  what  year,  1949? 

Mr.  Kane.  1949,  Senator. 
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Senator  Bennett.  In  1949  they  discovered  certain  gifts  which  were 
made  to  people  in  the  FHA.  Was  that  information  given  to  the 
committee. 

The  Chairman.  I  was  a  member  of  the  committee  though  I  was  not 
chairman  and  I  do  not  remember  it. 

Mr.  Kane.  That  was  not  in  the  audit  report  for  the  fiscal  year  1950, 
for  which  it  was  reported,  and  for  this  reason,  that  it  was  a  matter  of 
common  knowledge  at  that  time — it  hit  the  newspapers,  and  when 
the  Comptroller  General  brought  the  matter  to  the  attention  of  the 
Cominissioner,  prompt  action  was  taken  by  the  Commissioner  to  have 
the  ^fts  returned,  and  a  strong  policy  was  established  to  prevent 
repetition. 

Senator  Bricker.  Did  you  confer  with  the  representatives  of  this 
committee  in  1947  and  again  in  1949  when  we  were  attempting  to 
write  a  section  to  prevent  the  overmoitgaging  of  properties  under 
section  608? 

Mr.  Kane.  I  have  not  checked  that,  Senator.  I  have  only  been  in 
this  position  for  about  5  years,  which  would  take  it  back  to  1949.  I 
cannot  say  positively  whether  or  not  we  were  asked  for  a  report  by 
the  committee  for  our  views  on  the  legislation. 

Senator  Bricker.  In  1947  we  asked  the  representatives  of  this  com- 
mittee to  confer  with  the  various  departments  of  the  Government  in  an 
attempt  to  close  the  gap  which  made  possible  the  discrepancies  that 
are  now  apparent.  Tliere  was  a  great  deal  of  opposition  to  it,  at  the 
time,  not  only  upon  the  part  of  the  industry,  but  upon  the  part  of 
FHA.  Again  in  1949  it  was  called  to  our  attention.  Of  course,  then 
the  next  bill  permitted  the  section  to  lapse,  but  we  have  been  alert,  at 
all  times,  to  this  possibility,  and  even  to  the  actual — it  isn't  a  violation 
of  the  law,  but  the  actual  overvaluation  of  property,  so  that  there 
miffht  be  a  profit  made  out  of  the  mortgage  itself. 

Mr.  Kane.  I  do  not  recall  seeing  anything  in  our  files  by  way  of  a 
report  to  this  committee  at  that  time.  It  is  logical  that  we  wouldn't 
make  a  voluntary  report  because  we  were  not  under  the  same  type  of 
audit  as  now. 

The  Chairman.  Mr.  Kane  and  Mr.  Newman,  you  and  people  in  your 

department  have  been  very  cooperative  regarding  matters  we  have 

made  inquiry  of  you  for.    But  my  criticism  at  the  moment  is  of  the 

fact  that  there  ought  to  be  some  sort  of  system  where  these  things 

work  automatically.    We  ought  not  to  be  put  in  tlie  position  to  have 

to  ask  the  Internal  Revenue  Service  and  the  General  Accounting  Office 

and  other  departments  to  furnish  us  with  information.    They  ought 

to  voluntarily  have  a  system  that  automatically  refers  it  to  the 

respective  committees  who  have  jurisdiction  and  have  responsibility. 

For  example,  the  Internal  Revenue  Service  says  they  have  been 

working  for  a  year  on  this  matter.     They  did  deliver  us  the  other  day 

1,149  cases  that  are  going  to  be  very,  veiy  valuable  to  this  committee. 

But  my  point  is,  why  diii't  they  do  it  6  months  ago;  why  didn't  they 

do  it  90  aays  ago  when  we  were  considering  this  bill  ?     Why  did  they 

keep  it  under  a  bushel?     Wliy  did  they  give  it  to  one  committee  and 

not  give  it  to  another?     Particularly  not  give  it  to  the  committee  that 

has  jurisdiction,  that  can  do  something  about  it  ? 

Mr.  Kane.  I  think  it  is  an  excellent  suggestion,  sir. 

The  Chairman.  We  are  going  to.  find  out  in  tliis  instance  why  it 

was  not  given  to  this  committee.     We  are  going  to  get  right  into  it 

44750— 54— pt.  3 ^9 
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because  to  me,  I  am  afraid  it  shows  a  weakness  in  cooperation  between 
the  legislative  and  the  administrative  branches  of  Grovernment  We 
cannot  legislate  intelligently  up  here  unless  we  have  the  facts.  No 
one  knows  that  any  better  than  you  people  do,  because  you  deal  in 
facts,  over  in  your  Department. 

Mr.  Kane.  That  is  one  of  the  wonderful  things  that  has  happened 
in  the  last  few  years  under  Mr.  Warren,  is  his  understanding  and 
desire  to  help  Congress  and  its  committees,  and  we  are  greatly  appre- 
ciative of  the  interest  and  the  action  taken  by  the  committees  on  our 
report.  It  is  most  disheartening  to  have  a  report  sent  somewhere 
and  have  it  not  acted  upon,  as  an  example.  As  I  said,  the  policy  of 
Mr.  Warren  and  his  requirement  is  that  each  legislative  committee  be 
furnished  a  copy  of  the  report  that  we  send  at  the  same  time  we  send 
it  to  the  Congress. 

The  Chairman.  I  am  not  criticizing  any  particular  department.  I 
think  we  are  just  going  to  have  to  learn  to  work  a  little  closer  together. 

I  think  these  recommendations  that  you  made  back  in  June  30, 1950. 
we  are  going  to  place  into  the  record.  Have  you  an  extra  copy  oi 
this? 

Mr.  K\NE.  I  have  several  copies  here,  Senator. 

The  Chairman.  Let's  have  one  for  each  member  of  the  committer, 
will  you  please  ? 

We  will  stand  in  recess  until  we  can  go  to  the  floor  and  vote. 

We  ought  to  be  back  in  about  10  minutes.  If  you  gentlemen  will 
stand  by  we  will  appreciate  it  very  much  and  we  will  be  back  in 
about  10  minutes'  time. 

(A  short  recess  was  taken.) 

The  Chairman.  Without  objection,  we  will  place  in  this  record 
the  General  Accounting  Office  letter  of  June  30, 1950,  to  Mr.  Richards, 
together  with  the  enclosure,  and  the  summary  of  observations  in  five 
insuring  offices. 

(The  document  referred  to  follows :) 

General  Accounting  Office, 
Corporation  Audits  Division, 

Office  of  the  Director, 
Washington,  June  SO,  1950. 
Mr.  Franklin  D.  Richards, 

Commissioner,   Federal   Housing  Administration, 

Washington,  D.  C, 
Dear  Mr.  Richards  :  As  a  part  of  our  audit  of  FHA  for  the  fiscal  year  1949  we 
visited  the  insuring  offices  in  New  York,  Newark,  Philadelphia,  Birmingham,  and 
the  District  of  (Columbia.  Our  purpose  was  to  determine  the  degree  of  com- 
pliance with  prescribed  procedures  for  underwriting,  handling  of  cash  receipts 
and  supplies,  preparation  of  vouchers,  and  general  office  routines ;  to  observe  the 
title  I  collection  methods  in  operation ;  and  to  ascertain  the  progress  made  by 
the  offices  in  correcting  deficiencies  previously  reported  by  FHA  auditors. 

We  enclose  for  your  preliminary  consideration  a  summary  of  our  observations. 
We  should  like  to  discuss  the  points  raised  in  greater  detail  at  a  time  convenient 
to  you  or  to  your  staff.     If  we  may  then  have  your  comments  and  be  Informed 
of  the  corrective  action  taken,  our  1950  audit  will  be  greatly  facilitated. 
Very  truly  yours, 

Stephen  B.  Ives,  Director. 

Summary  of  Observations  in  Five  Insuring  Offices 

1.  title    I — FHA    FIELD    COLLECTION    ACTIVITIES 

We  noted  the  following  weaknesses : 

(a)  At  December  31,  1949,  there  were  only  37  title  I  representatiyeB  «n- 
ployed  in  all  insuring  offices.    At  that  date  these  representattyes  wefre  charged 


Digitized  by  VjOOQ IC 


HOUSING  ACT  OF    1964  1427 

nearly  31,000  cases  totaling  nearly  $9,500,000.  In  some  offices  more  than 
cases  were  assigned  to  one  person. 

There  was  no  definite  collection  policy,  correspondence  with  debtors  was 
die,  and  indivldnal  cases  were  not  given  adequate  personal  followup. 

Title  I  representatives  worked  with  little  or  no  supervision. 

The  ratio  of  collection  costs  to  collections  made  seems  high. 

recommend  establishment  of  definite  collection  policies  and  either  em- 
lent  of  an  adequate  staff  of  field  representatives  under  more  effective  su- 
jion  or  the  use  of  a  collection  agency  to  supplement  or  to  replace  the  FHA 
:x>llection  staff. 

2.  TITLE  I — DEPABTMEirr  OF  JUSTICE  COIJJEOTION  AOTIVmES 

*  discussions  with  the  United  States  Attorney  at  the  insuring  office  locations 
Lted  that : 

The  debts  when  submitted  by  FHA  were  too  old  to  permit  satisfactory 
tion  results. 

A  bankruptcy  case  was  submitted  too  late  for  filing  of  creditor's  claim. 

In  some  cases,  upon  investigation  of  the  facts,  it  was  found  that  dealers 
)ld  the  debtor,  products  were  of  Inferior  quality,  and  adequate  repair  and 
enance  service  was  not  available. 

!se  conditions  should  be  studied  in  connection  with  the  observations  set 
Qder  the  preceding  caption,  and  consideration  should  be  given  to  ways  of 
ing  the  number  of  cases  sent  to  the  Department  of  Justice. 

8.  FIELD  T7NDEBWRITIN0  PBAOnOE 

observed  that: 

In  several  instances  the  education,  training,  and  experience  of  under- 
ig  personnel  were  less  than  those  prescribed  by  FHA  for  the  positions  held 
i  individuals. 

There  was  a  tendency  to  neglect  the  training  of  personnel  in  an  effort 
rease  the  time  available  for  operations. 

Insurance  commitments  are  based  on  values  established  by  FHA  under- 
g  representatives.    In  many  instances  these  appraisals  exceeded  the  esti- 

submitted  by  builders  or  contractors.  Elstlmates  are  prepared  by  apply- 
ice  variation  percentages  to  material  and  labor  costs  computed  a  number 
rs  ago  rather  than  by  using  current  prices.  We  were  told  in  Birmingham 
he  Federal  salary  scale  is  too  low  to  attract  qualified  architects.  The 
underwriter  in  Birmingham  was  not  following  prescribed  procedures  for 
r  and  approval  of  cost  estimates.  In  the  case  of  one  large  housing  develop- 
:he  same  valuation  was  placed  on  all  houses  of  a  given  type  of  construction 
Qess  of  the  location  of  the  house. 

Fees  charged  are  not  sufficient  to  cover  the  cost  of  processing  insurance 
ations. 

The  loss  probability  indicated  by  the  mortgage  pattern  rating  of  mort- 
5  does  not  seem  to  be  borne  out  by  the  losses  sustained, 
recommend  that  you  have  your  staff  make  a  more  detailed  study  of  under- 
g  practices. 

4.   HOUSING  INVESTMENT  INSURANCE — TITLE  VH 

nsurance  has  been  written  under  this  program.  The  State  directors  whom 
terviewed  told  us  that  this  type  of  insurance  has  little  chance  of  wide 
ance  by  potential  investors.  This  belief  may  have  created  a  passive  atti- 
nd  so  retarded  the  progress  of  the  program.  The  following  factors  were 
IS  detrimental  to  the  plan : 
State  restrictions. 

The  recently  established  policy  as  to  race  and  creed. 
A  tendency  on  the  part  of  potential  investors  to  purchase  insured  mort- 
rather  than  real  estate. 

suggest  that  you  determine  whether  the  conclusions  expressed  by  the 
directors  are  valid.  If  they  are  valid  and  if  the  program  is  needed,  we 
i  that  you  should  suggest  amendments  to  make  the  legislation  more 
»ible.  If  the  program  is  not  needed  or  is  impracticable,  we  believe  that 
ould  recommend  its  repeal. 


,...(•>' 
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5.   OFFICE  MANAGEMENT  SECTION 

Office  procedures  are  prescribed  in  the  field  operating  manual.  During  m 
visits  we  observed  a  number  of  deviations  from  these  procedures : 

(a)  Inadequate  safeguarding  of  remittances  and  legal  documents  during  ofitt 
hours. 

(6)  Failure  to  endorse  remittances  promptly  upon  receipt. 

(c)  Deposits  of  FHA  funds  made  by  employees  who  are  not  bonded. 

(d)  Failure  to  maintain  proper  time  and  attendance  records:  (1)  Therein 
no  daily  approval  by  section  chiefs;  (2)  there  was  no  control  of  itineraries • 
title  I  representatives,  construction  examiners,  and  evaluators. 

(e)  Unsatisfactory  control  over  inventory  of  supplies:  (1)  Office  employee 
were  permitted  free  access  to  supply  roms;  (2)  some  supplies  were  not  stwe 
in  the  supply  room;  (3)  supply  clerks*  control  records  were  indifferently  mail 
tained. 

(/)  Travel  and  expense  vouchers  not  reviewed  for  propriety  of  eiq^enaes  ii 
curred. 

(g)  Equipment  (typewriters,  cameras,  etc.)  issued  to  underwriting  peraoniK 
not  adequately  receipted  for. 

(h)  Joint  verification  of  daily  deposit  by  office  manager  and  receiving  ctari 
not  being  performed. 

(<)  Failure  to  maintain  the  central  control  system  of  "status  cards"  onctM 
flowing  through  the  office. 

ij)  Locator  card  files  not  maintained  for  office  equipment. 

(k)  Files  poorly  maintained  and  no  chargeout  system  in  effect. 

(I)  Title  I  account  cards  not  in  agreement  with  Washington  inventory  coft 
trols. 

(m)  Title  I  account  cards  not  properly  safeguarded. 

Many  of  these  points  had  been  noted  by  the  Fiscal  Audit  Section  field  anditon 
and  called  to  the  attention  of  the  management,  but  they  still  existed  at  the  tiai 
of  our  visits. 

We  recommend  that  decisive  action  be  taken  to  eliminate  these  continaiw 
violations  of  prescribed  procedures. 

6.  GENE&AL 

We  noted  that  the  State  directors  devoted  very  little  time  to  supervisory  fun 
tions.  The  situation  in  Birmingham  was  discussed  with  Mr.  Greene  who  8ti 
that  he  was  aware  of  the  existing  conditions.  In  the  New  York  office  the  ofk 
manager  concerned  himself  with  matters  of  a  detailed  nature  and  the  adminl 
trative  assistant  devoted  his  time  principally  to  personnel  matters.  We  fooa 
no  evidence  of  any  attempts  by  the  State  directors  or  the  unit  heads  to  correlal 
their  functions  for  the  elimination  of  any  unnecessary  or  duplicated  activifif 
or  for  the  temporary  use  of  personnel  in  one  group  to  assist  in  the  work  of  otb« 
groups. 

The  field  operating  manuals  outline  the  duties  and  responsibilities  of  offldll 
and  operating  personnel.  There  were  indications  that  the  manual  was  not  beUi 
followed,  either  by  the  management  or  by  the  personnel.  These  deficiencies  htf 
been  noted  by  the  auditors  of  the  Fiscal  Audit  Section  of  the  Comptroller's  Difl 
sion  as  well  as  the  supervisory  representatives  of  the  Field  Operations  Divisla 
and  have  been  called  to  the  attention  of  the  management  in  Washington,  ton 
there  was  little  evidence  of  remedial  action. 

We  suggest  that  greater  emphasis  be  placed  on  effective  supervision. 

The  Chairman.  This  indicates  that  you  called  to  their  attention 
in  those  days,  many  of  the  things  we  are  talking  about  today. 

Mr.  Kane.  That  is  right,  Senator.  This  is  a  more  detailed  statemen) 
of  things  in  the  audit  report 

The  Chairman.  It  won't  do  us  much  good  to  talk  about  it  at  thi 
moment,  but  we  will  certainly  take  a  good  look  at  those  when  we  star) 
writing  up  the  bill  in  a  couple  of  weefo. 

Mr.  Kane.  In  the  1949  audit  report,  recommendation  was  made  thai 
Congress  require  the  FHA  to  repay  the  Government's  investment  m 
to  pay  for  costs  borne  on  its  behalf  by  other  agencies,  such  as  the  civil 
service  retirement  and  compensation  benefits,  rent,  and  similar  ex 
penses.   As  pointed  out  in  our  1951  audit  report — 
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Alutual  Mortgage  Insnrance  Fund  earnings  are  distributed  to  mortgagors,, 
emment  is,  in  effect,  subsidizing  these  mortgagors  to  the  extent  of  all 
ome  by  the  Government — that  are  applicable  to  operating  and  financing 
n*am. 

recoininendation  has  been  repeated  in  all  of  our  subsequent 

glad  to  state  that  your  committee  and  the  House  Committee 
iking  and  Currency  put  our  recommendation  into  effect  last 
inceming  repayment  of  the  Government's  investment  of  ap- 
ately  $75  million  plus  interest  in  the  several  insurance  funds, 
e  1951  and  1952  reports  we  recommended  that  Congress  author- 
A.  to  settle  claims  m  cash  instead  of  having  to  pay  by  issuance 
ntures  to  the  claimant.  The  debentures  may  be  called  for  re- 
3n  upon  90  days'  notice,  and  it  has  been  the  policy  to  redeem  in 
rtest  possible  period.  This  circuitous  procedure  is  tantamount 
ish  settlement  and  adoption  of  our  recommendation  would 
te  interest,  accounting,  and  other  administrative  expenses  in- 
The  authority  to  issue  debentures  should  remain  for  use  in 
nt  of  emergency. 

le  1951  report  we  also  recommended  that  FHA's  authority 
jt  its  funds  in  Government  securities  with  Treasury  approval 
)ntinued.  It  was  pointed  out  that  FHA  engages  in  extensive 
3ns  in  United  States  Government  securities  tor  income  pur- 
This  is  extraneous  to  the  basic  function  of  FHA. 
;ht  add  while  it  provided  income  to  the  FHA,  some  of  the 
ires  that  were  sold  were  tax  exempt  and  since  1941,  tax-exempt 
ires  of  the  Government  have  not  been  available,  so  in  this  case 
as  possibility  that  there  was  a  loss  of  some  income  tax  to  the 
tnent  through  this  operation. 

B  1952  report  we  recommended  to  the  FHA  Commissioner  cer- 
m^s  in  the  method  of  charging  fees  in  order  to  cover  the  cost 
Bssing  applications  and  also  recommended  action  be  taken  to 
be  certain  adjustments  on  premium  refunds  involving  excessive 
work. 

this  is  not  peanuts ;  there  is  involved  approximately  $2  million 
nd  we  thiuK  that  this  recommendation,  if  given  consideration, 
ave  that  much  money. 

bove  recommendations  and  suggestions  reflect  the  substantive 
me  in  our  audit — ^but  beyond  all  this  is  the  day-to-day  assist- 
Drded  the  FHA  by  our  people  on  the  job  in  trying  to  strengthen 
•ations  of  that  agency. 

with  respect  to  the  so-called  mortgaging-out  abuses  under 
508  of  the  National  Housing  Act,  it  appears  from  the  infor- 
low  available  to  the  public  that  the  FHA,  to  put  it  charitably, 
guessed  in  appraising  the  estimated  costs  oi  many  projects. 
CHAIRMAN.  You  Say,  "To  put  it  charitably."  Could  you  put 
)hasis  on  that? 

[ane.  As  pointed  out  in  our  report,  there  was  lack  of  a  strong 
luate  appraisal  system. 

Jhairmax.  There  was  no  set  policy,  was  there? 
Lane.  There  was  a  policy  but  obviously  it  was  not  strong 

yHAiRMAN.  Did  each  appraisal  use  a  different  system  and  a 
/  method  ?    Rather  each  office  ? 
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pleted,  have  an  understanding  as  part  of  the  contract,  that  the  amount 
will  be  adjusted  to  90  percent,  or  95  percent,  whatever  the  law  is,  of 
the  actual  cost? 

Mr.  Kane.  The  CJomptroller  General  would  heartily  endorse  such  a 
proposal. 

Tne  Chairman.  Is  there  anything  impractical  about  it  from  a  work- 
ing standpoint? 

Mr.  Kane.  I  can  conceive  of  none.   Mr.  Newman,  can  you  ? 

Mr.  Newman.  No. 

Mr.  Kane.  It  will  mean  more  audit  work  on  the  part  of  somebody. 

The  Chairman.  Would  you  be  satisfied  with  the  builder  simply 
coming  in  with  an  affidavit  which  he  files  with  the 

Mr.  Kane.  Not  unless  it  was  prepared  by  reputable — we  would 
prefer  a  CPA. 

The  Chairman.  If  he  came  in  with  a  CPA's  statement  and  he  filed 
an  affidavit  that  it  was  true  to  the  best  of  his  knowledge,  just  like  you 
file  an  Internal  Revenue  Service  tax  return,  if  you  are  found  cheaong 
you  are  subject  to  prosecution. 

Mr.  E^ane.  One  additional  thing  that  should  be  considered  would  be 
that  the  FHA  in  order  to*  police  that,  to  be  sure  that  advantage  isn't 
taken,  is  that  FHA  be  given  authority  to  examine  the  books  of  con- 
tractors. Not  with  the  view  of  examining  each  one  but  having  the 
authority  to  make  selective  tests,  and  the  General  Accounting  Office, 
of  course,  in  our  normal  audit  process  would  see  whether  or  not  tliey 
areperf orming that  function  satisfactorily. 

We  heartily  endorse  the  certificate  suggestion. 

The  Chairman.  You  are  again  saying  that  in  your  visiting  with 
these  offices  and  your  contact  with  this  business  you  never  heard  any- 
body else  say,  either  in  Government  or  industry,  that  it  was  intended 
that  they  were  to  make  a  profit  on  these  section  608's? 

Mr.  Kane.  I  have  never  heard  that. 

The  Chairman.  Mr.  Newman,  you  have  never  heard  that? 

Mr.  Newman.  No. 

The  Chairman.  We  are  hearing  a  lot  about  it  today,  I'll  say  that 

Mr.  Kane.  We  feel  that  the  ceHificate  approach  should  be  applied 
across  the  board  in  all  the  titles,  including  title  II,  insofar  as  it 
applies  to  mortgages  on  proposed  construction,  as  distinguished  from 
mort^a^es  on  proposed  construction,  as  distinguished  from  mortgages 
on  existing  structures. 

There  is  one  other  provision  of  the  bill,  title  VII,  which  provides  for 
a  program  of  planned  public  works. 

We  feel  with  respect  to  that,  that  it  should  be  tightened  up,  be<*ausc» 
in  1947,  under  the  War  Reconversion  Act,  there  was  advance  plamiing 
program  and  we  have  observed  that  there  were  certain  abuses  under 
that  act,  and  that  there  have  been  disputes  as  to  the  conditions  under 
which  the  local  bodies  who  received  the  funds  would  be  required  to 
return  the  advance  to  the  Government. 

We  definitely  feel  that  although  this  could  be  handled  by  regula- 
tion, once  again  it  is  always  best  to  have  stipulations  in  the  act,  itself, 
because  then  it  obviates  any  administrative  interpretations  of  the 
intent  of  Congress. 

Senator  Bricker.  Were  those  abuses  that  you  noticed  in  the  other 
act  of  that  character  ?  Were  the  abuses  you  mentioned  in  the  military 
act  of  the  same  character? 
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One  is  section  224  of  the  proposed  bill  which  provides  what  is 
called  the  open-end  mortgage.  Without  directing  anything  toward 
the  merits  of  that  type  of  legislation,  I  would  like  to  call  to  your  at- 
tention the  fact  that  the  open-end  morgage  could  be  used  to  finance 
some  of  the  things  you  have  under  your  title  I  organization  loans,  and 
if  the  mortgage  period  under  the  open-end  method  could  be  10  years, 
or  5,  6,  7 

The  Chairman.  Let  me  ask  you  this :  What  is  it  you  can  do  imder 
the  open-end  that  you  can't  do  under  title  I?  Why  can't  you  do 
everything  under  title  I  that  you  can  do  under  the  open-end  mort- 
gage* 

Mr.  Kane.  I  haven't  analyzed  that,  Mr.  Chairman,  but  there  is  one 

thing  that  did  hit  us  when  we  looked  at  the  bill  hurriedly.  We  real- 
ized that  the  modernization  loans,  which  could  include  your  barbecue 
pits,  could  be  financed  in  10  years,  and  that  might  be  too  long. 

The  Chairman.  Under  the  open-end  mortgage,  you  could  improve 
your  property  and  make  it  a  part  of  the  mortgage  and  the  Govern- 
ment or  the  lender  would  have  a  mortgage  on  the  property,  whereas 
under  title  I,  of  course,  the  Government  does  not  take  a  mortgage  on 
their  loans. 

Mr.  Kane.  That  is  right,  but  we  think  the  bill  might  be  strength- 
ined  in  that  regard  to  make  the  type  of  improvements  more  substan- 
tial than  the  barbecue  pits  and  other  types  that  have  been  mentioned 
Ais  morning. 

The  other  section,  221,  which  provides  for  $7,600  homes,  has  a 
MX-year  amortization  period.  Cursory  examination  has  raised  in  our 
nind  the  question  of  whether  or  not  at  the  end  of  20  years  that  the 
Grovernment  will  not  be  forced  into  issuing  debentures  with  respect 
to  this  type  of  construction.  Forty  years  is  probably  one  of  the 
longest  amortization  periods  provided  in  any  of  the  Government 
liousing  programs. 

The  Chairman.  Say  that  again. 

Mr.  Kane.  Under  section  221,  it  provides  for  an  amortization 
period  for  a  maximum  of  40  years.  What  occurred  to  us  to  raise  with 
the  committee  was  that  since  the  maximum  on  a  house  would  be  $7,600, 
the  thing  that  came  to  our  mind  is  whether  or  not  the  quality  of  the 
house  at  today's  cost 

The  Chairman.  To  last  for  40  years,  you  mean  ? 

Mr.  Kane.  Yes.  We  think  it  is  a  serious  question,  because  the  Gov- 
ernment 20  years  from  now  may  have  a  lot  of  nouses  on  its  hands. 

Section  221  also  provides  for  the  operator-builder,  in  financing  new 
onits — ^this  is  on  an  estimated  cost  basis  and  we  may  have  the  same 
trouble  with  that  section. 

The  Chairman.  Is  there  any  reason  to  believe  that  you  will  have 
the  same  troubles  ? 

Mr.  Kane.  We  feel  it  is  always  best  if  you  can  anticipate  some- 
thing, it  is  best  to  try  to  close  the  door  before  the  horse  gets  out  than 
ifterward.  I  am  not  saying  definitely  it  will  happen  but  there  is  the 
[X)ssibility  and  consideration  might  be  given  to  it. 

The  Chairman.  You  are  in  the  accounting  business  and  you  are 
irith  the  General  Accounting  Office.  Is  there  anything  particularly 
implicated  about  the  suggestion  I  made  2  or  3  times  here,  that 
he  FHA  go  ahead  and  appraise  these  buildings  and  say,  "We'll  give 
rou  a  mortgage  on  X  amount,"  and  then  when  the  project  is  com- 
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pleted,  have  an  understanding  as  part  of  the  contract,  that  the  amount  , 
will  be  adjusted  to  90  percent,  or  95  percent,  whatever  the  law  is,  of 
the  actual  cost? 

Mr.  Kane.  The  Comptroller  General  would  heartily  endorse  sudi  t 
proposal. 

Tne  Chairman.  Is  there  anything  impractical  about  it  from  a  work- 
ing standpoint? 

Mr.  Kane.  I  can  conceive  of  none.   Mr.  Newman,  can  you  ? 

Mr.  Newman.  No. 

Mr.  Kane.  It  will  mean  more  audit  work  on  the  part  of  somebody. 

The  Chairman.  Would  you  be  satisfied  with  the  builder  simply 
coming  in  with  an  affidavit  which  he  files  with  the 

Mr.  Kane.  Not  unless  it  was  prepared  by  reputable — we  would 
prefer  a  CPA. 

The  Chairman.  If  he  came  in  with  a  CPA's  statement  and  he  filed 
an  affidavit  that  it  was  true  to  the  best  of  his  knowledge,  just  like  job 
file  an  Internal  Revenue  Service  tax  return,  if  you  are  found  cheanog 
you  are  subject  to  prosecution. 

Mr.  E^ANE.  One  additional  thing  that  should  be  considered  would  be 
that  the  FHA  in  order  to  police  mat,  to  be  sure  that  advantage  isn't 
taken,  is  that  FHA  be  given  authorit;^  to  examine  the  books  of  con- 
tractors. Not  with  the  view  of  examining  each  one  but  having  the 
authority  to  make  selective  tests,  and  the  General  Accounting  ^fce, 
of  course,  in  our  normal  audit  process  would  see  whether  or  not  they 
areperf  orming  that  function  satisfactorily. 

We  heartily  endorse  the  certificate  suggestion. 

The  Chairman.  You  are  again  saying  that  in  your  visiting  with 
these  offices  and  your  contact  with  this  business  you  never  heard  any- 
body else  say,  either  in  Government  or  industry,  that  it  was  intended 
that  they  were  to  make  a  profit  on  these  section  608's? 

Mr.  Kane.  I  have  never  heard  tliat. 

The  Chairman.  Mr.  Newman,  you  have  never  heard  that? 

Mr.  Newman.  No. 

The  Chairman.  We  are  hearing  a  lot  about  it  today,  I'll  say  that 

Mr.  Kane.  We  feel  that  the  certificate  approach  should  be  applied 
across  the  board  in  all  the  titles,  including  title  II,  insofar  as  it 
applies  to  mortgages  on  proposed  constniction,  as  distinguished  from 
mortgages  on  proposed  construction,  as  distinguished  from  mortgages 
on  existing  structures. 

There  is  one  other  provision  of  the  bill,  title  VII,  which  provides  for 
a  program  of  planned  public  works. 

We  feel  with  respect  to  that,  that  it  should  be  tightened  up,  becau^ 
in  1947,  under  the  War  Reconversion  Act,  there  was  advance  planning 
program  and  we  have  observed  that  there  were  certain  abuses  under 
that  act,  and  that  there  have  been  disputes  as  to  the  conditions  under 
which  the  local  bodies  who  received  the  funds  would  be  required  to 
return  the  advance  to  the  Government. 

We  definitely  f^p^    '  \  this  could  be  handled  by  regula- 

tion, once  again  '  have  stipulations  in  the  act,  itself, 

because  then  i*  nistrative  interpretations  of  thi 

intent  of  Co 

Senator  J  noticed  in  the  otliej 

act  of  that  d  in  the  ndlitar 

act  of  tl 
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Mr.  Kane.  No,  Senator,  that  wouldn't  be  the  same  thing.  These 
Avei*e  advances  to  local  bodies. 

Senator  Bricker.  What  were  the  abuses  you  referred  to  in  the  other 
actt 

Mr.  Kane.  Some  of  the  funds  were  used  for  unauthorized  purposes. 
The  money  would  be  advanced  to  plan,  say,  a  bridge,  and  by  the  time 
-  Ae  plans  got  finished,  the  plans  were  not  for  a  bridge  but  maybe  for 
a  park. 

Senator  Bricker.  Have  you  noted  any  of  that  kind  of  discrepancy 
in  the  use  of  funds  under  this  bill,  except  those  in  regard  to  repairs? 

Mr.  Kane.  Senator,  I  am  sorry,  I  don't  quite  get  your  question. 
We  are  talking  about  two  different  programs. 

Senator  Bricker.  I  know  we  are,  but  you  mentioned  the  use  of 
funds  authorized  for  purposes  other  than  which  they  were  granted, 
in  the  other  bill. 

In  this  present  program  of  FHA,  have  you,  in  your  investigation, 
noted  the  use  of  funds  for  purposes  other  than  that  which  they  were 
intended  to  be  used  for,  except  in  the  repair  and  rehabilitation  pro- 
gram? 

Mr.  Kane.  No,  Senator. 

Mr.  Chairman,  you  indicated  to  us  that  you  wished  certain  informa- 
tion with  respect  to  the  status  of  the  title  I  defaulted  notes,  and  the 
number. 

Now,  Mr.  Newman  has  that  information. 

Tlie  Chairman.  What  we  wanted,  I  think,  was  the  total  number 
as  best  you  could  ascertain,  of  the  loans  in  default  and  other  statistical 
information  that  you  might  have.  Mr.  Newman,  why  don't  you  give 
it  to  us,  please? 

Do  you  want  to  read  it? 

Mr.  Newman.  I  have  before  me,  Senator  Capehart,  the  informa- 
tion you  requested. 

1.  The  insuring  and  policing  procedures  of  FHA,  under  title  I 
insurance  funds. 

2.  I  have  a  summary  of  the  nimiber  and  amount  of  outstanding 
loan  balances  of  private  lending  institutions  insured  by  FHA  under 
section  2,  title  I,  and  the  number  and  amount  of  loans  where  install- 
ments are  delinquent  90  days  or  more.  The  most  recent  report  issued 
was  that  of  March  31,  1953.  Under  loans  outstanding,  there  were 
in  number  3,547,845,  for  a  total  of  $1,394,430,000.  The  delinquents,  90 
(lays  or  more,  the  number  is  49,850. 

The  Chairman.  Of  90  days  or  over? 

Mr.  New3ian.  Yes.  That  is  1%  percent  of  the  3  million  figure  I 
just  read. 

The  Chairman.  Three  million  outstanding  loans. 

Mr.  Newm.\x.  The  number  of  loans.  The  amount  of  delinquents 
total  $18,162,000. 

The  Chairman.  Those  are  90  days  old. 

Mr.  Newman.  Ninety  days  old,  on  the  records  of  the  lending  insti- 
tutions. 

The  Chairman.  They  are  not  necessarily  turned  back  to  the  Gov- 
ernment for  collection  ? 

Mr.  Newman.  Not  as  vet,  Mr.  Chairman. 

The  Chairman.  Well,  that  is  as  of  March  31, 1953. 

Mr.  Newman.  Yes,  sir. 
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The  Chairman.  That  is  a  year  ago. 

Mr.  Newman.  That  is  a  year  ago.  You  see  the  other  reports  are 
in  process  for  1954  now. 

The  Chairman.  I  wonder  if  FHA  keeps  a  record  so  they  could  tell 
us  up  to  the  minute  what  the  number  is. 

Mr.  Newman.  I  believe  they  could  get  that  information  for  you  as 
of  March  1964. 

The  Chairman.  Mr.  Frentz,  can  you  tell  us  at  the  moment  the 
corresponding  figures  to  those! 

Mr.  Frentz.  No,  sir.  In  this  sense.  There  is  an  annual  call  report 
we  ask  of  all  banks  each  year.  The  call  report  has  gone  out  and  it  is 
now  coming  back  and  is  being  tabulated. 

The  Chairman.  When  will  that  report  be  available? 

Mr.  Frentz.  In  about  a  week  or  a  few  days.  Let's  say  by  the  1st 
of  May,  I  believe. 

•   The  Chairman.  In  other  words,  you  are  saying  that  by  May  1  you 
can  give  us  the  same  statistics  that  Mr.  Newman  has  just  given  us! 

Mr.  Frentz.  I  believe  so. 

The  Chairman.  As  of  what  date  ? 

Mr.  Frentz.  The  same  date,  March  31. 

The  Chairman.  Within  a  week  or  10  days  we  will  know  how  many 
loans  are  90  days  old  or  older  that  are  delinquent  and  the  totd 
number  of  loans  and  the  outstanding  total  amount.     (See  p.  1731.) 

Mr.  Frentz.  Yes,  sir ;  I  think  so. 

The  Chair^ian.  Thank  you,  sir. 

Senator  Bricker.  Do  you  know  how  many  have  been  turned  ba<4 
to  the  Government  within  the  past  year,  or  turned  over  to  the 
Government  ? 

Mr.  Frentz.  I  have  a  record  here. 

The  Chairman.  Suppose  you  go  back  and  figure  that  out  and  we 
will  get  it  in  just  a  moment.    Then  we  will  have  it  exactly  right. 

Suppose  you  proceed  then,  Mr.  Newman. 

Mr.  Newman.  There  is  one  fact.  Senator.  In  studying  this  state- 
ment which  I  will  leave  with  you  you  will  notice  that  since  March  31, 
1949,  there  has  been  an  increase  of  over  1  million  loans  outstanding 
on  the  books  of  the  lending  institution,  that  the  percent  of  the  number 
of  loans  delinquent  has  decreased  about  two-tenths  of  1  percent,  and 
that  the  amount  of  the  delinquent  loans  has  decreased  six-tenths  of  1 
percent. 

To  say  it  another  way,  there  was  at  March  31,  1949,  $810  million 
worth  of  loans  outstanding,  and  $15  million  was  delinquent  as  com- 
pared with  March  31,  1953,  of  $1,394  million  outstanding,  and 
$18,162,000  as  delinquent. 

In  other  words,  to  summarize,  it  appears  that  there  is  a  lot  mow  I 
business  today,  but  the  collection  endeavors  of  FHA  are  beginning  I 
to  show  results.  I 

The  Chairman.  It  looks  as  though  the  loss  ratio  is  quite  small. 

Mr.  Newman.  That's  right.  Over  the  past  5  years.  Senator,  it  has 
averaged— in  1949  it  was  1.9;  in  1950,  it  was  1.9;  1951,  1.6;  1952, 1.4; 
and  1953, 1.3. 

The  Chairman.  Those  are  the  losses  to  the  Federal  Government! 

Mr.  Newman.  No;  these  are  the  delinquents  on  the  books  of  Ae 
lending  institution. 
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Chaibmax.  What  has  been  the  actual  loss  to  the  Federal  Gov- 

(t  in  those  same  jrears,  do  you  have  that  ? 

S^EWMAN.  Yes,  sir,  I  have. 

Frentz.  While  he  is  looking  for  that,  do  you  want  my  figures? 

Chairman.  Yes. 

5*RENT2.  The  claims  for  the  year  of  1962,  there  were  37,470,  for 

,000. 

Chairman.  That  was  claims  turned  back  to  the  Federal 

ment? 

Frentz.  That's  right. 

Chairman.  How  many? 

F^NTz.  37,000,  and  $14,900,000. 

Chairman.  You  turned  those  over  to  the  Attorney  General's 

>r  collection? 

Frentz.  Oh,  no. 

2!hairman.  What  do  you  do  with  them? 

^'rentz.  I  would  like  to  take  a  minute,  if  I  may. 

Chairman.  You  may  proceed. 

^RENTz.  When  these  accounts  come  in  to  us,  we  have  a  collection 

ire  established,  the  first  thing  we  do  is  examine  the  file  to  en- 

to  find  out  the  reason  for  the  default.    Then,  we  take  up  our 

ve  efforts.    If  it  is  the  case  of  a  man  who  lost  his  job,  it  it  is 

3  or  marital  troubles,  we  then  know  what  to  do. 

Chairman.  Where  does  your  first  letter  go,  from  here  or  the 

ice? 

?rentz.  My  office. 

Chairman.  At  the  moment,  you  have  87,000  of  those? 

^RENTz.  That  was  last  year.    We  write  these  folks  a  letter  say- 

e  now  the  holder  of  your  note.  WUl  you  care  to  make  your  imymenta 
We  would  like  to  have  you  make  it  in  full,  full  payment,  or  in  partial 

9  come  back  then  and  give  us  a  collection  plan  that  they  are  able 
',.  Let  us  say  that  tlie  lending  institution  has  been  endeavor- 
3ollect  $25  a  month.  We  obviously  know  that  we  would  not 
le  claim  if  those  people  could  pay  $25  a  month.  Therefore, 
liey  come  back  and  say  that  "We  can  only  pay  you  $10  or  $15 
h,^  we  will  work  with  those  people  and  accept  that  payment, 
s  they  pay,  every  so  often  we  will  write  them  a  letter  endeavor- 
raise  those  payments  so  they  can  be  debt-free.  Our  job  is  to 
n  out  of  debt. 

Chairman.  At  what  point  do  you  turn  them  over  to  the 
rjr  General  ? 

»rentz.  In  the  event  we  cannot  do  that,  our  next  step  is  to  send 
K)unt  out  to  our  field  offices  and  that  is  where  our  neld  offices 
ito  play.  We  have,  at  the  present  time,  at  the  suggestion  of 
.eral  Accounting  Office  a  couple  of  years  ago  that  they  increase 
1  staff.  We  did  increase  our  field  staff.  If  I  recall,  it  was  1950 
e  chan^d  them  from  25  to  70.    If  he  cannot  collect  by  corre- 

loe,  which,  of  course,  is  the  cheapest  way 

Qhaibican.  Then  you  send  them  to  the  field  office  and  have 
I  go  to  see  them  personally? 
niBiftz.  Yes. 
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The  Chairman.  Then,  what  do  you  do? 

Mr.  Frentz.  Then  it  comes  back  to  Washii^on.  It  has  ^ 
pretty  well  through  our  various  procedures.  We  have  detemuaid 
whether  or  not  that  borrower  has  the  capacity  to  pay  but  simri^ 
won't.  Let's  say  he  is  a  "deadbeat"  to  use  tlie  term  of  the  street  m 
then  refer  it  to  the  Department  of  Justice  to  take  legal  action. 

The  Chairman.  In  tne  final  analysis  the  Federal  Government  be- 
comes the  collecting  agency  on  all  these  accounts? 

Mr.  Frentz.  That's  right. 

The  Chairman.  So,  the  banks  really,  they  have  no  responsibiliil 
at  all  to  collect  them  ? 

Mr.  Frentz.  Let  me  say  this,  sir.  On  the  loans  that  the  banks  htn 
made,  they  have  done  a  tremendous  job  of  collecting.  Otherwise,  w 
would  have  more  than  this  1  percent  claim.  If  they  were  bad  lendea 
and  collectors,  they  would  have  5  or  10  percent  claims.  But,  overaDf 
the  banks  have  done  a  wonderful  job  of  collecting. 

The  Chairman.  Thank  you. 

You  may  proceed,  Mr.  Newman. 

Mr.  Newman.  Mr.  Chairman,  iust  to  give  you  an  indication  oi 
what  really  has  happened  in  the  last  5  years,  on  the  claims  paidlj 
the  Federal  Government — and  please  keep  in  mind  that  this  progrll 
is  expanding,  as  indicated  in  my  previous  statement,  about  tiie  (0k 
standing  balances  alone  having  increased.  In  1949,  the  claims  totaki 
$17  milhon.    In  1950,  they  totaled  $19  million. 

The  Chairman.  Those  are  the  losses? 

Mr.  Newman.  These  are  the  claims  paid  by  the  Federal  Govemmeot 

The  Chairman.  Paid  to  the  banks? 

Mr.  Newman.  Paid  to  the  banks,  that's  right.  They  are  not  loeBBl 
at  that  point. 

The  Chairman.  So  the  Attorney  General  may  be  able  to  collect 
them  ? 

Mr.  Newman.  And  FHA  has  collected  about  50  percent  of  tho* 
on  the  average. 

In  1951 

Senator  Bricker.  Those  are  paid  by  debentures,  are  they  not! 

Mr.  Newman.  No  ;  these  are  cash  on  the  barrelhead. 

The  Chairman.  You  possibly  can't  answer  this,  but  at  what  point 
can  a  bank  turn  back  the  bad  account?  Mr.  Frentz,  at  what  poait 
can  they  turn  back  this  bad  account? 

Mr.  Frentz.  We  require  that  the  banks  employ  a  very  aggressive 
collection  effort,  and  I  believe  the  claims  show  that.  Now,  we  allow 
the  bank  6  months  to  follow  this  collection.  We  also  have  provisioDB 
in  our  regulations  that  if  at  the  end  of  6  months  they  still  feel  ttot 
customers  can  pay  if  tliey  work  harder  on  it,  a  proviso  whereby  thej 
can  request  an  extension  from  us 

The  Ch^urman.  Is  there  any  contractual  relation  between  you  and 
the  bank  requiring  them  to  put  forth  any  effort  whatsoever  to  collect! 

Mr.  Frentz.  Ye« 

The  Cha  it? 

Mr.  Fi  ilations,  sir. 

The  '  "^  '^^^it  for  us  to  put  right  in  th« 

record.  "^  the  bank  to  do  l^f  ore  thej 

can  r>  ment    Without  objectioi 
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will  place  that  in  the  record  at  this  point.    You  get  it  if  you  will, 

ise,  and  give  it  to  the  reporter. 

The  information  requested  follows:) 

LBcrnoN  Effcmits  Requibkd  of  Insured  Financial  iNSTrrunON   Pbior  to 
BAILING  Claim  Fob  Loss  Under  Title  I  Contract  of  Insurance 

^resent  requiretnenta  for  filing  claims  under  title  I 

he  rights  of  a  financial  institution  holding  a  contract  of  insurance  with  the 
eral  Housing  Commissioner  under  title  I  of  the  National  Housing  Act  are 
srned  by  the  terms  of  such  contract  of  insurance.  The  terms  of  its  contract  of 
irance  consist  of  applicable  provisions  of  the  National  Housing  Act  and  the 
;  I  regulations  which  are  specifically  made  a  part  of  the  contract.  The  ap- 
able  sections  of  the  regulations  are  as  follows : 

"regulation  XI 

2.  Claim  after  default,— Claim  may  be  made  after  default  provided  demand 
been  made  upon  the  debtor  for  the  full  unpaid  balance  of  the  note." 

"regulation  VI 

7.  Collections. — The  insured  is  required  to  service  loans  in  accordance  with 
eptable  practices  of  prudent  lending  institutions.    In  the  event  of  default, 

insured  should  have  adequate  facilities  for  contacting  the  borrower  and 
erwise  exercise  diligence  in  collecting  the  amount  due.  The  insured  is  re- 
QSible  to  the  Commissioner  for  proper  collection  efforts  even  though  actual 
ection  may  be  performed  by  an  agent." 

t  should  be  noted  that  regulation  VI,  section  7,  sets  a  general  standard.    The 
cific  requirements  are  that  the  loan  be  in  default  and  that  a  demand  has  been 
le  on  the  debtor  for  the  full  unpaid  balance, 
attention  should  also  be  called  to  regulation  III,  section  1,  which  requires  that 

note  represent  a  valid  and  enforcible  obligation.  If  there  is  doubt  on  this 
at  an  insured  is  required  to  furnish  additional  evidence  of  enforcibility 
I  in  some  cases  is  required  to  obtain  a  Judgment  against  the  borrower. 

Authority  under  the  National  Housing  Act  to  make  further  requirements 
lection  2  (a)  of  the  National  Housing  Act  (12  U.  S.  C.  1703  (a) )  authorizes 
Commissioner  to  grant  insurance  to  financial  institutions  "upon  such  terms 
i  conditions  as  he  may  prescribe."  Under  this  authority  the  Commissioner  is 
loubtedly  empowered  to  prescribe  such  additional  requirements  as  to  coUec- 
i  efforts  prior  to  filing  claim  as  he  may  consider  necessary  or  proper. 

.  Practice  and  procedure  icith  reference  to  collection  efforts  by  insured 
financial  institutions  prior  to  filing  claims  for  loss 

t  has  always  been  the  policy  of  the  Federal  Housing  Administration  to  en- 
rage financial  institutions  to  pursue  collection  efforts  aggressively.  General 
tractions  to  insured  institutions  on  collection  practices  are  set  out  on  page 
of  the  explanatory  material  in  the  booklet  of  regulations,  FH-20,  issued 
ccmber  31, 1953.    Copy  of  such  instructions  is  attached. 

nie  Title  I  Division  has  a  section  whose  principal  responsibility  is  to  contact 
ared  financial  institutions,  to  review  their  operations,  and  to  point  out  to  such 
tncial  institutions  any  deficiencies  in  their  collection  practices  and  policies. 
Is  section  has  five  financial  representatives  who  travel  throughout  the  country 
king  visits  to  insured  financial  institutions,  particularly  those  whose  records 
Ucate  that  their  collection  practices  are  not  adequate,  and  surveying  their 
^rations.  In  making  title  I  surveys  the  collection  program  is  one  of  the  prin- 
<il  phases  to  which  the  financial  representative  gives  attention. 
tt  is  the  practice  to  ascertain  the  number  and  dollar  amount  of  loans  de- 
Q^ent,  strike  a  delinquency  ratio,  and  compare  the  delinquency  with  prevailing 
^rages.  It  is  also  the  practice  to  determine  the  average  amount  due  on  de- 
Q^ent  accounts,  and  whether  that  average  is  consistent  with  the  average 
[J>Bnt  of  other  accounts  held  by  the  \mnk.  The  date  of  lat<»st  payment  <m 
l^uent  accounts  is  notefl,  and  It  is  ascertalnwi  to  what  extent  tlie  aci.-ounts 
'.^^ve  or  whether  they  represent  p^^tential  claims,  and  detennlnatlon  Is  also 
'**  as  to  whether  refinancing  appears  to  be  in  order. 


Digitized  by  VjOOQ IC 


1438  HOUSING   ACT   OF    1054 

The  whole  loan  file  is  reviewed  from  the  collection  angle  and  all  the  data 
therein  is  analyzed,  determining  whether  the  collection  effort  Is  adequate  or 
inadequate.  It  is  required  by  FHA  that  each  lender  have  a  definite  satisfactoi; 
collection  policy.  The  financial  representative  first  reviews  the  policy  and  tben 
determines  whether  or  not  the  policy  is  being  carried  out.  The  following  facton 
are  taken  into  consideration  as  representing  a  satisfactory  collection  policy  and 
effort. 

1.  An  aggressive  collection  effort  during  early  stage  of  default. 

2.  The  utilization  of  the  services  of  an  outside  adjuster. 

3.  The  practice  by  the  bank  of  requesting  FHA  for  additional  time  is 
which  to  file  claims  where  appropriate  in  order  to  permit  the  bank  to 
continue  collection  efforts. 

4.  The  use  of  refinancing  privileges  provided  by  the  regulations,  who 
warranted. 

5.  The  use  of  legal  action,  as  indicated. 

6.  Special  handling  of  first  payment  defaults  in  order  to  get  the  account 
on  a  regular  paying  basis. 

If  any  of  the  element  named  above  are  lacking  the  lender  is  counseled  (X 
directed  as  to  their  utilization,  when  warranted. 

In  the  final  conference  by  the  financial  representative  with  the  president  and 
other  high  level  officials  of  the  financial  institution  the  collection  phase  alwayi 
is  reviewed  and  discussed  fully  with  the  view  to  improvement  of  the  operation  if 
possible. 

Excerpt  Fbom  Page  13  of  E3xplanatoby  Material — Instructions  on  Ck)LL£cnoK8 

"COLLEOnONS 

"An  insured  lending  institution  is  expected  to  pursue  an  aggressive  policy  in  tin 
collection  of  title  I  loans.  In  carrying  out  such  a  policy  it  is  suggested  that  use 
be  made  of  form  notices,  dictated  letters,  telegrams,  telephone  calls,  and  personai 
contacts.  A  system  of  form  notices  should  be  established  which  calls  for  anto* 
matic  foUowup,  such  as,  the  5th,  10th,  and  15th  days  after  default  occurs.  If 
these  notices  do  not  produce  results,  the  account  should  receive  special  handling. 
The  use  of  the  telephone  is  strongly  recommended  for  inside  collection  andtf 
results  are  not  obtained  the  borrower  should  be  personally  contacted  by  an  oot* 
side  collector.  Every  effort  should  be  made  to  discover  the  reason  for  defanlt 
and  to  effect  reinstatement  of  the  account.  It  is  of  the  utmost  importance  to 
keep  in  close  contact  with  the  borrower  when  his  note  has  become  delinquent 
Constant  foUowup  is  essential  to  a  successful  collection  program. 

"In  the  case  of  recalcitrant  borrowers  who  have  the  ability  to  pay,  and  tl» 
facts  of  the  transaction  warrant,  the  lending  institution  should  consider  tl»e 
advisability  of  instituting  legal  action.  Ample  provision  has  been  made  in  tli« 
regulations  to  reimburse  the  lending  institution  for  the  expense  which  will  be 
incurred  in  legal  proceedings. 

"In  furtherance  of  a  collection  program,  lending  institutions  are  urged  to 
consider  refinancing  delinquent  loans,  within  the  limits  prescribed  by  the  re- 
lations, over  a  longer  term  with  smaller  monthly  payments  where  borrower! 
due  to  illness,  unemployment,  or  other  legitimate  reasons  are  unable  to  meet 
the  schedule  of  payments  called  for  by  their  note.  If  refinancing  is  not  practt 
cable,  lending  institutions  may  request  an  extension  of  the  6  months  allowable 
claim  period  for  the  purpose  of  carrying  the  account  delinquent  for  a  longer 
time,  in  order  to  work  out  a  satisfactory  plan  of  liquidation. 

"It  is  not  necessary  for  a  lending  institution  to  report  paid  in  full  class  1  and 
2  loans  to  the  Federal  Housing  Administration." 

Senator  Maybank.  Who  checks  the  bank? 

Mr.  Frentz.  We  have  a  small  staff  of  what  we  term  financial  repre- 
sentatives. 

Senator  Maybank.  Senator  Capehart  and  myself  discussed  this 
thing  on  Saturday.    Can  they  do  it  ? 

Mr.  Frentz.  To  the  best  of  their  physical  ability. 

Senator  Maybank.  Would  you  believe  that  most  of  them  were 
checked  ? 

Mr.  Frentz.  We  have  attached  to  my  office  5  financial  representa- 
tives to  service  5,000  lenders  and  4,000  branches. 
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The  Chaibman.  Is  there  any  connection  between  these  bad  accounts 
and  alleged  misrepresentation  on  the  part  of  the  salesman  or  the 
dealer  who  sold  the  bill  of  goods?  Has  anybody  ever  analyzed  it 
from  that  standpoint  ?    I  mean  are  these  bad  accounts 

Mr.  Fbentz.  I  do  not  follow  you,  sir. 

The  Chaxsman.  Let  me  start  all  over  again.  Is  there  any  relation- 
ship between  the  bad  accounts  and  misrepresentation  on  the  part  of 
the  dealer  who  sold  the  homeowner  the  goods? 

Mr.  Fkentz.  Yes. 

A  number — I  don't  know  how  many,  but  some  of  these  accounts 
that  we  have  paid  as  claims,  are  the  result  of  this  overselling. 

The  Chairman.  You  don't  know  what  percentage? 

Mr.  Frentz.  No;  it  is  very  small. 

The  Chairman.  Is  there  any  way  to  find  out?  You  haven't  kept 
any  such  record? 

Mr.  Frentz.  It  is  a  very  small  percent  because  I  come  back  to  the 
day  when  our  men  go  around  and  call  on  these  people,  they  find  that  in 
most  of  the  cases  it  is  marital  troubles,  sickness,  death,  and  the  usual 
failings  of  the  human  being. 

Senator  Maybank,  Will  the  Senator  yield  further:  As  I  under- 
stand the  Greneral  Accounting  Office,  you  have  no  laws  giving  you 
authority  to  do  anything  except  to  check  these  things,  and  that  is  all. 

Mr.  FRENra.  That's  right. 

Senator  Maybank.  And,  you  have  5  people  to  check  9,000  accounts. 
I  have  always  appreciated  what  the  General  Accounting  Office  has 
done.    How  can  you  do  it? 

The  Chatrman.  Weren't  you  authorized  originally,  and  still  au- 
thorized, to  use  35  percent  of  your  income  for  collections? 

Mr.  Kane.  Mr.  Chairman,  for  the  record,  the  gentleman  who  is 
speakingnow  is  not  an  officer  or  employee  of  the  General  Accounting 
Office,    lie  is  a  representative  of  FHA. 

The  Chairman.  Yes ;  I  understand  that.  We  know  that.  But,  my 
point  is,  weren't  you  authorized  to  spend  35  percent  of  your  income? 

Mr.  Frentz.  You  are  asking  me  a  question  that  is  not  in  my  province. 
Perhaps  Mr.  Kane  could  clear  that  up. 

The  Chairman.  Is  there  anyone  j)resent  who  can  answer  that  state- 
ment and  say  that  that  statement  I  just  made  is,  or  is  not,  true?  Mr. 
Greene,  can  you  answer  that?     Is  that  correct ? 

Mr.  Greene.  I'm  sorry,  but  I  did  not  hear  the  question. 

The  Chairman.  Weren't  you  authorized  to  spend  35  percent  of  your 
income  premiums  on  title  I,  or  was  that  knocked  out  of  the  appro- 
priations? 

Mr.  Greene.  Senator,  we  were  authorized — as  Senator  Maybank 
will  remember  as  chairman  of  the  committee  at  that  time — in  1949,  a 
flexibility  provision  in  our  appropriation. 

Senator  Maybank.  Senator  Maybank  voted  not  to  knock  it  out,  but 
it  was  knocked  out  in  the  appropriations  bill.  But,  I  did  not  vote  that 
way. 

Mr.  Greene.  We  had  the  flexibility,  but  it  was  only  provided  for  the 
nonadministrative  expenses.  It  has  never  been  devoted  for  the  ad- 
ministrative expenses. 

Senator  Maybank.  Most  of  your  legislation  on  those  authorities  was 
knocked  out  at  the  same  time. 
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Mr.  Greene.  It  served  us  for  a  year  and  a  half,  as  I  recall,  from 
1949  to  1950.    The  Appropriations  Committee  then  put  a  limit 

Senator  Maybank.  The  Subcommittee  of  Appropriations  for  In^ 
dependent  Offices. 

Mr.  Greene.  Tlie  Appropriations  Committee  put  in  a  limit^  and  ve 
have  had  the  limit  ever  since;  so  flexibility  has  not  been  available  to 
us. 

Senator  Maybank.  I  lieard  that  this  morning,  and  I  didn't  want  to 
interfere  at  the  time,  but  it  was  knocked  out  in  the  Senate  Appro- 
priations Committee.  No ;  I  beg  your  pardon.  It  was  in  the  House 
committee,  and  it  came  to  the  Senate,  and  we  could  not  get  it  re- 
stored. 

Senator  Lehman.  Mr.  Chairman,  may  I  say  one  thing:  Just  for 
the  sake  of  the  record,  I  want  to  make  my  understanding  clear  that 
the  figures  you  have  read  of  the  amounts  paid  by  the  Federal  Gov- 
ernment to  the  lending  institutions  for  the  years  1949,  1950,  1951  and 
1952 — ^I  think  you  still  have  the  year  1958— do  not  represent  losses  to 
the  Federal  Government,  but  those  are  merely  the  amounts  that  the 
Federal  Government  paid  to  the  lending  institutions,  but  the  premiums 
that  the  Federal  Government  got  for  this  work  has  more  than  oounta> 
balanced  the  amount  that  was  paid  to  the  lending  insitutions,  is  tint 
correct? 

Mr.  Newman.  At  this  point  it  is,  sir. 

Senator  Lehman.  I  want  to  emphasize  that  because  I  think  it  is 
very  important  that  people  realize  this,  that  whatever  the  losses  or 
the  disadvantages  that  may  have  been  practiced  on  the  homeowners, 
imder  title  I,  or  under  section  608 — and  I  think  they  made  those  hard- 
ships, or  losses,  perhaps  very  substantial — there  has  been  no  loss  so 
far  as  I  can  see,  to  the  Government  of  the  United  Stat,es  in  this 
program. 

I  think  it  is  awfully  important  that  that  point  be  kept  clearly  in 
mind  in  the  consideration  of  this  whole  subject. 

Senator  Maybank.  Mr.  Chairman,  may  I  add  something  ? 

The  CiiAiB^f  AN.  Senator  Maybank. 

Senator  Maybank.  I  thoroughly  agi^ee  with  the  distinguished  Sena- 
tor from  New  York,  but  the  trouble  about  it  is,  the  people  who  rent 
the  houses,  or  the  consumers,  Senator,  are  paying  for  it.  The  banks 
can't  lose  much,  the  Government  can't  lose,  as  of  yet,  with  this  9.8- 
percent  interest  I  think  it  amounts  to. 

Mr.  Newman.  It  is  9.7  percent. 

The  Chairman.  Well,  it  has  been  a  very  fine  operation  for  the 
dealers,  the  banks,  and  so  far  the  premium  tliat  the  Federal  Govern- 
ment has  charged  has  been  suflicient  to  take  care  of  the  losses. 

Mr.  Newman.  I  can  give  you  more  figures  to  indicate  just  what  you 
have  said. 

The  Chairman.  You  may  proceed. 

Senator  Maybank.  But,  Mr.  Chairman,  the  Federal  Government 
has  not  put  ^  .    The  people  put  the  money  up.    The 

Federal  <  t  up  insurance.    The  people  put  up  the 

money  in  ^^^'^     '^he  people  put  the  money  up 

by  tairii  '  I  say  "consumer,"  I  mean 

repairs  .    The  people  put  up  the 

money. 


Digitized  by  VjOOQ IC 


HOUSING   ACT   OF    1954  1441 

Mr.  Newman.  Well,  the  people  who  have  the  insurance  pay  it, 
naturally,  on  the  loan,  and  the  premium  is  in  there.  The  lending 
institutions  pay  the  FHA. 

Senator  Maybank.  The  Government  has  lost  nothing,  it  is  only  the 
people  paying  9.7  interest. 

Mr.  Newman.  If  they  lose  it ;  yes. 

The  Chairman.  It  has  been  alleged  that  a  lot  of  property  owners 
lave  been  taken  advantage  of,  fleeced,  and  so  forth — I  shall  not  use 
dl  the  adjectives.  That  seems  to  be  the  problem  confronting  this 
X)mmittee,  in  consideration  of  tliis  proposed  bill.  How  coujd  we 
ighten  the  law,  how  can  we  tighten  the  administrative  procedure  to 
uake  certain  that  the  public  or  the  property  owner,  or  the  borrower — 
hat  misunderstandings  are  kept  down  to  a  minimum?  That  is  what 
ve  are  trying  to  do.  There  is  no  question  but  what  up  to  this  time 
his  program  has  been  financially  successful  for  everybody  concerned, 
inless  it  be  the  property  owner,  and  that  we  have  no  information  on. 
't  is  alleged  that  they  have  been  fleeced  out  of  millions  and  millions  of 
loUars.  I  don't  know  whether  it  is  true,  or  not.  That  has  been 
Jle^ed.  That  is  our  problem  and  that  is  our  interest.  How  can  we 
.TOid,  and  eliminate,  reduce  to  a  minimum,  the  property  owner — let's 
mt  it  bluntly  and  franklv — ^being  taken  advantage  of  by  salesmen  and 
Lealers  and  bankers  ani  others.  That  is  our  problem  and  we  are 
rying  to  find  out  how  we  can  do  it.  Can  it  be  done  by  chan^ng  the 
iw,  can  it  be  done  by  better  administrative  procedures,  or  is  it  going 
D  take  a  combination  of  both? 

Mr.  Newman.  Mr.  Chairman,  I  believe  it  will  take  a  combination 
t  both.  I  think  FHA,  since  we  first  started  our  audit  back  in  1949, 
ifts  made  marked  strides  in  improving  its  collection,  and  also  in  its 
andin^,  and  they  have  been  able  to  put  into  effect,  as  we  have  heard 
rom  Sir.  Hollyday,  certain  regulations  which  have  merit.  As  a 
latter  of  fact,  Mr.  Chairman,  I  think  those  regulations,  if  they  are  put 
ato  effect,  certain  ones  of  them,  deserve  consideration  by  the  com- 
littee.    It  may  be  that  you  may  want  to  put  them  into  law. 

The  Chairman.  It  may  be  you  will  want  to  make  them  law. 

Mr.  Newman.  And  then  they  will  be  permanent. 

Senator  Maybank.  And  then  another  administrator  couldn't 
bange  the  rules.    It  would  be  the  law. 

Senator  Bush.  How  many  lending  institutions  have  had  a  loss  of 
lore  than  10  percent  in  connection  with  this  title  I  program? 

Mr.  Newman.  I  cannot  answer  that  question. 

The  Chairman.  Can  you  answer  that,  Mr.  Frentz  ? 

Mr.  Frentz.  I  guess  the  answer  is  none.    I  can't  conceive  of  any. 

Sir,  there  have  been  some.  I  cannot  give  you  offliand  the  exact 
umber  ^oing  back  into  time.  Where  we  do  have  difficulty  is  where 
lender  in  a  country  bank,  for  example,  will  make  a  few  loans,  will 
ave  1  loss,  and  that  will  take  his  10-percent  reserve.  We  have  a  list, 
ir  example,  of  lenders  who  since  1950 — we  started  our  new  reserve 
Mrations — there  are  70  on  that  list  who  have  a  minimum  ratio  of 
rer  2  percent — 70  banks  out  of  5,000  who  have  a  claim  ratio  of  over 
percent.  I  do  not  believe  that  any  are  over  4  or  5  percent. 
Senator  Bush.  Could  you  tell  me  what  the  gross  income  from  insur- 
loe  premiums  on  title  I  insurance  was  in  the  last  fiscal  year?  I 
m't  know  whether  you  operate  on  a  calendar,  or  the  Government 
cal  year. 
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Mr.  Newman.  It  is  on  a  fiscal  year,  June  30. 

Senator  Bush.  What  would  be  the  figure  for  insurance  premiums 
6ai*neQ  ? 

Mr.  Newman.  Of  $16,640,566. 

Senator  Bush.  $16  million. 

]Vfr.  Newman.  Almost  $17  million. 

Senator  Bush.  That  is  the  gross  take,  the  total  income  that  the 
Government  has  under  title  I? 

Mr.  Newman.  That's  right. 

Senator  Bush.  What  were  the  expenses? 

Mr.  Newman.  The  expenses  as  reported  by  the  company  totaled 
$9,486,000,  leaving  a  net  income  before  reserves,  of  $7.8  million,  or 
practically  $8  million. 

Senator  Maybank.  Mr.  Chairman,  did  you  have  those  things  put 
into  the  record  ? 

The  Chairman.  I  think  all  the  records  that  Mr.  Newman  has  wiD 
go  in. 

Mr.  Newman.  These  documents  will  be  left  with  you,  Mr.  Chair- 
man. 

The  Chairman.  Without  objection,  all  the  statistics,  facts,  and  in- 
formation that  Mr.  Newman  and  Mr.  Elane  have,  will  be  made  a  part  & 
of  the  record.  ^ 

(The  documents  referred  to  follow :) 

federal  housino  administration 

Title  I — Insurance  Fund — Insuring  and  Policinq  Procedures — June  30, 1858 

Under  title  I,  section  2,  of  the  National  Housing  Act,  as  amended,  the  Com- 
missioner is  authorized  and  empowered  to  insure  hanks,  trust  companies,  personal  I 
finance  companies,  mortgage  companies,  building  and  loan  associations,  installr  I 
ment  lending  companies,  and  other  such  financial  institutions,  which  he  finds  I 
to  be  qualified  and  approves  as  eligible  for  credit  insurance,  against  losses  which  I 
they  may  sustain  as  a  result  of  eligible  property  improvement  loans.  Applicn-  I 
tion  for  contract  of  insurance  (form  FH  21)  is  completed  by  the  lending  instttn-  ' 
tion  and  presented  to  FHA,  Office  of  the  Assistant  Commissioner,  title  I,  who 
acts  upon  the  approval. 

For  each  insured  institution,  the  Modernization  Control  Section  of  the  C<Mnp- 
troller's  Division  establishes  a  reserve  equal  to  10  percent  of  the  aggregate 
amount  advanced  by  it  on  eligible  loans.  This  is  the  maximum  liability  of  FHA 
l>ermitted  under  the  act.  Any  claim  paid  to  the  insured  is  deducted  from  the 
reserve.  On  January  1  and  July  1  next  following  30  months  after  the  issuance 
of  a  contract  of  insuranc,  the  amount  of  insurance  reserve  to  the  credit  of  the 
insured  is  adjusted  by  carrying  forward  into  the  next  semiannual  period  four- 
fifths  of  the  unused  reserve  outstanding  on  each  such  date.  Adjustment  of  the 
reserve  thereafter  is  made  in  like  manner  at  the  beginning  of  each  subsequent 
semiannual  period  as  long  as  the  contract  remains  in  force.  The  adjustment  has 
been  determined  to  be  equitable  based  upon  analyses  made  by  FHA  which  dis- 
closed that  the  average  life  of  loans  under  this  section  approximates  30  months. 

Bach  individual  loan  must  be  reported  on  a  "loan  report"  to  the  Commissioner 
within  31  days  following  the  date  of  the  note  or  date  of  note  purchase  and  is 
accepted  by  him  for  insurance  relying  upon  the  certification  of  the  institution 
that  the  loan  was  made  in  accordance  with  the  provisions  of  all  applicable  regu- 
lations. The  regulations  provide  for  an  insurance-premium  charge  of  three- 
fourths  of  1  percent  per  annum  of  the  net  proceeds  of  the  insurance  loan,  except 
that  the  charge  is  one-half  of  1  percent  per  annum  on  loans  maturing  in  excess 
of  7  years.  The  computation  of  the  insurance  charge  is  made  by  the  Moderniza- 
tion Control  Section  upon  receipt  of  loan  reports,  and  billing  is  made  to  the 
institution  at  the  end  of  the  month  for  all  loan  reports  received  during  the  month. 
This  section  also  examines  the  information  contained  in  the  loan  reports  for 
compliance  with  the  regulations.  Insured  loans  must  have  a  minimum  life  of  6 
months,  but  the  maximum  for  repairs  and  alterations  of  single  family  homes  may 
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be  made  for  periods  up  to  3  years  and  32  d&jB.  Insurance  may  also  be  granted 
for  as  long  as  7  years  and  32  days  for  tbe  repair  or  conversion  of  an  existing 
structure  used  as  an  apartment  bouse  or  a  dwelling  for  two  or  more  families,  or 
for  the  construction  of  new  structures  for  agricultural  purposes.  When  secured 
by  a  first  mortgage  or  similar  lien,  tbe  final  maturity  may  not  exceed  15  years 
and  32  days  from  the  date  of  the  note. 

FHA  collects  the  premium  charge  in  advance  for  loans  maturing  up  to  3  years, 
32  days.  For  loans  maturing  in  excess  of  this  period,  the  premium  is  collected  in 
installments,  tbe  first  of  which  covers  a  charge  for  3  years,  and  all  subsequent 
Installments  cover  a  charge  for  1  year  payable  on  the  first  and  each  succeeding 
anniversary  following  the  date  of  the  note.  Billing  and  collecting  insurance 
premiums  for  renewals  are  controlled  and  conducted  by  the  Receipts  and  Deposits 
Section  of  the  Comptroller's  Division. 

Claim  for  reimbursement  of  loss  on  an  eligible  note  may  be  made  to  the 
Commissioner  at  any  time  after  the  note  is  in  default  and  written  demand  has 
been  made  upon  the  borrower  for  payment  in  full  of  the  obligation.  Claim 
for  loss  must  be  filed  within  31  days  when  any  full  installment  has  become  in 
default  for  6  months,  unless  an  extension  of  the  allowable  claim  period  has  been 
granted  by  the  Commissioner.  The  claim  must  be  filed  with  all  the  data, 
records,  and  correspondence  in  the  hands  of  the  Insured,  pertaining  to  the 
claim.  Examination  for  its  payment  or  denial  is  made  by  the  Modernization 
Control  Section,  which  also  prepares  and  certifies  vouchers  in  payment  of  the 
claim. 

Recovery  activities  on  title  I  defaulted  accounts  are  supervi6«!(l  and  con- 
trolled  by  the  Office  of  the  Assistant  Commissioner,  Title  I  DlvlHion.  Initial 
collection  efforts  are  made  by  the  Washington  office  by  correspondence  with 
the  borrower.  If  such  action  is  not  productive,  the  matter  is  sent  to  field 
offices  where  direct  contact  is  made  with  the  debtor  by  field  collection  personnel. 
The  Liquidation  Section  of  Title  I  Division  also  develops  recommendations 
for  transfer  of  the  account  to  the  Department  of  Justice  for  collection,  for 
settlement  of  accounts  by  compromise,  or  to  declare  the  accounts  uncollectible. 

The  following  are  some  of  the  safeguards  used  by  FHA  in  minimizing  losses 
under  title  I  insurance: 

In  approving  the  lending  institution  for  insurance  coverage,  FHA  screens 
the  applicant  corporation  for  its  ability  to  make  loans,  service,  and  collect  them. 
FHA  requires  independent  audits  to  be  made  and  submitted  by  accountants 
satisfactory  to  the  Commissioner  at  least  once  in  each  calendar  year  of  the 
books  of  the  insured  corporation,  if  it  is  not  subject  to  inspection  and  super- 
vision by  a  governmental  agency.  The  Administration  sends  to  the  Insured 
letters,  pamphlets,  and  copies  of  regulations  for  its  instruction  in  handling 
title  I  loans.  It  also  sends  field  or  headquarters  representatives  to  the  insured 
to  institute  operating  procedures  for  such  loans. 

Whenever  claims  approach  2  percent  of  the  loans  insured,  FHA  insp<»ctors 
contact  the  claimant  corporation,  review  its  loan  portfolio,  and  cither  arrange 
to  have  abuses  corrected  or  recommend  termination  of  the  contract  of  insurance. 

FHA  has  expanded  its  field  collection  staff  to  oflPeot  more  ag^n*sslvf*  ^•r)iirK'tlon 
policy.  In  the  Washington  office,  FHA  maintains  a  sklp-tracor  staff  to  locate 
borrowers  who  have  moved  without  giving  information  of  thoir  ru«w  whorr*- 
abouts. 

A  list  of  unscrupulous  dealPrs  is  maintained  by  the  Administration.  Infor- 
mation of  this  character  is  for\%'arded  to  all  insured  institutions.  TUo  insMtiitlons 
are  warned  to  avoid  these  dealers  and  to  make  sur-h  o]u*ckH  of  n^tw  doiilors  as  an* 
consistent  with  good  business  management.  The  regulations  roriiiiro  thf»  Insun'd 
institution  to  have  a  file  on  each  dealer  with  whom  it  r|o#*H  insiirr»d  lonn  i>iisln<'ss, 
such  file  to  contain  approval  of  the  dealer,  and  supjKirtwl  by  infonnation  as  to  his 
reliability,  financial  responsibility,  qualification  to  p^-rform  ihtt  work  satisfiu- 
torily,  and  servicing  ability. 

Occasionally  FHA  will  receive  a  rep^irt  that  a  <l*'uU*r  hns  cornniittcrl  an  ir- 
regular or  unethical  act  in  rrmneftion  with  a  title  I  tnin«actlr.ri,  Sii^h  julvjcr* 
usually  comes  in  the  form  of  complaints  filed  by  hom**own#*rM.  'I*h*'«<'  cornplaints 
may  be  relayed  through  Ipudinsr  institution**  or  rw*'Ivwl  riipw-t  },y  KIIA,  All 
complaints  are  investigated  by  FHA  fi^rld  ijersonn**!  or,  In  sorru*  lri«t;in'c«,  by  the 
lending  institutions  involved.  Any  (U-hIot  who«e  oj><'r;itlonM  ur**  found  tr,  \rt* 
contrary  to  the  standard<i  and  Tc<\M\r(*m('ritH  <ff  t\io  titl**  I  proirnim  Ik  phi^i-d  on 
notice  that  restrictive  administrative  a^-tlon  will  U*  iukfu  iinlcuK  th**  (h'UfU'UfU'H 
are  corrected.  If  the  dealer  fails  to  co^;r>*'rare.  u\\  InwurwJ  UrnU-rH.  nn*  notlflwj 
that  future  business  originated  by  the  rmrti^^rular  dealer  will  U?  acr<'ptable  fo^ 
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insurance  only  if  the  lending  institution  takes  certain  precautionary  steps,  such 
as  verifying  credit  information,  having  the  completion  certificate  sign^  in  tbe 
presence  of  an  employee  of  the  institution,  and  making  an  actual  Inspection  of 
work  performed  on  larger  loans.  Experience  has  shown  that  such  action  almost 
invariably  has  had  the  effect  of  protecting  homeowners  from  further  abuses 
on  the  part  of  the  dealer  involved. 

Further,  the  dealer  is  required  to  certify  in  his  completion  certificate  that  the 
borrower  has  not  been  given  a  cash  bonus  or  promised  a  cash  payment  or  rebate, 
nor  lias  it  been  represented  to  the  borrower  that  he  will  receive  a  cash  bonus  or 
commission  on  future  sales  as  an  inducement  for  the  consummation  of  the 
transaction.  The  dealer  must  also  certify  that  all  bills  for  labor  and  material 
have  been  or  will  be  paid,  and  that  if  any  of  the  representations  appeaving  on 
the  completion  certificate  prove  incorrect,  the  dealer  will  promptly  repurchue 
the  note. 

FHA  uses  many  means  of  offset  available  to  it.  Where  known,  offset  against 
any  moneys  due  the  borrower  by  any  other  branch  of  the  Government  is  requested. 
Such  agencies  as  the  Civil  Service  Commission,  Veterans*  Administration,  and 
Defense  Establishments  have  been  instrumental  in  reducing  losses  on  FHA 
claims. 

Summary  of  number  and  amount  of  outstanding  loan  balances  of  private  lending 
institutions  insured  by  FHA  under  sec.  2,  title  I;  and  number  and  amowU  if 
loans  where  installments  are  delinquent  90  days  or  more 

{Based  on  reports  of  lending  institutions  to  FHA*8  Division  of  Research  and  Statisticil 


Reporting  date 

Loans  outstanding 

Delinquent  loans  (BO 
days  or  more) 

Number 

Amount 

Number 

Amount 

Mar.  31, 1963 

3,647,845 

100 
3.215.091 

100 
2.904.643 

100 
2,728.051 

100 
2, 497. 134 

100 

$1,394,430,000 

100 
$1,073,513,000 

100 
$1,005,019,000 

100 
$922,582,000 

100 
$810,273,000 

100 

49.850 

1.4 
42.565 

1.3 
41.497 

1.4 
47.135 

1.7 
40.179 

1.6 

$18,162,000 

Percent          - 

1.J 

Mar.  31, 1952 

$16,356,000 

Percent    

Mar.31, 1961 

$16,253,000 

Percent    

1.6 

Mar.  31, 1950 

$17,583,000 

Percent    

1.9 

Mar.  31, 1949 

$15.53aOOO 

Percent    - 
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N0TB8  TO  FINANCIAL  8TATBMBNTS 
[Referred  to  in  exhibit  tables  piK  1446  and  1448] 

1.  Certain  real  estate  and  defaulted  mortgage  notes  which  had  been  tendered  to  the 
Oommlssioner  had  not  been  officially  accepted  by  FHA  at  June  80.  1953.  FHA  estimates 
tliat  almost  $6  million  in  debentures  will  be  issued  upon  final  acceptance,  segregated  as 
IfXkms :  Title  I — Housing  Insurance  Fund  $216,000,  liutual  Mortgage  Insurance  Fund 

e 76.200 ;  Title  II — Housing  Insurance  Fund  $590,600,  and  War  Housing  Insurance  Fund 
.776.800.  The  accrued  debenture  Interest  at  June  80,  1953,  is  estimated  at  $58,700. 
^en  the  assets  are  acquired,  FHA  will  set  up  provisions  for  estimated  future  losses  from 
current  income  at  rates  of  15  percent  of  the  acquisition  cost  under  titles  I  and  II  and 
17%  percent  under  title  VI. 

2.  Statutory  reserre  applies  to  mutual  insurance  groups  and  is  composed  of  net  income 
BTEilable  for — 

Contingent  losses,  expenses  and  group  account  participations.  $117,  301,  384 
Transfer  to  insurance  reserve . 80, 966,  814 

Total 148,  268, 198 

PHor  to  the  enactment  of  the  "Housing  Amendments  of  1958,'*  the  statutes  required  that 
an  amount  equal  to  10  percent  of  the  total  premiums  credited  to  the  groups  be  transferred 
to  the  insurance  reserve  at  termination  of  the  group  accounts.  The  new  legislation 
directed  that  the  10  percent  Of  premiums  credited  to  group  accounts  be  transferred  to  the 
Insurance  reserve  as  of  July  1,  1958,  without  regard  to  termination  dates.  Accordingly, 
a  trangfer  of  $80,593,468  was  made  at  the  beginning  of  fiscal  year  1954.  The  difference 
Between  the  amount  transferred  and  the  amount  available  for  transfer  shown  above  con- 
futed of  collected  premiums  which  had  not  as  yet  been  credited  to  group  accounts  on 
Jnne  80,  1958. 

3.  Under  authority  contained  in  the  National  Housing  Act,  as  amended,  funds  were 
transferred  between  certain  insurance  Fund  accounts  as  follows : 


From— 

To- 

Amount 

tUfe  T—Tniq^rftTiop  Fun<l . .     . 

Title  I — ^Housing  Insurance  Fund 

$1,000,000 

^  n— Mutual  Mortgage  Insurance  Fund... 
"tie  VI— War  Honalng  Insurance  Fund 

Title  II—Housing  Insurance  Fund 

Title  IX— National  Defense  Houstag  Insur- 
anceFund. 

1,000,000 
10^000,000 

Tot»U- ...- ,,.- 

l^OOOlOOO 

i.  Net  income  does  not  include  a  provision  for  future  losses  that  may  result  from  insur- 
Oce  in  force  at  June  80,  1953.  Future  losses  inher^it  in  insurance  operations  are  not 
ieognised  until  properties  are  acquired  in  settlement  of  claims.  However,  FHA  does 
^in  its  cumulative  income  as  an  insurance  reserve. 

,5.  FHA  is  not  required  to  pay  the  Government's  share  of  the  cost  of  retirement  and 
I  whf  ■    '  -  --       -  -  


itabiUty  benefits 

>pllcabie  to  agen(  . 

>ont  $1,554  500  for  fiscal  year  1953.     If  FHA  were  required  to  make  such  contributions. 


hich  inure  to  FHA  employ 
Dcies  that  are  subject  to  such 


!S.     Based  on  the  rate  of  contributions 
payments,  FHA's  contribution  would  be 


lost  of  the  cost  would  be  charged  to  the  mutual  mortgage  groups  and  would  result  in  a 
LTinn  to  the  Government. 

6.  tJncollected  interest  earned  on  defaulted  property  improvement  loans  and  mortgage 
ites  is  not  recorded  as  an  asset  on  the  balance  sheet. 

Interest  income  for  Title  I — Insurance  Fund  represents  cash  collections  of  interest  for 
le  year  on  defaulted  property  improvement  loans.  FHA  does  not  consider  it  practical  to 
scrue  interest  on  these  defaulted  loans  because  of  the  uncertainty  of  collection  and  the 
«rlcal  expense  involved.  Interest  collected  on  notes  and  mortgages  held  by  FHA  under 
ties  other  than  Title  I — Insurance  Fund  is  not  shown  as  interest  income  but  is  credited 
>  the  acauired  properties  account. 

Interest  income  snown  for  titles  II  and  VI  is  imputed  Interest,  on  debentures  redeemed 


efore  maturity,  which  has  been  added  to  the  acquired  properties  account. 

"   '-  ^^e  Mutu  ' '  ~      ,    .  .      .    f   .»-. 

ortgage  groups  after  the  related  propei 
This  interest  expense  appears  on  the  FuA  statement  as  interest  on  debentures, 


7.  In  the 
lutual  Mor 
ude. 


utual  Mortgage  Insurance  Fund  debenture  interest  may  be  charged  to  the 
groups  after  the  related  property  has  been  sold  and  final  settlement 


Senator  Matbank.  Why  wasn't  the  FHA  checked  before  1949? 

Mr.  Kane.  Before  the  GAO  audited  on  a  centralized  type  of  audit 
wsis.  That  type  of  audit  does  not  go  into  the  operations  of  the 
^ncy. 

Senator  Matbank.  I  know  tliat,  but  I  want  it  for  the  record.  When 
was  it  changed? 

Mr.  Kane.  It  was  changed  in  1949,  and  when  the  agency  was  put 
^der  the  audit  of  the  Government  Corporations  Control  Act.  The 
Comptroller  General  endorsed  that  because  it  meant  we  would  go  into 
^e  agency  and  make  a  commercial-type  audit,  where  we  could  do  the 
l^ration  and  examine  the  books  and  records  there. 
Senator  Matbank.  What  law  gives  you  the  right  to  do  that? 
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Mr.  Kane.  The  Government  Corporations  Control  Act  of  1945  was 
the  basic  law,  but  FHA  wasn^t  put  under  it  in  the  1949  act. 

Senator  Matbank.  Why  didyou  wait  until  1949  ? 

Mr.  Kane.  At  the  time  the  Government  Corporations  Control  Act 
was  considered  the  General  Accounting  Office  felt  that  the  FHA 
should  have  been  put  under  it,  but  as  a  matter  of  congressional  policy 
it  was  not  included. 

Senator  Maybank.  What  congressional  policy  made  you  do  it! 

Mr.  Kane.  I  think  that  the  Congress  itself  felt  that  there  should 
be  an  overall  audit,  a  commercial-type  audit,  made. 

Senator  Maybank.  The  Congress  thought  so,  unless  I  am  mistaken, 
in  the  Housing  Act  of  1949. 

Mr.  Kane.  That's  right.  That's  right.  Of  course,  we  heartily 
endorse  that. 

The  Chairman.  Mr.  Kane,  I  don't  suppose  you  have  this,  but  does 
every  loan  made  under  title  I,  does  every  ban!:  have  to  use  the  ssUtte 
sort  of  form  as  furnished  by  you  ? 

Mr.  FiffiNTZ.  Yes,  I  do. 

The  Chairman.  May  I  see  it? 

Mr.  Frentz.  Yes. 

The  Chairman.  You  may  proceed,  Mr.  Newman,  while  he  is  getting 
that  form. 

Mr.  Newman.  I  believe  I  was  quoting  some  figures  with  regard  ta 
claims  paid.  I  think  to  sum  it  up,  briefly,  we  had  outstanding— we 
had  paid  claims  in  the  jear  1949,  of  approximatelv  $17  million.  In 
1950,  it  went  to  $19  million.  In  1952  it  dropped  to  $11  million,  and  in 
1953,  it  is  at  $12.8  million.  | 

The  number  of  claims  paid  in  1953  is  35,000,  as  compared  to  46,000    \ 
for  1949.     I  think  that  is  important  to  show  that  progress  has  bfeen 
made  and  that  there  has  been  a  tightening  up. 

Back  to  Senator  Lehman's  remark  about  the  status  of  the  insuranee 
fund,  we  have  on  the  books  at  June  30,  1953,  $50  million  of  claiios 
paid.  We  have  a  reserve  against  the  $50  million  of  $35  million,  plus 
a  surplus  reserve  of  $23  million.  I  just  wanted  to  emphasize  that 
for  Senator  Lehman. 

The  Chairman.  I  would  like  to  ask  some  questions,  but^  Mr.  Frente,  | 
you  have  just  handed  me  FHA  title  I  credit  application.  That  is  : 
form  FH-1,  revised  January  1954. 

The  CiLviRMAX.  This  is  the  application  that  they  make  for  the  loan. 

Mr.  Frextz.  That's  right. 

The  Chairmax.  Do  you  furnish  every  lending  agency  with  these 
forms  ? 

Mr.  Frkxtz.  Yes,  we  do.  We  print  them  and  furnish  them.  Some 
lenders  print  their  own.  We  encourage  lenders  to  print  their  own* 
rather  than  use  Government-exix^nse  ink. 

The  Chairmax.  If  they  use  tliis  they  use  exactly  the  same  wording- 
Mr.  Frextz.  Exactly,  but  it  is  folded  differently. 

The  Chairmax.  This  is  an  application  for  the  loan? 

Mr.  Frextz.  Yes. 

The  Chad  *--  "^  .  sort  of  document  do  they  sign  when  they 
receive* 

T^fr.  The  note  document. 

The  '  l^i^  judgment  as  to  tim^ 

and  1 
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Mr.  Frbntz.  Yes,  sir. 

The  Chairman.  Does  it  remain  in  the  lender's  safe  or  office,  or  doe^i 
:hat  remain  with  you? 

Mr.  Frentz.  It  goes  to  the  lender. 

The  Chairman.  Do  you  keep  a  copy  of  it? 

Mr.  Frentz.  No. 

The  Chairman.  When  do  you  get  it  ? 

Mr.  Frentz.  We  see  it  on  two  occasions,  once  when  we  make  a  check 
with  our  financial  representatives. 

The  Chairman.  You  don't  check  on  11  million  of  these,  do  you? 

Mr.  EVentz.  No,  but  that  is  when  we  see  a  few  of  them,  and  another 
time  when  we  see  them  is  when  a  claim  conies  in  for  audit. 

The  Chairman.  When  a  bank  asks  you  to  reimburse  them,  then  they 
t)ring  this  to  you  ? 

Mr.  Frentz.  That's  right. 

The  Chairman.  And  that  is  the  only  way.  The  man  who  borrows 
he  money  signs  this.  This  looks  like  a  Government  document ;  does 
it  not?  It  is  a  Government  document.  Anyone  signing  that  would 
laturally,  unless  he  was  cautioned — the  average  pei'son  signing  that 
sv^ould  think  they  were  doing  business  with  the  Federal  Government; 
io  you  not  think  so  ? 

Mr.  Frentz.  You  will  notice  we  put  the  warning  clause  in  there, 
» that  at  the  time  they  sign  it  they  also  read  the  warning. 

The  Chairman.  Yes,  but  generally  speaking  anyone  signing  that 
vfould  think  they  were  doing  business  with  the  Federal  Government ; 
mynid  they  not? 

Mr.  Frentz.  The  name  of  the  institution  is  in  the  front,  on  the  fii^st 
line.   They  are  applying  for  credit  to  that  institution. 

The  Chairman.  But,  it  says — 

Property  improvement  loans.  Budget   Bureau,   FHA   improvement  loan 

Mr.  Frentz.  That  heading  was  required  by  the  Bureau  of  the 
Budget. 

The  Chair3ian.  I  understand  that. 

Here  is  a  chart  over  here  showing  by  dollars  the  amount  of  the  in- 
terest. It  says  down  here,  "U.  S.  Government  Printing  Office."  Any- 
one signing  &iis,  wouldn't  they  be  under  the  impression  they  were  do- 
ing business  with  the  Federal  Government? 

5fr.  Frentz.  I  doubt  it,  sir.  That  would  be  misrepresentation  of 
;he  first  water. 

The  Chairman.  AVell,  I  can't  quite  see  it.  It  is  Federal  Government 
ill  the  way  through.    AVhere  does  the  lender's  name  enter  into  it? 

In  the  first  line  it  says,  "This  application  is  submitted  to  obtain 
credit  under  the  terms  of  title  I  of  the  National  Housing  Act."' 

Mr.  Frentz.  Right  above  that. 

The  Chairman.  Yes,  I  see  it.  And  right  under  where  you  print  in 
he  name  of  the  bank,  it  says  in  quite  large  t^^pe : 

This  applk*ation  is  submitted  to  obtain  credit  under  the  terniH  of  title  I  of  the 
national  Housing  Act. 

What  I  am  getting  at  is  that  it  is  awfullj'  easy  for  these  salesmen, 
tnd  others  who  care  to,  to  ff>ol  the  public  into  believing  that  they 
,re  doing  business  with  their  (i  Aemment.  Every  man  has  a  right 
o  believe  that  his  Government  is  '^oing  to  treat  hirn  fairly  and  hon- 
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estly  and  not  take  advantage  of  him.  I  don't  know  how  you  are  going 
to  correct  it,  but  I  think  that  is  it. 

Senator  Bennett.  What  does  it  say  on  the  bottom? 

The  Chairman  [reading]  : 

Anyone  who  makes  a  false  statement  or  a  misrepresentation  in  the  aiyplicatlon 
shall  be  subject  to  a  fine  of  not  more  than  $5,000  or  by  imprisonment  for  not  more 
than  2  years,  or  both,  under  provisions  of  the  United  States  Criminal  Ck>de. 

Senator  Bennett.  That  sounds  more  than  ever  like  Gk)vemment, 
That  has  the  effect  of  warning  the  man  who  signs  the  note  that  you 
don't  require  any  such  signature  from  the  dealer.   There  is  no  warning. 

Mr.  Frentz.  May  I  answer  that? 

Senator  Bennett.  Yes. 

Mr.  Frentz.  We  now  require  a  dealer's  application  form. 

Senator  Bennett.  This  is  the  application  tne  dealer  makes  to  be 
put  on  the  list  to  the  institution,  to  receive  the  lender's  credit. 

Mr.  Frentz  (reading) : 

Any  person  who  knowingly  makes  a  false  statement  or  misrepresentation  In 
this  application. 

But,  the  application  simply  identifies  where  he  has  done  business. 
It  is  a  credit  plan  more  than  anything  else,  that's  right. 

The  Chairman.  Well,  the  reason  we  are  spending  a  little  time  on 
this  is,  as  we  said  a  moment  ago,  our  problem  is  to  find  some  way  to 
properly  warn  the  borrower,  or  the  homeowner  against  the  unscupu- 
lous  man.  Let  me  say  this,  they  are  in,  by  far,  in  the  great  minonty, 
but  that  seems  to  be  our  problem. 

Mr.  Frentz.  This  is  the  completion  certificate  which  both  the  home 
owner  and  the  borrower  must  sign.  That  also  contains  a  warning 
clause.  It  also  carries  the  warranty  of  the  dealer  and  the  assurances 
of  the  homeowner. 

The  Chairman.  But,  this  still  is  a  Government  document.  One 
signing  it  would  still  think  the  Government  was  his  protector  and  that 
he  was  doing  business  with  the  Government. 

In  other  words,  I  see  in  all  these  forms  that  they  sign  that  they  think 
it  is  the  Government  and  not  the  bank  which  is  going  to  lend  them  tiie 
money  or  the  dealer  who  is  going  to  sell  them  the  goods.  They  are 
incidental  to  all  these  forms.  Their  names  are  either  typed  or  writto 
in  longhand  into  them.  I  think  that  is  going  to  be  one  of  oar 
problems. 

Mr.  Frentz.  There  is  another  form  now  that  the  banker  sends  out 
saying,  "We  have  approved  your  credit  and  we  will  make  this  loan 
to  you,"  and  that  is  that  6-day  notice  I  referred  to  yesterday. 

The  Chairman.  Do  you  have  a  copy  of  one  of  those? 

Mr.  Frentz.  Yes. 

The  Chairman.  Does  that  still  indicate  that  the  Federal  Govern- 
ment is  his  benefactor  and  protector? 

What  is  the  wording  of  the  message? 

Mr.  Frentz.  Do  you  care  for  me  to  read  it  ? 

The  Chairman.  Put  it  over  here  and  I  will  read  it. 

That  goes  on  the  letterhead  "Advance  notice  to  applicant  for  FHA 
title  I  loans."  That  is  on  the  letterhead  of  the  institution.  The 
borrowers  name,  the  date,  the  address : 
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ye  approTed  your  FHA  application  for  credit  In  the  net  amount  of" 
rth  '^under  title  I  of  the  National  Housing  Act,  as  presented  to 


dealer — 

Ify  us  immediately  if  you  have  any  questions  regarding  the  transaction. 

>r  Bennett.  Is  that  before  he  signed  the  notice,  or  afterward  t 
fTATRMAN.  Advance  notice  to  applicant  for  FHA  title  I  loan. 
[  be  before  he  made  the  loan,  but  after  he  made  application 

11  make  as  part  of  our — ^I  don't  think  we  will  make  this  a  part 
cord,  this  lorm  here, 
se  you  continue  now,  gentlemen. 

ANE.  Mr.  Chairman,  we  have  just  one  more  matter  we  would 
lention  in  this  bill,  which  was  put  into  effect.  The  General 
ing  Office  recommendation  in  our  audit  report  on  the  Fed- 
ings  and  Loan  Insurance  Corporation,  also  made  under  the 
lent  Corporations  Control  Act,  for  a  limitation  period  on 
rcement  of  claims  against  the  Federal  Savings  and  Loan 
»  Corporation. 

r  audit  of  the  Corporation,  we  feel  that  there  is  need  to 
3n  certain  other  provisions  in  law  to  protect  the  Govern- 
iterest. 

dwman  has  a  specific  comment  he  would  like  to  make,  at  this 
iceming  it. 

EW3HAN.  The  FSLIC,  as  you  know,  insures  the  savings  and 
aciations.  Their  present  legislation  has  no  provision  like 
C  Act  has  with  regard  to  the  Board  being  able  to  take  action, 
the  Board  finds  that  a  bank,  or  in  this  case  a  saving  and 
xjiation,  may  be  using  unsound  practices,  under  the  FDIC 
Board  is  permitted  to  make  a  show-cause  order  to  the  insured 
1  within  a  certain  number  of  days  they  hold  hearings  and 
3se  hearings  the  bank  either  complies  with  the  request  of 
>r  stop  certain  unsound  practices  until  corrective  action  is 
'  else  the  insurance  will  be  canceled. 

FDIC  has  used  that  effectively.  As  of  the  moment,  FSLIC 
lave  that  provision  in  its  act. 

e  record  we  don't  know  of  any  particular  case  at  the  moment, 
feel  as  a  precautionary  measure  that  it  is  the  same  type  of 
n  as  FDIC  and,  therefore,  the  same  provision,  the  same  au- 
hould  be  given  tx)  the  Board  if  it  wants  to  take  action  against 
s  and  loan  institution.     You  must  realize  that  a  lot  of  these 
ind  loan  institutions  are  small  and  have  to  be  watched  closely, 
les  they  are  operated  by  one  man  who  owns  all  the  stock  and 
t.    We  feel  that  it  would  better  protect  the  interests  of  the 
aent,  especially  in  view  of  the  guaranty  we  have,  of  $750  mil- 
m  the  Treasury  to  the  FSLIC— if  such  provision  was  put  in 
o  give  the  Board  the  right  if  they  found,  after  hearings,  that 
itution,  this  insurance,  should  be  canceled. 
Sbadiman.  Any  questions,  gentlemen  ? 
tufB.  Thank  you,  Mr.  Chairman. 
8>ATRKAy.  Senator  Maybank. 
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Senator  Maybaxk.  I  just  want  to  ask  the  gentleman  this  quesdoa: 
The  other  day  you  thought  you  might  be  aole  to  figure  some  wi| 
that  we  might  amend  this  new  housing  bill. 

Did  you  discuss  that  with  tlie  chairman  before  I  got  here?  I  wii 
over  in  the  Appropriations  Conmiittee. 

Mr.  Kane,   x  es,  sir ;  we  discussed  that. 

Senator  Maybank.  You  told  us  you  were  going  to  talk  to  yoiff 
attorney  to  make  suggestions  on  all  these  thmgs.  Well,  have  yai 
made  them  ? 

Mr.  Kane.  Yes;  we  have  made  it,  to  this  extent,  Senator,  thatf 
feel  that  the  certification  method  which  is  already  in  existence— - 

Senator  Maybank.  There  is  no  reason  to  repeat  it  if  you  have  gino 
it.    I  will  read  it. 

Mr.  Kane.  In  that  connection,  we  are  at  your  service,  to  help  in  anji 
possible  way  we  can. 

Senator  Maybank.  I  understand  that,  but  you  made  a  teport  al 
some  of  the  bad  conditions  that  existed  and  were  mentioned  in  yd 
report  some  years  ago. 

Mr.  BIane.  Yes,  we  discussed  that  for  you  earlier. 

Senator  Maybank.  If  it  is  in  the  record,  I  don't  care  to  go  furthei 
with  it. 

Senator  Bricker.  We  have  had  a  rather  detailed  account,  here, 
how  the  application  for  the  loan  is  made,  how  the  dealer  is  qualinil 
by  the  lending  institution,  notification  on  the  6-day  delay  to  the  bafi 
rower.  What  check  is  there  on  the  way  the  money  that  is  borroi 
is  used  for  the  purpose  to  which  it  was  loaned  ? 

Mr.  Kane.  We  couldn't  answer  that  for  you.  Senator,  because  tW 
is  a  matter  between  the  bank  and  the  lender  and  not  the  Grenen 
Accounting  OflSce. 

Senator  Bricker.  But,  since  the  Government  is  the  insurer  I  think 
we  have  a  right  to  require  that  the  lender  follow  it  up. 

The  Chairman.  Mr.  Frentz,  could  you  answer  that  question? 

Mr.  Frentz.  We  encourage  the  lencling  institutions  to  make  a  spot 
clieck.  Now,  they  do  a  good  job  of  spot  checking  in  the  sense  tW 
they  will — depending  upon  the  dealer,  they  will  spot  check  every  ii 
loan  or  every  5th  loan  or  every  10th  loan.  They  actually  go  out  a&d 
look  at  the  job,  see  whether  it  has  been  done,  interview  the  homeowntf 
and  talk  to  the  homeowner.  Sometimes  they  may  do  that  before  the 
loan  is  made.  That  often  times  happens,  particularly  if  there  is  any 
question  about  this  application  that  they  may  have  in  front  of  them. 

Senator  Bricker.  Then  is  that  reported  to  you  ? 

Mr.  Freni'z.  No  ;  that  spot  check  is  then  in  their  file  on  this  \M 
transaction,  and  when  we  go  armind  to  examine  their  files,  we  pick 
up  those  spot  checkings  to  follow  through. 

Senator  Bricker.  Would  it  be  possible  to  have  a  document  simile 
to  the  ones  that  you  have  submitted,  here,  as  a  prerequisite  to  your 
guaranty  furnished  to  the  lending  institution? 

Mr.  I^rentz.  It  would  be  possible. 

The  Chairman.  Wouldn't  that  be  advisable  in  Ithe  light  of  all  the 
defaults  we  have  had  brought  to  our  attention? 

Mr.  Frentz.  Sir,  we  are  dealing  with  2  million  loans  a  year. 

The  Chairman.  I  know,  but  you  are  not  dealing  with  them,  the 
lending  institution  is  dealing  with  them. 
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Mr.  Frentz.  That's  right,  but  they  will  be  coming  into  Washing- 
n.  I  assume  they  would,  following  through  on  your  suggestion. 
^e  would  have  these  9,000  outlets  filing  with  us  these  2  nmlion  re- 
3its. 

Yes,  we  could  handle  them.  We  would  have  to  have  the  staflf,  of 
)urse,  to  receive  that.  If  they  are  going  to  come  into  us,  then  we  will 
ave  to  do  something  with  it. 

The  Chairman.  Couldn't  vou  require  the  lending  institution  to 
eep  those,  to  require  a  certification  of  the  use  of  the  money  for  the 
purposes  for  which  it  was  lent  and  we  might  write  into  the  law  a 
enal  provision  carrying  penalties  for  the  misuse  of  those  funds  which 
on  guarantee? 
Mr.  Frbntz.  Yes,  sir. 

Senator  Brioker.  We  are  not  interested  in  the  banks  making  these 
>ans  fraudulently.  What  we  are  interested  in  is  whether  or  not  the 
loney  is  used  for  a  purpose  other  than  which  it  was  loaned  for  and 
hether  or  not  the  contract  was  properly  carried  out. 
The  Chairman.  Mr.  Frentz,  ao  you  have  a  list  of  those  between 
^e  or  six  hundred  items? 
Mr.  Frentz.  I  do  not  know. 

The  Chairman.  Could  you  have  that  for  us  by  tomorrow  morning — 
ell,  whatever  it  is.    Maybe  it  isnt  that  many. 
Mx.  Frentz.  It  is  quite  a  list. 

He  Chairman.  We  want  the  exact  items  you  insure.  You  said 
ssterday  it  might  run  between  five  and  six  hundred. 
Mr.  Frsntz.  May  I  say  I  will  get  it  to  you  as  auickly  as  possible. 
The  Chairman.  Why  can't  you  just  put  your  nngers  right  to  it? 
Mr.  Ji^NTZ.  We  have  to  go  through  3  or  4  drawer  file  cabinets  and 
repare  the  list  for  you.     (See  p.  1597.) 

The  Chairman.  Haven't  you  notified  every  lending  agency  what 
ley  can  and  cannot  insure  on? 
Mr.  Frentz.  No ^this  has  not  been  that,  though. 
The  Chairman.  How  do  you  know  but  what  he  is  insuring  on  every- 
liM? 

Mr.  Frentz.  In  the  booklet  I  gave  you  there  is  a  statement  of  eli- 
bility.    There  is  also  in  the  preliminary  explanatory  text  of  the 
Rations  a  broad  outline  of  what  is  eligiole  and  not  eligible. 
The  Chairman.  Then  the  lender — ^the  banker — is  given  a  lot  of 
titude  in  usinff  his  own? 

Mr.  Frentz.  Yes;  within  the  maximmn  limitations  that  we  place. 
When  they  have  an  eligibility  problem — diet's  say  borderline — they 
rite  to  us  for  specific  rules. 

Tlie  Chairman.  In  other  words,  they  use  a  lot  of  latitude? 
Mr.  Frentz.  That's  right. 

The  Chairman.  What  is  your  honest  opinion;  do  you  think  imder 
isting  conditions  where  we  have  this  great  prosperity  in  America 
id  all  the  money  in  the  banks  that  title  I  is  any  longer  needed? 
Tiat  is  your  honest  opinion? 

Mr.  Frentz.  May  I  say  this,  sir — ^and  this  I  am  giving  you  as  my 
m  opinion. 

The  Chairman.  That  is  what  we  want. 

Mr.  Frentz.  That  if  you  take  title  I  out  of  our  economy  today,  there 
ill  be  a  serious  drop  in  the  repairing  improvement  activity  of  the 
untry. 

44750— 54— pt.  8 11 
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The  Chairman.  Why?    Do  you  mean  private  industry  just  will 
not  do  it  without  the  Government  100-percent  guaranteeing  it? 

Mr.  Frbntz.  Yes,  sir. 

The  Chairman,  under  title  I,  the  Government  for  all  nractical 
purposes  is  just  guaranteeing  them  against  loss. 

Aj^  you  saying  that  private  industry  has  lost  its  initiative  to  the 
point  where  it  will  take  no  further  chances  in  this  building  industiyi 

Mr.  Frbntz.  I  am  not  saying  that,  sir.  I  say  this,  based  upon  our 
own  experience  of  March  and  February  a  year  ago,  when  there  was 
a  lapse  in  this  program  because  of  our  authorization,  and  also  in  195Q| 
3  years  ago,  when  thei-e  was  a  lapse  in  our  organization,  that  leaden 
immediately  tightened  their  operations.  They  put  their  attome;^ 
from  36  months  down  to  18  months.  They  immediately  limited  thwr 
facilities  insofar  as  the  homeowner  was  concerned  and  in  many  areu 
lenders  stopped  entirely. 

The  Chahiman.  Why  did  they  stop  ? 

Mr.  Frentz.  Perhaps  I  can  answer  it  this  way :  In  title  I  we  havet 
fairly  long-term  note  that  is  uninsured.  Thirty-six  months  is  a  long 
term  in  the  consumer-credit  field.  The  average  term  may  be  12  mentis 
18  months,  15  months. 

We  now  have  36  months.  We  have  an  unsecured  note,  generally. 
There  is  security  in  a  niunber  of  cases,  particularly  on  the  larger  nofci, 
but  the  smaller  loans  upon  which  we  are  speaking  there  is  notUn^or 
36  months.  There  is  no  way  of  going  back  and  collecting  that,  i  ou 
can't  collect  that  piping  job.  You  can't  repossess  that  plumbing  sys* 
tem.  So  because  of  that,  there  is  some  insurance  plan  that  Congress 
provides 

The  Chairman.  Do  you  think  this  is  purely  to  maintain  the  economy 
of  the  United  States? 

Mr.  Frentz.  I  said  it  does  a  great  deal  in  the  repair  and  improve- 
ment field  at  a  high  level. 

The  Chairman.  Well,  we  certainly  didn't  need  it  from  1950  up  to 
the  present  time,  did  we,  when  we  had  full  employment  and  prices  were 
going  up  and  up  and  there  was  a  shortage  of  materials  ?  We  still  had 
tliis  m  effect,  didn't  we? 

Mr.  Frentz.  I  will  grant  you  there  are  times  in  our  economy  when 
we  may  not  need  these  things. 

The  Chairman.  We  hear  a  lot  of  complaints  about  subsidizing  the 
farmers.  It  seems  to  me  the  further  we  get  into  this  housing  bill  we 
certainly  are  subsidizing,  defending,  and  protecting  the  building 
industry  and  home  builders. 

Is  that  a  true  statement?  Wliat  chances  are  the  builders  taking 
today  ?  Be  perfectly  frank  and  honest  now.  We  are  subsidizing  the 
farmers  and  we  hear  a  lot  of  complaint  about  it,  but  what  are  we 
doing  for  the  home  builders  and  building  industry  ? 

Mr.  Frentz.  I  like  to  talk  about  my  Division. 

Senator  Maybank.  Let  me  understand.  When  the  farmer  gets  90 
percent  of  parity,  there  is  no  140  percent  windfall. 

The  Chairman.  It  has  been  said  directly  and  indirectly  by  the  home 
builders  and  others — it  has  come  to  me  indirectly ;  not  directly — ^that 
we  are  wrecking  the  industry  as  a  result  of  this  investigation.     First, 
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Bt  me  say  this,  that  the  President  started  it,  we  didn't  start  it,  and  I 
hink  he  was  justified  in  doing  so,  too,  but  what  is  there  about  this 
yhole  business  that  is  hurting  the  industry  ? 

Mr.  Frentz.  Sir,  all  I  can  do  is  give  you  the  thoughts  that  I  have 
ind  give  you  the  facts. 

The  Chairman.  Private  industry  is  at  the  point  where  business  will 

Goff  unless  we  subsidize  the  bankers  and  make  sure  that  they  make 
\  percent  interest  on  these  home  loans;  is  that  right? 

Mt.  Frentz.  I  believe  two  things  will  happen.  One  is  that  the  re- 
pair and  improvement  business  of  the  country  will  have  a  drop. 
Second,  that  what  business  there  is  in  the  repair  and  improvement 
ield  will  go  on  the  lender's  books  as  a  $7  and  $8  discount  rate. 

The  Chairman.  You  understand  I  can  say  what  I  have  just  been 
laying  because  private  industry  has  no  greater  defender  than  I  have. 
Nobody  has  fought  for  it  any  harder  and  believes  in  it  any  more  than 
[  do.  I  am  a  part  and  parcel  of  it.  I  think  the  greatest  asset  we  have 
n  America,  is  a  form  of  government  that  encourages  and  permits  the 
)rivate-enterprise  system.  I  can  criticize  it  because  my  record  is  one 
if  defending  it  and  protecting  it  and  I  am  going  to  contmue  to  do  so  as 
ong  as  I  live. 

One  thing  I  don't  like  is  socialization,  but  it  seems  to  me  that  we 
lave  about  reached  the  zenith  here  in  subsidizing  the  building  industry. 

Senator  Benneit.  Does  FHA,  or  does  someone  in  FHA  have  figures 
rhich  would  indicate  to  you  the  percentage  of  the  total  home  repair 
nd  modernization  that  is  actually  financed  by  title  I  ? 

Mr.  Frentz.  There  is  no  accurate  figure,  sir.  I  have  made  many 
istimates — an  estimate;  correction — of  about  35  to  40  percent. 

Senator  Bennett.  That  interests  me  because  for  30  years  I  have 
>een  in  the  paint  business  in  a  little  town  out  in  the  West  and  we 
ion't  do  any  title  I  business  directly.  I  have  the  impression  that 
he  total  volume  of  title  I  home  repair  and  modernization  will  prob- 
bly  run  nearer  5  to  10  percent.  I  don't  think  it  is  anything  like  35 
percent  of  the  total  home  modernization  and  repair,  which  includes 
►utting  new  equipment  in  the  kitchen  and  a  paint  job  and  all  the  rest 
f  those  things.    JLandscaping. 

Mr.  Frentz.  You  see.  Senator,  in  local  communities  there  is  no  way 
f  checking  on  the  amount  of  money  that  the  local  homeowner  may 
pend  for  improving  his  house.  There  is  no  such  thing  as  a  permit, 
3t  us  say,  in  many  of  those  localities.  May  I  use  the  State  of  Utah 
nd  give  you  our  figures  for  last  year :  In  the  State  of  Utah  last  year 
here  were  28,900  miprovement  loans  for  a  total  of  $17,800,000 — 
17,800,000.    The  average  loan  was  $618. 

Ifow,  I  have  no  way  of  telling  what  that  ratio  is,  to  the  total  im- 
•rovement  work  in  the  State,  but  I  assume  that  it  is  a  substantial 
gure. 

The  Chairman.  Is  that  for  the  calendar  year  of  1953  ? 

Mr.  Frentz.  Yes. 

The  Chairman.  You  have  that  for  each  State  in  the  United  States? 

Mr.  Frentz.  Yes. 

The  Chairman.  Without  objection,  it  will  be  made  a  part  of  the 
ecord. 
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(The  information  requested  follows:) 

Volume  of  FHA-insured  property  improvement  loans  by  State  looatioi 

property,  195S 


Loans  insured 

State 

Loans  insursd 

State 

Number 

Net 
proceeds 

Aver- 
age 

Number 

Net 
proceeds 

33,761 
19,334 
12.299 
276.429 
23,391 
11,484 
599 

10,857 
52,566 
30,875 
12,632 
128,125 
74,524 
29,299 
25,946 
26,769 
25,110 
10,030 
69,441 
45,374 
189,049 
53,635 
11,810 
56.744 
6,425 
12,164 
3,862 
5,330 

Tkotuands 

$18,085 

11,656 

7,455 

139,326 

18,522 

7,760 

436 

6,290 
84,103 
17,610 
8,770 
83,393 
43,382 
17,234 
13.953 
14,658 
15,656 
4,957 
29,891 
26,753 
106,107 
30,777 
6,845 
29,519 
4,584 
7,258 
3,232 
2,716 

$536 
698 
606 
506 
578 
676 
727 

579 
649 
570 
694 
651 
582 
588 
538 
548 
623 
494 
503 
590 
661 
574 
680 
520 
713 
597 
837 
510 

New  Jersey 

New  Mexico 

New  York 

60,495 

6,976 

235,124 

19,222 

3,996 

133. 759 

32.421 

19.053 

101.962 

4,942 

11.189 

5.407 

45,052 

166.771 

28,962 

1.759 

35,160 

48,692 

11, 169 

20,280 

2,092 

608 

808 

1,603 

3 

238 

T%oumni 
$47,63; 

4,84 

Arlransfiff         ... 

170,46 

California 

North  Carolina 

North  Dakota 

Ohio 

11,56 

Colorado.. 

%58 

Conneotiout 

77^53 

Delaware 

19,03 

Difltrlot  of  Colum- 

Oregon 

12.68 

bia 

Pennsylvania 

Rhode  Island 

South  Carolina 

South  Dakota 

Tennessee 

69.42 

Florida 

2,82 

Georgia 

6^46 

Idaho 

3,34 

Illinois 

^21 
93  30 

Indlanf^ 

Texas 

Iowa.. 

Utah 

17,88 

KanffAff 

Vermont  ..  .  -  . 

1,15 

Kentucky 

Virginia 

19,37 

Louisiana 

Washington 

West  V&^ia 

Wisconsin 

30.01 

Maine 

6,48 

Maryland  

13.46 

Massachusetts 

Wynming 

ts 

Minhipui 

AUska..:. 

S 

Minnesota 

Hawaii 

72 

Mississippi 

Missouri  . 

Puerto  Rico 

Virgin  Islands 

Guam 

1,99 

Montana  . . 

28 

Nebraska 

Total » 

Nevada 

2,244,227 

1,334,28 

New  Hampshire... 

1  Includes  adjustments. 

Senator  Maybank.  Can  you  tell  me  what  that  is  for  South  ' 
lina? 

Mr.  Frentz.  In  South  Carolina  last  year  there  were  11,189 
for  $6,468,000,  or  an  average  of  $578  per  loan. 

Senator  Bennett.  Perhaps  South  Carolina  doesn't  need  imp 
ment. 

Senator  Maybank.  I  appreciate  my  dear  friend  from  Utah's 
ment  and  as  long  as  90-percent  parity  remains  on  cotton  and  tol 
we  won't. 

The  Chairman.  What  is  the  State  with  the  largest  number? 

Mr.  Frentz.  The  largest  State  last  year  was  California.  ' 
figures  pretty  well  go  by  population.    California  was  275,000. 

The  Chairman.  275,000  loans. 

Mr.  Frentz.  I  will  leave  off  the  last  figures — 275,000  loans. 

The  Chairman.  How  much  money? 

Mr.  Frentz.  For  $139  million,  an  average  loan  of  $506. 

Senator  Maybank.  That  would  be  about  25  times  that  of  i 
Carolina,  just  by  comparison,  and  that  is  where  these  high-j 
salesmen  were,  according  to  your  records. 

The  Chairman.  Gentlemen,  I  see  it  is  now  about  5  o'clock. 
Senate  has  adjourned.   We  didn't  get  to  Mr.  Greene. 

Tomorrow,  our  witnesses  will  be  the  National  Association  of  ] 
Builders  and  the  Mortgage  Bankers,  I  believe  it  is,  starting  at  1 : 
our  own  committee  room.    We  are  going  to  change  it  from  1 :  3< 
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o'clock.  We  will  meet  at  2  o'clock  in  our  own  committee  room,  301,  at 
which  time  we  will  have  the  National  Association  of  Home  Builders 
and  the  Mortgage  Bankers. 

Tlien,  on  Thursday  we  are  going  to  hear  from  other  members  of  the 
industry.    On  Friday,  we  wiU  again  get  back  to  Government  officials 

and  former  officials,  Mr.  Greene  and  others,  and  we  are  going  to  have 

to  get  someone  over  here  who  knows  something  about  section  608,  since 

Mr.  Powell,  who  has  been  running  it  since  1934,  refuses  to  testify.    Let 

me  say  this  now,  that  we  are  interested  in  assistance,  suggestions,  and 

ideas  on  how  we  can  improve  the  bill  very  that  is  now  before  this 

eommittee.   We  are  very,  very  anxious  to  get  that  bill  written  up,  get 

it  improved,  if  we  can,  and  get  it  before  the  Senate  and  get  it  passed. 
Senator  Bennett.  Mr.  Chairman,  before  you  finally  close  tnis,  let 
me  say,  I  think  the  meeting  of  the  majority  conference  scheduled 
tomorrow  morning  has  been  canceled. 

The  Chairman.  I  was  asked  to  call  off  any  hearings  Wednesday 
in  order  to  attend  that  conference.  If  that  has  been  called  off  we  can 
proceed  at  10  o'clock. 

Senator  Bricker.  I  would  like  for  Mr.  Greene  to  be  able  to  testify 
tomorrow  morning  when  he  comes,  in  regard  to  specifications  in  these 
various  titles.  As  to  whether  or  not  any  specifications  are  written 
with  materials  specified  by  trade  names  or  by  specific  companies  so 
as  to  delimit  the  field  of  competition. 

For  instance,  in  a  house  or  apartment,  if  the  specifications  would 
call  for  GE  instead  of  Westinghouse ;  for  Crane  plumbing  instead  of 
some  other,  without  giving  any  opportunity  for  competitive  bidding 
to  the  prime  contractor,  or  without  giving  the  prime  contractor  any 
opportunity  to  use  any  adequate  facilities. 

Mr.  Greene.  You  are  referring  to  section  608? 

Senator  Bricker.  I  am  referring  to  section  608  and  also  to  the  other 
titles  as  well. 

Mr.  Greene.  The  specifications  on  section  608  are  made  up  and  pre- 
sented to  us  by  the  builders.  They  specify  whatever  they  intend  to  put 
into  the  job. 

Senator  Bricker.  Aren't  those  specifications  approved  by  the  De- 
partment in  any  way  ? 

Mr.  Greene.  By  us  ? 

Senator  Bricker.  Yes. 

Mr.  Greene.  We  simply  estimate  the  specifications. 

Senator  Bricker.  You  have  nothing  to  do  with  specifications  on 
the  building? 

Mr.  Greene.  We  do  if  it  is  some  material  we  are  not  familiar  with. 

Senator  Bricker.  What  if  it  is  a  specification  for  a  single  ma- 
terial by  trade  name. 

Mr.  Greene.  It  is  all  right. 

Senator  Bricker.  That  material  is  all  right? 

Mr.  Greene.  As  a  matter  of  fact.  Senator,  we  try  to  get  them  to 
specify  the  exact  material  they  are  going  to  use  so  that  we  can  better 
cost-estimate  that  particular  job. 

Senator  Bricker.  If  there  was  a  specification  for  Dean  &  Berry 
paint,  that  would  be  O.  K. 

Mr.  Greene.  That  is  right. 

The  Chairman.  This  meeting  for  which  we  purposely  postponed 
our  meeting  tomorrow  morning  has  been  canceled  unbeknown  to  us 
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until  now.  This  is  a  further  indication  of  the  problem  of  govern- 
mental efficiency  we  run  up  against. 

Senator  Bricker.  It  is  Republican  efficiency. 

The  Chairman.  This  is  nonpartisan. 

Senator  Maybank.  The  housing  bill  has  always  been  nonpartisan 

The  Chairman.  We  will  meet  at  10 :  30  tomorrow  morning  instead 
of  2  o'clock  and  our  first  witness  will  be  the  National  Association  of 
Home  Builders  and  at  2  o'clock  the  Mortgage  Bankers.    Then  we  will 

fo  on,  on  Friday  with  Mr.  Greene  and  others.  We  would  like  to 
ave  a  couple  of  days  of  hearings  now,  with  witnesses  from  industry. 
We  are  hoping  that  the  industry  will  come  in  here  and  be  just  as 
frank  as  the  Government  witnesses  have  in  helping  us.  We  will  get 
back  on  Friday  to  the  governmental  witnesses. 

Senator  Bennett.  Are  we  meeting  here  or  in  our  own  committee 
room? 

The  Chairman.  We  will  meet  in  our  own  committee  room  at  10:30 
tomorrow  morning. 

(Wliereupon,  at  4:55  p.  m.,  the  committee  recessed  to  reconvenB 
at  10 :  30  a.  m.,  Wednesday,  April  21, 1954.) 
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WEDNESDAY,  APBIL  21,   1954 

United  States  Senate, 
commntee  on  banking  and  currency, 

Washington^  D,  C. 

The  committee  met,  pursuant  to  recess,  in  room  301,  Senate  Office 
Building,  at  10:35  a.  m..  Senator  Homer  E.  Capehart  (chairman) 
Jresiding. 

Present:  Senators  Capehart,  Bricker,  Bennett,  Bush,  Beall,  Payne, 
Cfoldwater,  Robertson,  Frear,  and  Lehman. 

The  Chairman.  The  committee  will  please  come  to  order.  Our 
first  witness  will  be  Mr.  Richard  Hughes,  president  of  the  National 
-Association  of  Home  Builders. 

Mr.  Hughes. 

STATEMENT  OF  RICHARD  0.  HUGHES,  PRESIDENT,  NATIONAL 
ASSOCIATION  OF  HOME  BUILDERS 

The  Chairman.  Mr.  Hughes,  I  believe  you  have  a  prepared  state- 
nient.  Do  you  prefer  to  read  that  or  do  you  prefer  to  summarize 
your  statement? 

Mr.  Hughes.  I  prefer  to  go  through  this  statement  and  then  an- 
swer questions. 

The  Chairman.  You  may  proceed,  then,  with  your  statement. 

Mr.  Hughes.  Mr.  Chairman  and  members  of  the  committee,  let  me 
paake  one  thing  very  clear  at  the  start.  The  objectives  of  this  hear- 
ing, as  expressed  in  the  constructive  opening  statement  of  Chairman 
Capehart,  are  those  of  the  National  Association  of  Home  Builders  and 
Myself  personally.  May  I  express  to  your  chairman  my  heartfelt  ap- 
preciation of  the  statesmanlike  remarks  made  on  Monday,  which  I 
fiin  sure  express  the  feeling  of  this  entire  committee.  I  believe  that  it 
is  high  time  that  a  voice  is  raised  to  say  the  things  that  Senator  Cape- 
hart said  concerning  the  great  good  that  has  been  and  still  can  be 
^complished  by  the  FHA,  and  the  efficiency  and  honesty  of  the  over- 
whelming majority  of  its  personnel. 

You  have  asked  me  to  give  testimony  regarding  amendments  which 
srill  prevent  recurrence  of  conditions  recently  alleged  in  connection 
PrithFHA. 

The  Chairman.  Along  that  line,  I  don't  mind  telling  you  that  we, 
)n  this  committee  were  very  sincere  and  conscientious  about  this  in- 
■estigation.  The  President  of  the  United  States  has  instigated  this 
nvestigation.    I  can't  help  but  see  a  changed  attitude  on  your  part  in 

1^    \ 
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your  opening  statement,  from  the  press  release  that  you  got  out 
April  14.    Did  you  prepare  that  press  release  ? 

Mr.  Hughes.  I  don't  recall  the  one. 

The  Chairman.  The  one  on  April  14. 

Mr.  Hughes.  May  we  see  it,  please? 

The  Chairman.  Was  that  prepared  by  you  ?  Did  you  see  that  be- 
fore it  went  out  or  was  that  prepared  by  some  member  of  your  staf 
here  in  Washington  ? 

Mr.  Hughes.  Mr.  Chairman,  I  saw  the  statement  prepared  by  the 
staff  in  Washington  and  I  have  a  little  different  opinion  now. 

The  Chairman.  Have  you  changed  your  mind? 

Mr.  Hughes.  I  have  changed  my  mind. 

The  Chairman.  This  went  out  to  the  newspapers  and  was  quite 
widely  published.  I  want  to  read  some  of  the  excerpts  to  make  sure 
that  you  have  changed  your  mind  because  I  do  not  think  that  this  com- 
mittee, in  undertaking  this  investigation,  and  the  President  of  the 
United  States,  are  entitled  to  such  treatment  as  they  received  in  this 
publicity  release.  I  want  to  read  some  of  the  statements  here  and 
see  if  you  still  feel  that  way  about  it. 

While  I  realize  there  may  be  some  publicity  value  inherent  in  InvestlgatioM, 
the  facts  show  that  the  FHA  operations  currently  under  question  represent  far 
less  than  10  percent  of  the  agency's  total  operations.  Let  us  not  let  a  very  snm]! 
tail  wag  a  very  big  dog. 

You  say : 

Such  action  would  be  comparable  to  the  White  House  holding  up  military  legis- 
lation while  probing  a  rumor  that  a  few  mess  sergeants  made  oflf  with  some 
potatoes  7  years  ago. 

It  looks  to  me  like  these  are  awfully  large  potatoes  and  a  lot  of  them. 
You  say  here  : 

The  pending  housing  legislation  which  has  already  passed  the  House  should 
not  be  postponed  while  investigators  probe  alleged  irregularities  which  for  the 
most  part  occurred  years  ago  under  another  administration.  Hughes  said  in* 
vestigations  make  good  headlines  but  the  people  want  and  need  additional  houfr 
ing.  Passage  of  the  housing  legislation  now  pending  in  the  Senate  will  do  mndi 
to  help  the  industry  maintain  a  high  production  volume,  he  added.  The  White 
House  readily  admits  tlmt  housing  is  the  main  prop  of  our  postwar  economy, 
Hughes  pointed  out.    I  hope  they  won't  forget  it. 

Then,  you  go  on  to  say : 

He  charged  that  the  circus  atmosphere  under  which  the  attacks  on  FHA  opera- 
tions were  made  gives  the  public  a  false  impression  of  FHA,  and  certainly  nn* 
justly  puts  a  black  eye  on  reputable  builders  everywhere. 

What  was  the  circus  atmosphere  with  respect  to  the  President  of  the 
United  States  announcing  that  he  was  going  to  clean  up  this  situation? 

Mr.  Hughes.  Mr.  Chairman,  I  talked  to  Mr.  Cole  recently  and  since 
that  statement  went  out,  and  I  submitted  a  letter  in  which — after  I 
had  very  carefully  understood  the  situation,  as  far  as  I  know  now,  and 
that  letter  I  think  was  put  into  the  record  here  yesterday — was  ex- 
pressed my  desire  now  to  help  and  to  work  and  to  pledge  to  you 
the  support  of  the  National  Association  of  Home  Builders. 

The  Chairman.  That  is  the  reason  why  I  am  bringing  it  up. 
Frankly,  I  want  to  know  whether  we  are  or  are  not  bringing  it  up. 
I  want  to  know  whether  we  are  going  to  get  your  support  in  trying  to 
clean  up  the  abuses  you  people  are  responsible  for. 
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You  created  these  abuses,  if  there  are  abuses.  I  am  not  saying  that 
here  are,  yet.  I  am  saying  there  have  been  alleged  abuses.  The 
^resident  of  the  United  States  said  there  were  and  we  have  the  respon- 
ibility  in  this  committee  of  trying  to  clean  it  up.  I  don't  mind  telling 
rou  that  we  do  not  appreciate  such  publicity  statements  as  this,  and 
wch  inferences  as  you  make  here,  particularly  against  this  committee 
ind  against  the  President  of  the  United  States.  I  want  you  to  know 
iat  we  do  not  like  it.  I  ask  and  plead  with  you  to  give  us  100-percent 
»rporation  in  trying  to  clean  this  up.  We  have  been  sincere,  we  have 
oeen  conscientious,  we  have  opened  this  investigation  with  the  state- 
ment that  we  were  going  to  try  to  find  ways  and  means  of  plugging 
the  weaknesses  in  the  proposed  legislation  and  then  we  were  going  to 
pt  on  our  way  in  respect  to  passing  the  legislation.  We  have  &en 
nncere  and  conscientious  about  it.  And  then  you  put  out  statements 
like  this,  and  the  Mortgage  Bankers  Association  put  one  out. 

I  am  going  to  tell  them  about  that  this  afternoon  when  they  get  here. 

I  doirt  think  you  have  anvthing  to  cover  up,  do  you,  you  builders? 

Mr.  Hughes.  I  don't  think  so. 

The  Chairman.  Then,  why  did  you  put  out  that  statement? 

Mr.  HroHEs.  I  just  want  to— 

The  Chairman.  Why  did  you  refer  to  the  circus?  Why  did  you  try 
3  embarrass  this  committee  and  embarrass  the  President  of  the 
Jnited  States? 

Mr.  Hughes.  I  had  no  intention  of  trying  to  embarrass  the  Presi- 
ent. 

The  Chairman.  You  certainly  did  and  the  statement  speaks  for 
self. 

We  are  conscientious  and  honest  in  this  committee  and  we  want  to 
elp  the  builders  and  we  want  to  help  the  economy  of  the  country, 
^e  want  to  try  to  help  everybody  get  a  home.  We  want  to  do  a  good 
>b  and  we  are  not  being  partisan  in  this  matter  and  we  are  not  trying 
)  unduly  criticize  anyoody.  We  do  have  a  responsibility  when 
lleged  irregularities  are  called  to  our  attention,  as  widespread  as  the 
leged  irregularities  are,  to  do  something  about  it. 

I  am  awfully  sorry  that  you  made  this  statement  and  I  am  awfully 

HT^  that  I  have  to  call  your  attention  to  it,  but  I  do.    That  was  a 

rnfic  condemnation  of  the  President  and  this  committee  that  started 

lis  investigation. 

We  must  have  honesty  in  the  operation  of  FHA.   Nobody  knows  any 

jtter  than  I  do  that  it  is  only  a  small  minority  that  is  not  honest.    No 

le  knows  that  any  better  than  we  do.    No  one  knows  any  better  than 

do  that  one  bad  apple  in  a  fine  big  barrel  of  apples  can  eventually 

oil  the  entire  barrel  if  you  don't  do  something  about  it. 

I  don't  like  your  news  release  and  I  don't  think  other  members  of 

e  committee  do. 

I  don't  know  whether  they  care  to  comment  on  it  or  not  but  we 

•n't  like  to  be  put  in  the  position — particularly  this  committee,  of 

ting  like  a  circus  and  doing  things  that  are  not  right. 

We  hope  that  you  will  help  us.    We  hope  you  will  help  us  to  change 

is  present  legislation  as'  it  ought  to  be  changed,  this  proposed  legis- 

ion,  to  avoid  the  alleged  irregularities.    All  I  am  saying  at  the 

Hnent  is  that  they  are  alleged  because  I  don't  know  of  any  definite 

oof,  yet,  but  we  haven't  gotten  that  far  into  our  investigation.    We 
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are  just  as  anxious  as  you  are  to  get  a  good  housing  bill.    We  are  just  , 
as  conscious  as  you  are  of  what  it  means  to  the  American  people.  ' 
But  by  virtue  of  the  same  thing  we  are  not  going  to  permit  you  or  any 
other  group  of  people  in  the  United  States  to  fleece  the  American  peo- 

fle  and  take  advantage  of  them.  I  am  not  going  to  be  a  party  to  it 
rather  think  that,  having  been  the  champion  that  I  have  been  of  the 
private-enterprise  system  for  years,  I  have  fought  for  them  and  ynll 
still  continue  to  fight  for  them  and  believe  in  them,  that  I  am  possiHy 
in  a  better  position  than  some  people,  to  make  the  statement  that  I 
have. 

Mr.  Hughes.  We  want  to  clean  it  up.  We  want  to  help  you.  We 
do  think  there  are  a  lot  of  things  out  in  the  field  that  might  be  borcte- 
ing  on  hysteria. 

The  Chairman.  Why  don't  you  proceed  to  read  your  statement?  I 
have  said  all  I  care  to  say  on  this.  Let's  get  about  the  job  now  between 
we  on  the  committee,  between  the  Administration,  and  the  industry. 
Let  us  get  on  with  our  job  of  s^ing  what  should  be  done,  if  anything, 
w4th  the  proposed  legislation.  Let's  get  in  to  the  floor  of  the  Senate, 
let's  get  it  passed  and  get  it  to  the  President  of  the  United  States. 
After  we  have  accomplished  that  job  then  we  are  really  going  to  get 
into  the  real  investigation  of  this  problem. 

Our  first  job,  as  I  have  repeatedly  said,  is  to  get  this  legislati<m 
passed,  and  we  want  your  help.  Give  us  all  the  help  you  can  to  see  if 
we  can  avoid  this  little  minority  out  here  taking  advantage  of  the 
great  big  majority. 

You  people  who  represent  the  home  builders,  I  know  you  are  inte^ 
ested  in  this  so  let's  get  on  about  this. 

Mr.  Hughes.  In  agreement  with  the  Housing  and  Home  Finance 
Administrator  and  the  Administration,  which  prepared  S.  2938, 1  re- 
gard it  as  sound,  constructive  legislation.  Gentlemen,  I  can  say  to 
you  in  all  sincerity  that,  if  I  had  thought  there  were  any  loopholes  in 
the  bill  before  you,  I  would  have  suggested  corrective  measures  wh«i 
I  testified  a  month  ago.  However,  in  view  of  the  present  situation,  I 
shall  make  some  suggestions  later  in  my  testimony  that  I  hope  may  ne 
helpful. 

Whether  or  not  the  housing  legislation  before  you  passes — and  the 
form  in  which  it  passes — is  not  the  most  important  matter  at  this  time. 
Our  first  concern  is  that  public  confidence  in  the  FHA  and  in  the 
entire  home-building  industry  has  been  shaken. 

Tlie  sole  interest  of  the  National  Association  of  Home  Builders  and 
its  members  is  to  provide  needed  homes  for  the  American  people  at 
reasonable  prices.  We  are,  therefore,  vitally  interested  at  this  time  in 
helping  this  committee  to  do  whatever  may  be  necessary  to  restore 
the  confidence  of  the  American  people  in  the  integrity  of  FHA,  witi- 
out  which  agency  the  American  home-building  inaustry  cannot  do  its 
full  job.  If  any  individual  cases  of  illegal  action  have  occurred— 
whether  or  not  thev  *       '  in  or  out  of  the  Government  or 

members  of  this  itional  Association   of  Home 

Builders  and  I,  i  our  utmost  efforts  to  assist  you 

in  every  nossib 

But,  while  re  committee  to  do 

your  utmc     i  le  FBLA  is  a  sound 

financing  i  e;  that  the  over- 


Digitized  by  VjOOQ IC 


HOUSING   ACT   OF    1954  1467 

Iming  bulk  of  its  personnel  are  honest,  hardworking  people  who 
3  done  a  good  job ;  and  that  the  millions  of  houses  that  the  Ameri- 
people  have  attained  through  its  insurance  programs  are  good 
les. 

he  CHAmKAN.  We  are  not  going  to  do  that  if  our  best  judgment 
nd  the  evidence  proves,  that  there  have  been  irregularities  in  it 
there  has  been  welching  and  harm  and  injury  done  to  the  Ameri- 
people. 

Tiy  should  we  do  it?  Why  do  you  ask  us  now  to  give  the  FHA  a 
percent  whitewash  ? 

jr.  Hughes.  I  didn't  say  that.  I  am  trying  to  say  to  you  that  the 
A.  is  basicallv  sound  and  that  the  charges,  if  you  will  notice  down 
he  next  to  the  last  paragraph  there,  I  say  the  charges  advanced 
;  far  have  been  estimated  as  covering  only  one-tenth  of  1  percent 
rHA's  mortgage  insurance  program. 

ince  the  present  home-building  industry  has  used  the  FHA  as  the 
s  or  backbone  of  the  industry  and  the  source  of  its  production 
lit,  damage  to  the  integrity  of  the  FHA  will  directly  reduce  the 
ime  of  homes.  The  "finger  of  suspicion"  is  now  pointed  at  thou- 
is  of  ethical  home  builders  in  all  parts  of  the  country.  The  home- 
ding  industry,  comprised  of  these  home  builders,  mortgage  lend- 
manuf acturers  and  their  employees — which  has  consistently  pro- 
Bd  $12  billion  in  annual  business — cannot  operate  eflSciently  under 
I  an  atmosphere. 

enator  Bennett.  If,  as  you  say  the  finger  of  suspicion  is  pointed, 
1  the  best  thing  this  committee  can  do  is  get  this  thing  on  the  road 
luickly  as  possible  and  limit  the  area  in  which  that  finger  points 
lie  people  who  have  been  actually  guilty, 
fr.  Hughes.  I  agree. 

enator  Bennett.  Then,  don't  you  think  it  is  important  that  we 
:e  this  investigation  complete,  rather  than  that  we  try  to  lull  our- 
es  to  sleep  with  the  idea  that  we  are  only  talking  about  one-tenth 
percent,  and  giving  the  impression  that  we  are  making  a  tempest 
teapot? 

[r.  HuGienES.  I  said  that  while  doing  the  job  of  finding  out  everyone 
.  is  guilty,  whether  it  is  inside  our  association  or  in  government, 
;  we  ought  to  try  to  stabilize — I  mean  try  to  I'estore  the  confidpnnn 
lie  people  in  the  integrity  of  FH  A 

anator  Bennett.  Do  you  think  it  is  possible  to  restore  it  without — 
lems  to  me  there  are  only  two  ways  we  can  proceed.    One  is  with 
omplet43  an  investigation  as  possible,  and  tlie  other  is  to  start  to 
9  just  generalized,  whitewash  statements.    As  far  as  I  am  con- 
lea,  I  think  the  only  method  of  solving  this  problem  is  to  go  to  the 
r  bottom  of  it  once  and  for  all  and  do  it  as  quickly  as  we  can. 
T.  Hughes.  I  agree  that  we  ought  to  have  a  complete  investi- 
on,  and  I  will  cooperate  in  every  way. 
mator  Payne.  Mr.  Chairman  ? 
be  Chahiman.  Senator  Payne. 

mator  Payne.  Mr.  Hughes,  yesterdav  during  the  course  of  the 
ing  I  commented  in  connection  with  an  amendment  that  was 
X)sed  and  later  enacted,  proposed  by  Senator  Douglas  and  Senator 
aett,  who  is  here,  with  reference  to  the  Defense  Housing  Act,  that 
^  the  loophole  that  still  was  in  eflfex^t  in  section  608.    That  was 
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my  understanding — at  least  the  impression  I  got  from  the  course  of 
the  discussion  yesterday — ^that  the  builders  and  the  mortgage  bankers 
opposed  that  amendment  proposed  by  Senator  Douglas  and  Senatw 
Bennett.   Were  you  one  of  those  who  opposed  it,  at  that  time  ? 

Mr.  Hughes.  I  may  have  been.  The  association  did  oppose  it 
However,  we  have  changed  our  stand  and  you  will  find  in  this  state- 
ment later  on  here  where  we  propose  just  such  amendment. 

Senator  Patne.  Why  was  it  opposed  at  that  time? 

Mr.  Hughes.  We  thought  at  the  time  that  it  would — well,  mainly 
on  the  grounds  that  it  is  a  lot  of  trouble 

Senator  Payne.  I  know  the  provisions  of  section  608  elimmated  « 
lot  of  trouble  insofar  as  the  mortgage  bankers  and  builders  weie 
concerned  but  it  didn't  minimize  the  trouble  insofar  as  the  homeowner 
or  the  person  who  was  renting  property  was  concerned. 

Mr.  Hughes.  I  have  some  statement  to  make  on  that  later  on,  or 
some  comment  to  make  on  it. 

The  Chairman.  Mr.  Hughes,  I  am  going  to  read  a  little  colloquy 
between  Senator  Sparkman  and  Mr.  Lockwood,  who  was  the  presideii 
of  the  same  association  you  are  president  of,  in  1950.  I  am  going 
to  read  it,  because  it  shows  the  attitude  that  Mr.  Lockwood  took  i 
that  time. 

Senator  Sparkman.  In  fact,  you  have  done  a  lot  of  building  under  It— 

because  Mr.  Lockwood  had  just  finished  stating  he  had  done  a  lot  of 
building  under  section  608,  and  that  is  one  of  the  controversies  at  the 
moment,  where  the  alleged  irregularities  occurred.  La  fact,  this 
committee  has  a  list  of  1,149  corporations  furnished  them  by  the 
Internal  Revenue  Service,  in  which  that  agency  alleged  that  the  cor- 
porations have  each  distributed  to  shareholders  fimds  representing 
for  the  most  part  the  excess  of  mortgage  proceeds  over  actual  cost 
of  the  project. 

Senator  Sparkman.  Yon  have  done  a  lot  of  building.  I  mean  your  people. 
Not  you  individually.  We  have  had  fine  cooperation  between  the  Nationll 
Home  Builders  and  the  Federal  Government  and  everybody  who  is  building 
homes.  We  have  had  fine  cooperation  under  section  608.  Yet,  isn't  it  true  that 
under  section  608,  many  times  the  amount  of  money  that  the  Federal  Govern- 
ment guaranteed  or  insured  or  stood  for,  represents  more  than  100  percent 

Mr.  Lockwood.  I  don't  know  of  a  single  case  of  that  being  true.  I  think  that 
is  one  of  the  most  widely  circulated  bits  of  misinformation  that  I  have  heard 
talked  about  in  housing  for  a  good  many  years. 

That  was  the  president  of  your  association  who  said  that. 

The  impression  seems  to  be  that  the  builder  gets  in  the  form  of  a  loan  under 
section  608  more  than  the  total  cost  of  the  project.  Believe  me,  in  those  that 
I  have  participated  in,  that  has  not  been  true.  I  have  not  actually  seen  or  heard 
of  any  in  which  that  was  true. 

Senator  Sparkman.  I  am  sure  that  I  can  say  that  there  has  been  ample  evidence 
presented  to  the  committee  from  time  to  time  justifying  our  believing  that  tWa 
is  true.  As  a  matter  of  fact,  when  we  reported  S.  2246  to  the  Senate,  as  you 
will  recall,  we  proposed  to  cut  the  amount  of  the  loan  insured  under  section  008 
very  largely  for  that  reason.  I  might  also  call  your  atttention  to  the  fact  that  the 
Architectural  Forum  in  its  November  issue  brought  out  the  very  point  of 
excessive  loans  under  section  608. 

Mr.  Lockwood.  May  I  ask,  in  all  those  things,  was  there  any  real  factual  basis 
or  was  it  just  someone's  opinion. 

That  is  Mr.  Lockwood  back  in  1950. 

Senator  Spabkman.  I  don't  have  it  before  me  but  we  had  numerous  specific 
cases  called  to  my  attention  and  I  believe  I  am  safe  in  saying  this,  that  some 
members  of  our  committee  have  told  us  that  they  have  been  told  by  the  bnildeis 
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iliemselTes  tliat  they  had  gotten  more  than  100  percent.  If  I  remember  cor- 
rectly— ^I  won*t  say  it  positively,  but  as  I  remember  it  Senator  Long  said  he 
bDew  of  a  case  where  a  builder  friend  of  his  had  gotten  120  percent  In  all 
bimess  let  me  say  I  am  not  condemning  the  builders. 

Mr.  LooKWooD.  If  I  may  be  facetious,  I  would  like  to  say  that  that  statement 
tf  120  pero»it  sounds  like  barroom  talk.  I  can't  believe  that  the  FHA  would 
k  that  lax  in  its  administration. 

That  is  what  Mr.  Lockwood  said  in  1950.  We  have  many,  many, 
many  cases  in  vrhich  they  run  from  110  up  to  215  percent,  and  we 
positivdy,  without  any  question  of  a  doubt,  have  the  proof. 

I  want  to  say  to  you  when  we  go  back  and  read  Mr.  Lockwood's 
testimony  and  reaa  Mr.  Clarke's  testimony,  the  testimony  of  the 
Mortgage  Bankers  Association,  read  what  they  did  with  respect  to 
trying  to  crucify  this  Administration  and  it  makes  us  wonder. 

Mr.  HiroHES.  Well,  Mr.  Chairman,  may  I  comment  on  that? 

Hie  Chaikman.  You  may. 

Mr.  Hughes.  I  would  like  to  say  that  I  have  talked  to  a  CTeat  many 
builders  about  their  expenses  since  the  time  Mr.  Lockwood  made  the 
statement  you  talk  about.  I  have  built  two  section  608's  myself.  I 
im  prepared  to  say  to  you  that  there  may  have  been  mortgaging  out 
in  some  instances  but  I  couldn't  do  it.  Mine  were  comparatively  small 
ones,  one  of  56  units  and  one  of  108  units. 

I  invested  in  those  projects  some  land  in  each  instance  which  I 
thought  to  be  very  valuable — in  one  case,  in  the  108  units,  it  was 
$50,(WO,  my  architectural  fees,  and  considerable  cash. 

I  immediatelv  stopped  building  section  608's — and  you  can  check 
the  records  in  the  appropriate  oflSce,  because  I  couldn't  mortgage  out. 
I  had  been  told  by  people  who  came  around  the  country  representing 
the  National  Housing  Authority  at  that  time — they  had  along  with 
ttiem  a  representative  of  the  FHA,  I  think.  They  held  meetings  in  the 
chambers  of  commerce  all  over  the  country,  urging  home  builders  to 
get  in  and  build  some  section  608's.  They  said  that  we  needed  rental 
projects  very  badly.  Home  builders  were  in  the  habit  of  building 
houses  and  it  was  very  difficult  to  talk  them  into  changing  over  from 
the  regular  house-building  business  which  they  understood  and  which 
they  knew,  to  building  rental  projects.  But  in  many  cases,  as  I  did, 
they  built  a  few  just  because  they  were  asked  to. 

The  Chairman.  Will  you  yield  a  moment? 

Mr.  Hughes.  Yes. 

The  Chairman.  We  have  had  some  information  since  this  invest! - 
ration  and  study  started  that  it  was  understood  by  certain  FHA  offi- 
lials  that  one  could  mortgage  out  or  get  more  money  for  their  mort- 
gage tJian  the  actual  cost  was.  Was  that,  in  your  opinion,  generally 
mderstood? 

Mr.  Hughes.  No,  sir;  I  don't  think  it  was  generally  understood  that 
hey  could  get  more  money  out  of  it  than  they  put  into  it,  but  it  was 
jeneralhr  imderstood  that  you  were  supposed  to  mortgage  out. 

The  CSiAiRMAN.  It  was  understood  that  you  were  to  get  100  percent, 
ithat  right? 

tMr.  Hughes.  If  you  had  some  land,  if  you  put  the  land  into  it,  the 
lyrf  it  wouldn't  cost  you  anything. 

••Chairman.  That  was  the  general  impression? 
^TfOHES.  I  think  that  was  the  general  impression. 
'CHAIRMAN.  We  have  had  information  to  the  effect  that  FHA 
encouraging  builders  and  people  to  believe  that  if  they 
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would  go  into  a  section  608  project  that  they  could  get  out  every  dime 
they  put  in  it  and  maybe  a  little  more.  At  least,  get  every  dime  oat 
that  they  put  in.  That  is  one  of  the  things  that  we  were  anxious  to 
get  some  information  from  you  and  your  association  on.  If  FBLA, 
themselves,  encouraged  this  and  told  people  how  to  do  it,  that  is  one 
thing.    If  they  didn't,  that  is  another. 

ifr.  Hughes.  Here  is  the  first  annual  report  of  the  Housing  and 
Home  Finance  Agency,  in  1947.    It  says : 

A  large  FIIA  rental  housing  activity,  and  a  large-scale  educational  campaliB 
was  undertaken  by  FHA  during  the  first  quarter  of  1947  to  acquaint  builders  and 
Investors  with  the  Government  aids  available  for  rental  housing.  FHA  repre*' 
sentatives  attended  more  than  600  meetings  aU  over  the  country  with  buildoi 
and  investors  for  this  purpose. 

The  Chairman.  Do  you  think  in  those  meetings  that  they  did  tellj 
builders,  show  them  how  they  could  get  100  percent  of  their  money j 
out  when  the  project  was  finished,  or  even  make  a  profit  on  it? 

Mr.  Hughes.  There  was  no  intention  to  ever  make  a  profit  on  it 
would  like  to  try  to  explain,  if  I  could 

The  Chairman.  You  go  ahead  and  proceed  in  your  own  way.  W(j 
want  your  help.   We  need  your  help. 

Mr.  Hughes.  They  wanted  the  section  608  proOTam  badly.    Hc„ 
for  rent  were  needed  very  badly.    It  was  very  difficult,  as  I  started 
say,  to  get  our  men  to  build  apartment  houses  when  they  would 
their  crew,  through  their  own  efforts,  and  build  houses  and  make 
profit  on  them,  and  to  go  into  a  proposition  just  for  the  sake  of  doi 
a  job,  it  was  pretty  hani  to  get  them  to  do  it.    So  generally  speaW 
they  said  that  they  thought  there  was  an  opportunity,  frankly, 
mortgage  out.   But  I  can  say  to  you  and  say  to  you  quite  sincerely  ' 
some  of  the  home  builders  were  able  to  mortgage  out  and  some 
not.    I  was  one  though 

The  Chairman.  When  you  say  mortgage  out,  you  mean  just 
your  money  ? 

Mr.  Hughes.  Yes. 

The  Chairman.  You  don't  mean  any  profit  beyond  that? 

Mr.  Hughes.  That  is  right. 

The  Chairman.  Mortgaging  out  has  been  pushed  around  here 
meaning  that  you  made  a  profit  on  it.  In  your  case  you  just  got  yc 
money  back? 

Mr.  Hughes.  Well,  I  didn't  say  I  got  my  money  back.  I  refe 
to  mortgaging  out  as  getting  as  much  money  out  of  the  loan  as  it 
to  build  the  project. 

The  Chairman.  That  is  what  I  mean. 

Mr.  Hughes.  Understand  the  builder  stiU  is  on  that  paper,  the 
poration  is  still  on  that  paper,  and  he  must  repay  the  loan  insofar  i 
he  can. 

The  Chair3£an.  But  in  every  instance,  a  separate  corporation 
organized,  was  it  not? 

Mr.  Hughes.  Yes. 

The  Chairman.  With  a  small  amount  of  money  on  the  part  of 
builders. 

Mr.  Hughes.  A  small  amoimt  of  money. 

The  Chairman.  In  many,  many  instances.  We  have  not  been 
to  get  that  testimony,  yet,  because  the  man  handling  it»  Mr.  Po^ 
refuses,  as  you  possilbly  know,  to  testify,  and  stands  behind  the 
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amendment;  we  haven't  been  able  to  get  much  information  on  that. 
But  the  FHA  took  preferred  stock  in  nearly  every  one  of  those  cor- 
porations, $100  worth  of  preferred  stock.  So  mey  were  separate 
corporations. 

Mr.  Hughes.  Of  course,  the  builder's  time  and  effort  was  left  in  a 
deal  that  was  mortgaged  out. 

I  might  say  that  since  the  days  when  title  VI  came  in — ^I  would  like 
to  leave  here  my  own  personal  impression,  the  fact  that  title  VI  has 
wtually  reduced  the  cost  of  building — ^I  mean  title  VI  created  the  firm 
eommitment  and  the  firm  commitment  set  up  production  credit  for  the 
l^ome  builder.    For  the  first  time  the  home  builder  could  do  mass  buy- 
ing and  in  many  instances  bypassed  the  retailer  and  in  some  instances 
lad  even  gone  to  the  jobber.    That  was  the  first  time  that  the  home 
^lifiilder  haa  not  had  to  follow  the  old  procedure  of  going  to  the  lumber- 
jard  and  the  liunber  dealer  would  furnish  him  his  pajrroU  for  Satur- 
ioay  night  and  the  results  we  thought  were  extremely  high. 
ij  Title  VI  which  set  up  the  firm  commitment,  in  my  opinion,  has  cre- 

Ei  a  new  type  of  home  builder.  It  is  a  new  type  of  home-buildinff 
iness.  It  has  enabled  us  to  get  out  of  the — we  have  been  accused  of 
ig  in  the  horse-and-buggy  days,  with  regard  to  buying  and  pro- 


icm^  en  ma3se,  and  I  think  the  housing  has  cost  much  less  than  it 
ouldh 


■•oul<rhave  cost  had  it  not  been  for  the  overall  law. 

|i  I  would  like  to  also  say  that  there  are  some  of  these  cases  where  I 

~~  tiderstand  people  did  mortgage  out.    Those  same  individuals  have 

M  me  on  tne  previous  case,  or  one  after  that,  that  they  lost  consid- 

•ajble  money.    I  lost  considerable  money,  but  there  is  no  investiga- 
^on  of  those  cases  where  they  lost  money, 
i. Senator  Bennett.  Mr.  Chairman? 
fk  The  Chairman.  Senator  Bennett. 

Senator  Bennett.  I  would  like  you  to  define  the  phrase  "lost 
Ifconey." 

Mr.  Hughes.  Had  to  invest  money  in  the  project. 

Senator  Bennett.  Do  you  think  it  has  reached  the  point  where  the 
Nulding  industry  feels  that  whatever  money  it  has  to  invest  in  its 
business,  that  it  is  lost,  and  it  should  be  able  to  depend  upon  the 

rxleral  Government  for  all  its  invested  capital  ? 
Mr.  Hughes.  I  don't  say  that,  but  I  do  say  in  this  particular  project 
Et  was  just  generally  understood  that  the  builder  wasn't  going  to  invest 
y^ypi  his  money  in  it. 
li  The  Chairman.  That  was  section  608  ? 

Mr.  Hughes.  Yes. 

The  Chairman.  How  can  you  possibly  lose  money  on  section  608, 
Mi€n  you  continue  to  own  the  property  ?  What  you  are  saying  is  that 
Mien  you  added  up  your  costs  after  you  were  all  through,  mat  the 
bortgage  you  had  insured  by  the  Federal  Government  didn't  amount 
ID  as  much  as  your  costs  ? 

Mr.  Hughes.  That  is  right. 

The  Chairman.  But  you  still  owned  the  building? 
■    Mr.  Hughes.  Still  owned  the  building  and  still  owned  the  deed. 

The  Chairman.  Then,  how  did  you  lose  money. 

Mr.  Hughes.  I  shouldn't  have  said  "lost  money,"  but  lost  money 
llk^the  construction — ^had  to  invest  money. 

^The  Chairman.  You  mean,  you  did  not  get  back  as  much  money 
feom  the  sale  of  your  mortgage  as  you  put  in  it  ? 
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Mr.  Hughes.  That  is  right. 

The  Chairman.  The  law  only  intended  that  you  get  90  percent 
back. 

Mr.  Hughes.  They  said  you  could  get  90  percent  of  the  cost  of 
your  property — ^the  current  cost.  That  covered  current  cost.  And 
the  land  was  based  on  value  and  not  cost,  the  materials  were  based 
on  cost,  and  there  was  5  percent  in  there  for  overhead  and  10  percent 
for  profit.   And  so  on  that  basis 

The  Chairman.  Let  me  ask  you  this  Question :  We  have  I  think, 
about  six  titles  in  this  proposed  bill  in  which  there  might  be  a  possi- 
bility of  mortgaging-out,  particularly  section  213,  which  is  coopera- 
tive housing. 

In  other  words,  these  are  titles  where  the  Government  guaranteed 
90  or  95  percent,  and  in  one  title,  100  percent.  Now,  what  would  be 
wrong  with  this: 

What  would  be  wrong  with  our  writing  into  the  law  that  FHA  can 
go  ahead  and  appraise  these  properties  just  as  they  are  doing  now,  and 
give  a  commitment  on  their  appraisal  with  the  understanding  that 
when  the  project  is  finished  they  will  be  furnished  with  all  bills 
arranged  so  you  can  figure  exactly  what  it  cost.  That  it  be  adjusted 
to  the  actual  cost  and  the  builder  be  permitted  to,  say,  get  5  percent 
more,  if  his  costs  ran  more,  or  maybe  10  percent  more,  I  don't  know. 
If  it  had  been  appraised  for  more  than  it  actually  cost,  then  he  would 
reduce  the  amount  of  the  appraisal  and  the  amount  of  the  mortgage. 

Would  that  hurt  the  industry,  if  we  wrote  that  kind  of  stipulation 
into  the  bill? 

Mr.  Hughes.  I  don't  believe  it  would.  If  you  will  turn  over  to  page 
8  in  the  statement,  you  will  see  I  have  proposed  such  a  thing  as  that 

I  would  like  to  comment,  though,  on  section  207.  I  don't  believe 
there  is  any  possibility  of  so-called  mortgaging-out  in  section  207. 
because  the  appraisal  system  is  different.  The  economic  soundness  oi 
FIIA  is  in  section  207.  They  use  a  capitalization  factor,  80  percenter 
90  percent  of  the  mortgage,  whichever  is  less,  and  in  our  opinion,  it 
makes  it  so  it  would  be  absolutely  impossible  to  do  this  mortgaging- 
out  on  a  section  207. 

However,  we  have  proposed  here  that  you  insert  such  an  amendment 
as  the  one  inserted  in  the  section  908  where  there  is  a  certificate  made 
at  the  end  of  the  job  that  the  cost  wasn't  more  than  the  mortgage. 

The  CiiAiRMAX.  Then  there  is  nothing  in  the  building  industry,  or 
the  building  of  these  projects,  that  makes  it  impossible  or  impractical 
to  do  that,  is  that  correct? 

Mr.  Hughes.  No;  it  doesn't  make  it  impractical  or  impossible. 

The  Chairmax.  In  your  opinion,  would  it  have  a  tendency  to  re- 
duce building  if  we  write  that  into  law,  that  when  the  project  is  fin- 
ished, and  the  actual  cost  is  ascertained,  that  the  amount  of  the  mort- 
gage be  adjusted?    In  your  opinion,  will  that  hurt  the  business? 

Mr.  HroHES.  I  think  it  might — for  the  time  being,  I  think  in  the 
section  207\s,  the  volume  will  be  reduced,  but  I  don't  think  that  will  be 
the  reason  for  it,  particularly. 

I  think  it  ought  to  be  in  the  light  of  the  investigation • 

The  Chairmax.  If  we  can  do  that,  if  we  can  do  what  we  are  talking 
about,  and  if  we  do  do  it,  then  it  will  estop  the  abuses  that  we  have 
reading  about.    The  abuses  under  section  608  that  brought  on 
controversy  and  investigation.    Will  it  not  ? 
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Mr.  Hughes.  It  seems  to  me  that  it  should. 

The  Chairman.  We  have  to  write  a  law  where,  for  example,  we 
have  one  title  here  on  cooperatives,  where  we  mortgage  for  95  percent 
of  the  appraised  value. 

Mr.  HuGH£S.  You  are  talking  about  rentals  ? 

The  Chairman.  I  am  talking  about  any  chapter  or  title  where  the 
Government,  in  advance,  you  see,  makes  a  commitment  to  insure  90  or 
95  percent,  or  80  percent,  or  85  percent,  and  makes  a  firm  commit- 
ment to  do  it. 

Why  can't  we  write  into  the  law  that  when  the  project  is  finished, 
and  the  costs  are  absolutely  known,  that  it  be  adjusted  to  the  cost, 
rather  than  to  the  estimate? 

Mr.  Hughes.  May  I  read  my  prepared  testimony  on  that? 

The  Chairman,  x  es.  We  are  getting  down  to  tne  mortgaging  out 
and  if  we  can  make  up  our  minds  on  this  thing  we  are  discussing,  we 
can  drop  everything  and  go  to  title  I  and  get  your  help  on  that,  and 
we  are  through. 

Mr.  Hughes.  It  is  over  on  page  8. 

The  bill  before  you  treats  of  rental  housing  in  three  places.  At 
section  115,  it  amends  section  207  of  the  National  Housing  Act.  At 
section  123,  it  deals  with  rental  housing  in  blighted  areas  under  the 
proposed  new  section  220;  and  at  section  119,  it  amends  section  213  of 
the  National  Housing  Act,  which  provides  for  cooperative  housing. 

The  only  method  that  I  know  of  to  assure  that  the  mortgage  shall 
not  exceed  actual  cost  of  construction — as  distinguished  from  esti- 
mated cost — ^is  to  provide  in  each  of  these  sections  a  provision  similar 
to  section  908  (b)  (3)  of  the  National  Housing  Act,  as  amended  in 
September  1951. 

The  CuAmMAN.  That  is  the  amendment  I  was  referring  to. 

Mr.  Hughes.  Yes. 

I  would  suggest,  however,  that  the  language  of  this  section  be  clari- 
fied to  include  in  the  definition  of  "cost,"  whatever  amount  this  com- 
mittee feels  should  be  the  proper  allowance  for  a  contractor's  fee  and 
architect's  fee. 

The  Chadiman.  The  architect's  fee  and  the  contractor's  fee  is 
undoubtedly  a  cost  item. 

Mr.  Hughes.  They  will  have  to  be  so  written  in. 

The  Chairman.  Hire  an  architect  and  pay  him  $1,000  or  $10,000— 
is  that  what  you  are  talking  about? 

Mr.  Hughes.  That  is  right. 

The  Chairman.  There  should  be  no  question  about  that. 

Senator  Bennett.  Mr.  Chairman,  I  think  it  comes  into  the  picture 
because  in  many  cases  the  builder  is  his  own  architect,  so  he  assumes 
his  right  to  credit  himself  with  a  comparable  fee,  and  he  is  his  own 
builder,  he  so  credits  himself. 

The  Chairman.  I  think  he  should  do  that,  because  he  has  to  hire 
engineers  and  architects,  himself.  He  doesn't  actually  do  the  work 
himself.  He  has  to  hire  people  to  do  it,  so  I  would  think  that  it  was  a 
fair  and  legitimate  cost. 

Mr.  Hughes.  FHA,  by  regulation,  has  set  that  up,  but  we  thouj^ht 
it  ought  to  be  clearly  denned  in  the  bill. 

Tnbe  Chairman.  Then  you  agree  with  us,  we  have  been  talking  a  lot 
about  it  in  this  committee,  not  only  when  we  are  having  lunch  in  Mie 
cloakroom,  but  we  have  been  talking  about  it  publicly,  about  anie  id- 
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ing  the  proposed  law  to  simply  state  that  they  can  go  ahead  and  ap- 
praise and  make  a  commitment  and  then  when  all  the  costs  are  in, 
they  go  back  and  adjust.  I  think  we  are  going  to  have  to  give  them 
a  little  leeway,  possibly,  in  adjusting  upward,  too. 

Mr.  HroHES.  May  I  also  read  you  the  rest  of  this  page,  sir? 

The  CiiAiRMAX.  All  right. 

Mr.  HroHES.  I  feel  that  the  committee  should  understand  that  the 
problem  we  are  discussing  is,  by  its  nature,  confined  to  income  prop- 
erties, wliere  the  builder  retains  the  property  for  continued  operation. 
It  does  not  arise  in  connection  with  sales  properties,  for  the  simple 
reason  that  in  a  sales  transaction,  the  entire  proceeds  of  sale  go  to  the 
builder,  whether  derived  from  the  mortgage  or  the  amount  of  down- 
payment  that  the  purchaser  supplies.  The  low  downpayment  in  a 
sales  transaction  is  for  the  benefit  of  the  purchaser  and  only  indirectly 
for  the  benefit  of  the  builder,  in  that  it  widens  his  market. 

There  is,  however,  one  aspect  of  FHA  operations  in  the  sales  field  in 
wliich  the  builder  may  become  the  mortgagor.  This  is  known  as  the 
firm  commitment  to  builder,  as  distinguished  from  the  FHA  con- 
ditional commitment  which  is  conditioned  upon  sale  of  the  home  to  a 
satisfactory  purchaser. 

It  is  at  a  substantially  lesser  percentage  of  loan-to-value  than  the 
amount  of  the  mortgage  available  to  a  purchaser.  In  my  opinicHi, 
there  is  no  possible  loophole  in  this  aspect  of  FHA  operations  m  that 
it  is  a  matter  of  routine  procedure  in  every  FHA  office  that  I  know 
of  to  refuse  to  issue  further  conMnitments  for  that  project  if  the 
builder  closes  his  loans  pursuant  to  the  firm  commitment 

The  reason  for  this  refusal  is  tlie  very  sound  one  that,  if  the  builder 
cannot  sell  his  homes  to  satisfactory'  purchasers,  the  lack  of  a  further 
market  is  conclusively  proven.  The  firm-commitment  procedure  is 
simply  a  temporary  construction  loan  assistance.  It  is  essential  to 
efficient  production  of  homes. 

If  the  committee,  however,  desires  to  enact  legislation  on  this  point 
to  make  assurance  doubly  sure,  I  suggest  that  it  provide  that  FHA 
firm  commitments  shall  be  10  percentage  points  below  the  applicable 
ratio  of  loan-to- value  for  the  particular  house.  That  is  to  say,  if  the 
particular  house  under  the  statute  is  eligible  for  a  90-percent  loan  in 
the  hands  of  a  satisfactory  purchaser,  the  firm  commitment  to  the 
builder  for  that  house  should  be  80  percent. 

Senator  Bexxett.  Mr.  Chairman? 

The  Chairmax.  Senator  Bennett. 

Senator  Bennett.  I  would  like  to  go  back  to  page  8  and  refer  to  this 
section  of  the  law  of  1951. 

Xow,  as  I  interpret  that  section — and  I  was  involved  in  writing  it 
as  a  completely  new  member  of  the  conunittee — that  would  still  permit 
the  buikier,  even  though  the  loan  limit  imder  the  law  was  90  percent, 
it  would  still  permit  him  to  get  100  percent  out  of  his  mortgage  on  his 
house.  It  doesn't  limit  him  to  the  90  percent.  The  certificate  only 
requires  that  it  not  be  in  excess  of  the  cost  of  the  house,  is  that  right! 

The  question  that  has  been  in  my  mind  is  why  do  we  fool  wiA 
percentages  of  95, 80,  and  so  forth,  if  we  are  going  to  allow  the  builder 
to  go  to  100  percent?  Why  don't  we  say  100  percent  and  let  it  be 
understood  that  the  Federal  Government  is  expected  to  supply  aU 
the  capital  for  the  building  of  these  buildings? 
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If  we  permit  him  to  certify  that  he  has  not  taken  more  than  100 
ercent,  we  assume  he  has  complied  with  the  law. 

Mr.  Hughes.  An  efficient  builder  may  build  one  for  10  or  16  percent, 
have  put  out  bids  on  a  $1.5  million  building  and  between  10  builders, 
lere  may  be  10  or  15  percent  difference  in  the  bids,  at  all  times. 

Senator  Bennett.  We  are  coming  right  back  to  me,  and  my  opinion 
f  one  of  the  misconceptions  that  lies  at  the  base  of  this  problem.  On 
ae  side  is  the  word  "cost,"  and  on  the  other  side  is  the  word  ''esti- 
late,"  or  "value."  We  are  dealing  on  one  side  with  the  question  of 
le  builder's  right  to  a  profit  and  on  the  other  side,  we  are  dealing 
ith  his  right  to  get  a  mortgage  fi'om  the  Federal  Government. 

Is  the  builder  entitled  to  get  a  mortgage  in  excess  of  his  actual  cost? 
5  the  purpose  of  this  mortgaging  program  a  system  which  makes  it 
ossible  for  the  builder  to  mortgage-out  because  of  a  difference  between 
le  estimated  value  and  the  cost,  or  is  it  the  purpose  of  the  program  to 
ipply  him  financing  that  he  needs  to  build  the  building  up  to  a  cer- 
am  percentage  of  the  actual  cost  of  building  the  building  ? 

We  are  assuming  that  in  actual  costs^  we  will  have  to  put  in  archi- 
ect's  fees  and  reasonable  builder's  profit. 

It  seems  to  me  we  leave  these  two  things  hanging  in  the  air.  If 
n  asume  that  "mortgage"  relates  only  to  "estimate,"  and  that  "profit" 
relates  only  to  'cost,"  we  are  leaving  a  loophole  under  which  every 
anart  builder  will  do  everything  he  can  to  make  sure  that  the  esti- 
mate is  high  enough  so  that  his  mortgage  will  be  high  enough  so 
that  his  cost  will  be  low  enough  so  he  can  mortgage-out. 

Mr.  Chairman,  I  think  we  have  to  decide  before  we  get  this  new 
legislation  written  whether  we  are  going  to  leave  this  dual  method 
Di  arriving  at  the  basis  for  the  mortgage,  or  whether  we  are  going  to 
5Ut  it  back,  finally,  to  one  simple  definition  which  says,  as  you  have 
JUffgested,  that  even  though  we  have  to  begin  on  an  estimate,  in  the 
3nd,  the  mortgage  should  be  related  to  cost,  rather  than  to  this  hypo- 
thetical figure  drawn  out  of  experience,  in  the  air,  in  advance. 

I  don't  see  how  you  can  prevent  mortgaging-out  in  any  FHA  pro- 
gram as  long  as  you  are  building  your  mortgage  or  you  are  basing  your 
nortgage  value  on  an  estimate  given  in  advance.  It  has  no  relation 
n  the  end  to  the  cost. 

It  seems  to  me  that  the  Federal  Government  is  pretty  liberal  when 
fc  undertakes  to  supply  90  or  95  percent  of  the  final  cost. 

Otherwise,  the  mdustry  has  no  investment.  This  is  an  interesting 
ituation,  where  the  Federal  Government  supplies  all  the  capital  for 
n  industry.  I  don't  think  the  law  was  intended  that  way,  and  I 
link  part  of  our  job  is  to  tighten  it  up  with  the  support  and  approval 
f  the  industry,  so  that  the  mortgage  eventually  relates  to  cost. 
Mr.  Hughes.  You  say  the  Government  provides  all  the  capital.  It 
povides  the  insurance  that  enables  us  to  get  the  capital,  from  the 
rivate  investors. 

Senator  Bush.  To  what  extent  do  these  section  608  mortgages  end 
>  in  FNMA,  inyour  opinion?  Do  you  know  anything  about  that? 
Mr.  Hughes.  They  sold  at  a  considerable  premium.  They  sold  at 
«niiums  of  as  high  as  105,  on  the  New  York  market.  In  the  section* 
8's,  I  don't  know  what  percentage  it  is,  but  I  think  we  could  supply 
for  you.  I  have  in  the  statement  here,  which  I  put  in  the  record, 
pvould  like  to  direct  your  attention  to  the  fact  that  the  FHA  figures 
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show  a  surprisingly  low  figure  of  default  in  tlie  program  considedng 
the  fact  that  it  was  of  a  major  nature. 

In  the  short  time  that  I  have  had  to  get  the  information  together. 
I  don't  have  it  completely  up  to  date,  but  as  of  December  31,  1953,  of 
the  7,046  projects  in  the  total  section  608  program,  FHA  has  beeo 
called  upon  to  make  good  on  its  insurance  contract  in  only  67  projeds. 

Of  those,  29  projects  totaling  1,977  imits  had  been  resold  by  FHA 
at  an  aggregate  profit  of  $188,535  over  and  above  the  mortgage  amounts 
involved. 

Senator  Bennktt.  I  need  a  little  educating.  You  testified  earlier 
that  the  section  608  program  could  not  have  operated  without  a  firm 
advance  commitment.  Wasn't  that  firm  advance  commitment  made 
byFNMA? 

Mr.  Hughes.  No,  that  is  for  production  credit  or  construction 
credit.  It  enabled  the  home  builder  to  go  out  and  buy  his  materiah 
He  also  had  to  have  somebody  to  buy  me  mortgage.  That  was  an- 
other commitment.  In  those  aaySj  we  got  those  commitments  largely 
from  banks  and  insurance  companies. 

Senator  Bennett.  Then  FNMA  was  not  involved  in  this  initial 
commitment? 

Mr.  Hughes.  Eight-tenths  of  1  percent,  according  to  this  figure 
here. 

The  Chairman.  What? 

Mr.  Hughes.  Eight-tenths  of  1  percent  of  the  section  608  programs 
are  held  at  this  time  by  FNMA. 

The  Chairman.  It  is  very  small. 

Of  course,  under  the  section  608's  you  see,  whether  they  received 
a  considerable  amount  of  money  above  the  actual  cost  for  tneir  mort- 
gage, tlie  harm  that  has  been  done  is  to  the  rentals,  because  the  rental 
is  based  on  the  amount  of  the  mortgage.  If  a  man  has  a  mortgage  for 
$1  million,  and  it  only  cost  him  $800,000,  he  got  $200,000  which,  ac- 
cording to  the  Internal  Revenue  Department,  they  are  considering  as 
income. 

Likewise,  the  rent  was  based  on  $1  million,  rather  than  $800,000. 

Mr.  Hu(;nES.  I  would  like  to  call  your  attention  to  the  fact  that 
according  to  Beck's  index  of  construction  costs,  which  is  supposed  to 
be  an  authority  on  costs  of  construction,  the  cost  of  building  apart- 
ment houses  is  up  18.7  percent  at  the  end  of  1953  over  what  it  was  in 
1950,  when  the  last  commitment  was  issued  on  a  section  608. 

The  Chairman.  What  has  that  to  do  with  it,  Mr.  Hughes? 

Mr.  Hughes.  I  think  that  the  overall  cost  of  the  houses  was  very  I 
reasonable.  ' 

The  Chairman.  Mr.  Hughes,  we  are  not  arguing  that.  What  ^e 
are  recommending  and  what  we  think  we  are  probably  going  to  write 
into  this  bill  is  this :  A  builder  under  any  title  where  the  Grovernment, 
advance,  guarantees  to  insure  85  percent  or  90  or  95  percent,  that  when 
tlie  project  is  100  percent  completed  and  one  can  sit  down  and  dig  up 
what  the  actual  cost  is,  they  adjust  the  mortgage  to  that  amount  1 
think  if  we  will  do  that,  and  FHA  will  follow  it,  that  we  will  do,  then, 
exactly  what  I  think  we  all  want  done,  and  what  I  think  will  be  fair 
and  equitable. 

I  will  even  go  so  far  as  to  say  I  think  we  ought  to  give  them  a  little 
leeway  in  case  a  project  costs  a  little  more  than  the  appraisal,     I  dont 
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percentage  it  ought  to  be,  because  honest  builders  can  make 
ikes  and  estimate  too  low. 

id  a  moment  ago.  it  is  his  mortgage :  he  has  to  pay  it  back. 
)rds,  we  are  periectly  willing,  in  this  committee  and  the 
>  guarantee  a  mortgage  for  90  percent  of  the  appraisal 
k  it  to  be  90  percent.  We  don't  want  it  to  be  92  or  88  or  95. 
to  be  90  percent. 

lES.  It  is  awfully  hard  to  estimate  that  close. 
[KMAN.  That  is  the  point.    You  can't  estimate  that  close. 
^  I  am  saving  at  the  time  the  project  is  finished,  then  you 
y  what  the  cost  is,  and  it  is  simple  to  go  back  and  adjust, 
down. 

lES.  On  actual  cost,  we  certainly  wouldn't  arffue  with  that. 
iRMAN.  There  is  nothing  wrong  or  illegal  about  that, 
derful.    Who  can  complain  about  that  ? 
lENNBiT.  The  present  law  wouldn't  produce  that  situation, 
,  Mr.  Chairman.    We  are  going  to  have  to  change  the  law. 
BMAX.  I  am  talking  about  90  percent  of  cost. 
IBS.  You  are  still  talking  about  rental  units? 
[RMAN.  I  am  talking  aSout  any  title  such  as  cooperative 
any  other  title  where  the  Government,  in  advance,  esti- 
nakes  a  firm  commitment  to  insure  90  or  95  percent  of  the 
insure  the  mortgage  90  or  95  percent  of  the  mortgage. 
IE8.  I  want  to  ^  sure  that  you  are  not  referring  to  nouses 

ESMAK.  We  haven't  gotten  into  that,  yet,  Mr.  Hughes. 
&re  is  any  possibility  that  abuse  is  there  or  has  been,  we 
tve  had  no  testimony  that  there  has  been.  We  have  no 
that  there  has  been  but  we  haven't  gotten  into  it  yet. 
Till  take  a  good  look  at  it^  but  we  haven't  any  reason  at  the 
elieve  there  is  any  possibility  of  getting  more  than  they  are 

lES.  I  have  just  tried  to  look  ahead  a  little  bit  and  suggest 

ly  way  you  can  mortgage-out  on  the  houses  for  sale  is, 

et  the  firm  commitment — and  then  you  can't  sell  the  house. 

ose  the  loan  in  the  corporate  builder's  name  and  get  your 

1;  and  pay  your  bank  on  for  construction  money.     But  the 

^ery  firm  rule  of  practice  on  that. 

that,  they  won't  give  you  any  more  commitments,  because 

he  market  is  closed  up  in  that  area. 

RMAN.  What  we  are  trying  to  stop,  here,  is  the  man  get- 

raisal  of  $1  million  for  a  project  and  getting  $1  million 

ig  his  mortgage  for  $1  million,  and  it  coste  him  only 

le  immediately  makes  $400,000  profit,  continues  to  own 

f,  continues  to  rent  it,  and  the  rents  are  based,  then,  on 

rather  than  $600,000,  whereas  the  Congress  intended  the 

xed  on  the  basis  of  the  $600,000  figure. 

liat  we  are  trying  to  avoid  in  all  the  titles  in  the  proposed 

ble  to  that  sort  of  thing.     We  are  thinking  in  terms  of 

lat  will  permit  them  to  appraise  it  and  then,  when  the 

3]ect  is  nnished,  take  the  actual  cost,  and  adjust  it  to  a 

)r  95  percent. 

ee  any  reason  why  that  is  impractical  or  that  it  won't 

H  it  hurt  the  industry  in  any  way  ? 
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Mr.  Hughes.  No;  I  don't  think  it  will  hurt  the  industry.  Just  so 
it  isn't  on  the  for-sale  houses. 

The  Chairman.  Just  so  what? 

Mr.  Hughes.  So  it  isn't  on  the  for-sale  houses. 

The  Chairman.  We  are  not  talking  about  for-sale  houses.  I  want 
to  make  it  perfectly  clear  that  so  far  we  have  absolutely  no  infor- 
mation of  any  alleged  irregularities  in  the  so-called  for-sale  houses. 
We  are  talking  so  far — our  alleged  irregularities  are  in  title  I  and 
section  608 — that  is  the  type  of  projects  we  are  talking  about. 

Are  you  going  to  discuss  title  I,  or  does  your  organization  know 
anything  afout  that? 

Mr.  Hughes.  We  have  a  statement  in  the  prepared  remarks,  there. 

The  Chairman.  Senator  Frear  wanted  to  ask  a  question. 

Senator  Frear.  Referring  a  little  bit  to  the  statement  made  by 
Senator  Bennett  regarding  costs,  as  to  tying  down  the  appraisal  of 
tiie  agency  to  cost,  I  have  great  sympatliy  in  trying  to  get  to  some 
more  accurate  figure  than  what  the  appraiser  might  make. 

I  am  yet  stumped  as  to  just  what  a  cost  figure  could  be.  May  I  bA 
this  question  ?  How  could  we  prevent  the  builder  from  stadonfi;  up 
his  costs  with  unnecessary  items  in  construction  in  order  to  build  up 
the  difference  between  90  and  100  percent,  if  we  want  to  eliminate 
percentage  ? 

Senator  Bennett.  Well,  there  isn't  any  way  you  can  prevent  a  man 
from  misusing  a  program  if  he  is  determined  to  misuse  it,  but  ii  he 
actually  puts  those  items  into  the  building,  somebody  will  get  some 
benefit  from  them.  If  it  represents  padding,  in  the  sense  that  it 
represents  fictitious  charges,  tlien,  of  course,  that  is  another  problem. 

Senator  Frear.  Well,  I  think  we  are  trying  to  write  something  into 
a  law  to  correct  abuses.  The  honest  builder,  we  are  not  too  much 
worried  about.  He  has  been  giving  a  pretty  satisfactory  perform- 
ance on  his  obligations.  It  is  the  fellow  who  is  abusing  what  the  inten- 
tion of  the  Congress  was  that  we  are  trying  to  avoid,  now,  or  trying 
to  keep  from  those  abuses  being  continued. 

I  know  we  would  have  to  continue  in  our  legislation  that  which 
would  not  only  take  in  costs,  but  give  some  restriction  as  to  cost.  Is 
that  right? 

Senator  Bennett.  I  think  it  is  a  difficult  thing  to  do,  but  I  think 
we  have  to  make  the  trial.  The  way  things  are  at  present,  the  mort- 
gage with  an  advance  estimate  is  completely  out  in  the  blue  and  the 
fact  that  there  are  1,149  cases  indicates  that  that  may  be  true. 

When  you  ai^  through,  I  would  like  to  ask  Mi\  Hughes  another 
question. 

Senator  Frear.  Wliat  I  am  trving  to  determine  in  my  own  mind, 
and  for  the  amendment  to  the  bill  before  us  on  housing,  is  how  to  tie 
the  percentage  down.  I  am  in  agreement  with  many  of  the  state- 
ments you  made,  but  I  do  think  if  we  are  goings  to  use  costs,  that  m 
are  going  to  have  to  make  some  k9^^^  ^ttril''^*  ^^  ^  costs  or 

some  restrictions  on  the  builder  ElMgi^^^^Spoid  the  law,  we 

must  tie  him  down  just  as  close  ^tjdi||i  ^Ite  good  builders 

who  are  building  honestly  i  ^^^-mifta^&m 

tliat  may  be  annoying,  to"^  ^^■Nfthj^ 

builders  who  may  not  be  fi  i  ,vj| 


t 
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Mr.  Hughes,  In  1947, 1  think  it  was — in  the  latter  part  of  1947 — 
e  price  levels  had  reached  an  all-time  high,  since  the  war.  Those 
>ople  who  got  commitments  in  1948,  in  the  first  quarter  of  1948, 
3re  based  upon  the  price  levels  at  that  time. 

If  you  will  check  flie  records,  I  think  you  will  find  that  there  was 
lite  a  dropoff  in  prices.  I  bought  materials  at  20  and  25  percent 
scount  in  the  sunmier  of  1948,  based  on  some  statements  that  came 
it  of  Washington  to  the  effect  that  housing  was  going  to  be  cheaper, 
id  so  on. 

The  jobbers  dumped  bathtubs  in  carload  lots  at  a  20-  and  25-percent 
scount.  You  had  commitments  based  on  the  prices  in  the  latter 
irt  of  1947,  and  you  bought  in  the  price  levels  of  1948  and  there 
st  wasn't  any  way,  hardly,  that  you  could  keep  from  making  some 
oney  on  that  job. 

On  the  other  hand,  the  FHA  price  levels  followed  about  6  months 
Mnd  and  those  of  us  who  got  in  in  1949,  in  the  price  levels  then, 
id  built  in  1950,  when  they  started  back  up,  lost  a  lot  of  money  on 
any  of  our  jobs.  So  it  is  very  difficult  to  set  in  advance  what  the 
•fit  is  going  to  be. 

Senator  Bennett.  It  is  all  the  more  reason  for  coming  back  to  the 
Ijustment  the  chairman  has  suggested,  and  basing  your  mortgage  on 
^ual  figures. 

The  Chairman.  We  don't  want  you  to  offer  loosely  any  money  on  a 
reject  and  neither  do  we  want  you  to  make  what  is  called  a  windfall, 
I  these  type  projects. 

Mr.  Hughes.  I  think  that  a  lot  of  home  builders  don't  expect  com- 
lete  protection.  I  think  it  takes  away  some  of  the  glamour  of  the 
Mne-building  business  if  you  do  away  with  the  entire  possibility  of 
es. 

The  Chairman.  It  isn't  the  possibility  of  loss.  We  are  talking 
bout  your  mortgage. 

Mr.  Hughes.  In  1951,  I  was  in  charge  of  the  section  908  program 
or  NAHB,  working  with  the  Housing  and  Home  Finance  Agency, 
tying  to  get  our  builders  to  build  under  it.  You  put  economic 
oundness  into  the  section  908  program,  and  it  was  very,  very  difficult 

0  mortgage-out  on  that  one. 

I  have  heard  of  no  one  mortgaging-out  on  that  program.  As  a 
latter  of  fact,  they  built  tliose  houses,  our  boys  built  those  houses  all 
ver  the  country.  In  many  instances,  the  war  effort  that  was  sup- 
•osed  to  go  into  that  area  didn't  materialize  and  many  of  our  builders 
)st  a  good  bit  of  money  under  the  pressure  to  cooperate  with  the 
bvemment  on  those  programs.     We  haven't  howled  about  that.     It 

1  just  part  of  the  game. 

Senator  Bennett.  These  section  608's  were  made  possible  only  be- 
luse  the  FHA  made  a  commitment.    There  have  been  rumors  that 
lese  commitments  were  traded  in  among  the  builders.     Do  you  have 
IV  information  with  respect  to  that  ? 
Mr.  Hughes.  No,  sir ;  I  do  not. 

Senator  Bennett.  Did  you  know  of  any  trading,  any  handing 
ound  of  commitments  ?  They  became  a  rather  valuable  property, 
because  a  man  had  a  commitment,  he  had  an  opportunity  to  mort- 
ge-out  at  a  high  profit  while  the  man  next  to  him,  who  couldn't 
t  a  commitment,  lost  that  opportunity. 
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Mr.  Hughes.  I  never  heard  of  it  in  section  608.  I  have  heard  of 
tliat  in  the  Wherry  Act,  but  not  in  section  608's. 

Senator  Bennett.  Mr.  Chairman,  I  think  the  committee  ought  to 
attempt  to  find  out  from  FIIA  the  whole  story  of  these  commitments 
to  see  if  we  can  discover  the  extent  to  which  commitments  were  issued 
to  particular  builders,  and  then  transferred  to  other  builders. 

The  Chairman.  Well,  we  will  do  that. 

(The  information  referred  to  follows:) 

Federat.  Housing  Admi:^istiiation, 
Washinffton  B5,  D,  C,  May  6,  195i. 
Hon.  HoMBB  E.  Capehabt, 

Chairman,  Committee  on  Banking  and  Currency, 
United  States  Senate,  Washington,  D.  C. 

T>RAR  Senator  Capehart:  During  the  hearing  on  Federal  Housing  Adminii- 
tration  operations  held  by  your  committee  on  April  21,  information  was  re- 
quested from  the  FHA  concerning  transfers  among  builders  of  FHA  mortgage 
ln8uran<!e  commitments  for  rental  housing  projects.  Reference  wa8  made 
(p.  329  of  the  typed  transcript)  to  rumors  that  commitments  were  traded  in 
among  builders. 

As  you  know,  the  FHfA's  commitment  to  Insure  a  mortgage  runs  to  the  lending 
institution  which  is  the  mortgagee,  rather  than  to  the  builder-sponsor  or  mort- 
gagor. Where  the  builder-sponsor  or  mortgagor  desires  to  have  a  different  com- 
pany substituted  as  mortgagor,  the  lending  institution  which  holds  the  insuranee 
commitment  might  or  might  not  be  willing  to  make  the  loan  to  the  different  com- 
pany, and  the  consent  of  the  local  FHA  Insuring  office  to  the  substitution  would 
have  to  be  obtained. 

If  the  substitute  company  is  itself  acceptable  as  a  mortgagor,  such  consent 
would,  in  the  normal  case,  be  justified.  There  are  of  course  many  reasons  wiiy 
one  building  comjmny  may  proi)erly  wish  to  transfer  a  project  to  another  com- 
pany. Sometimes  the  two  companies  are  closely  related,  but  an  additional 
Investor  having  joined  the  sponsor,  a  new  corporation  was  formed.  Sometimes 
the  original  builder  finds  that  a  transfer  would  be  desirable  because  of  other 
construction  work  which  would  be  more  profitable,  or  unexpected  financial  dif- 
ficulties, or  ill  health  on  the  part  of  a  principal  officer.  In  such  cases,  if  the 
substitute  company  is  itself  acceptable  as  a  mortgagor,  the  FHA  would  have  no 
interest  in  preventing  the  substitution. 

Kegardloss  of  the  acceptability  of  the  substitute  company,  where  original 
sponsors  or  mortgagors  attempt  to  arrange  for  a  substitution  of  mortgagors  in 
connection  with  arrangements  for  trading  in,  or  speculating  in,  FBLA  mortgage 
Insurance  commitments,  this  would  constitute  an  abuse  of  the  FBLA  program. 
Such  trading  or  speculation  would  serve  no  valid  economic  purpose  and  wonld 
clearly  tend  to  raise  the  cost  of  the  housing.  Our  files  indicate  that  rumors  of 
such  trading  or  speculation  were  brought  to  the  attention  of  the  FBLA  and  the 
Congress  during  1950.  Apparently,  the  expiration  of  section  608  of  the  National 
Housing  Act  led  to  this  practice. 

Prior  to  the  approaching  expiration  of  section  608  in  1950,  anyone  who  had  an 
eligible  project  could  obtain  a  commitment  and  it  was  not  necessary  to  purchase 
anyone  else's  commitment.  FHA  staff  members  who  are  familiar  with  rental 
housing  operations  in  the  field  believe  that  speculation  in  FHA  commitments 
had  its  origin  in  the  expiration  of  the  section  608  program.  They  have  not 
heard  reports  of  trading  or  speculation  in  other  rental  housing  programs.  It 
should  nevertheless  be  recognized  that  trading  or  speculation,  on  a  more  limited 
scale,  could  also  be  motivated  in  any  community  where  the  FBLA.  Insuring  oflBce 
is  holding  up  or  limiting  the  approval  of  rental  housing  projects  because  It 
feels  that  the  market  in  that  community  is  nearing  a  saturation  point.  In  snch 
a  case,  outstanding  commitments  would  attain  a  scarcity  value  which  conld 
encourage  trading  or  speculation  in  that  locality. 

Attached  is  a  copy  of  an  FHA  let«^»r  dated  July  13, 1950,  which  was  addressed 
to  the  diret^tors  of  all  FHA  isJS''^*®^^  ^^  "Speculation  in  resale 

of  commitments  issued  und  SDT."    This  self-explanatory  letter 

was  issued  for  the  puro  ^"*  "~*culation.    As  explained  in 

the  letter,  it  was  issi  Tsv-ommendation  made  by  the 

House  Committee  on 
Sincerely  youn 

l€mmiS9ioner, 
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Fedbsal  Housing  Administsation, 
Waahinffton  25,  D,  (7.,  July  IS,  1950. 
To :  Directors  of  all  field  offices. 
Subject :  Speculation  in  resale  of  commitments  issued  under  sections  608  and  207. 

In  the  report  of  the  House  Committee  on  Banking  and  Currency  with  respect 
to  H.  R.  7402  appears  the  following : 

"Attention  of  the  committee  was  called  to  the  fact  that  in  some  cases  there  had 
been  abuses  through  speculative  resale  of  commitments  obtained  for  FHA  mort- 
gage insurance.  It  is  the  sense  of  the  committee  that  appropriate  regulations 
could  and  should  be  issued  by  the  Federal  Housing  Commissioner  to  prevent 
speculations  in  any  FHA  mortgage  insurance  commitments.*' 

This  portion  of  the  committee  report  was  not  intended  to  apply  to  the  transfer 
or  assignment  of  a  commitment  from  one  mortgagee  to  another  but  rather  to  the 
amendment  of  an  outstanding  commitment  by  substitution  of  a  mortgagor,  or 
sponsor  or  sponsors,  particularly  with  respect  to  rental  housing  projects  under 
sections  608  and  207. 

Such  an  amendment  to  a  commitment  is,  of  course,  entirely  within  the  control 
of  the  insuring  office  since  it  could  not  be  made  without  the  consent  and  approval 
of  this  Administration. 

Tou  are  advised  that  with  respect  to  outstanding  commitments  it  is  contrary 
to  Administration  policy  to  consent  to  the  substitution  of  a  mortgagor,  or  sponsor 
or  sponsors,  when  such  substitution  is  for  speculative  purposes.  Such  substitu- 
tion will  be  permitted  only  in  those  cases  in  which,  following  consideration  of  all 
tlie  facts  and  circumstances  surrounding  the  case,  the  Director  is  satisfied  that 
ttie  proposed  substitution  is  not  for  speculative  purposes ;  and  then  only,  follow- 
ing examination  of  credit  information  in  accordance  with  underwriting  proce- 
tfore,  when  it  has  been  determined  that  the  mortgagor,  or  sponsor,  or  sponsors, 
proposed  to  be  substituted  are  acceptable  from  an  underwriting  and  adminis- 
trative point  of  view  as  if  such  mortgagor,  or  sponsor,  or  sponsors,  had  been  a 
party  or  parties  to  the  original  application  for  mortgage  insurance. 
Very  truly  yours, 

Clyde  L».  Powell,  Assistant  Commissioiter. 

'  The  Chairman.  I  have  in  my  hand,  here,  251  cases  of  where  the 
section  608  projects  were  mortgaged -out  from  110  percent  up. 

For  example,  here  is  one  where  the  appraisal  was  $4,270,000 — the 
mortgage  was  $4,270,000— the  cost  was  about  $2,935,000.  He  made 
$1,316,874.48.  He  wanted  to  pay  26  percent,  or  capital  gains  tax  on 
it,  instead  of  considering  it  normal  income.  He  made  $1,316,000. 
Now,  how  can  that  happen,  Mr.  Hughes  ? 

Mr.  Hughes.  That  is  a  better  deal  than  I  know  of. 

The  Chairman.  There  are  some  that  are  better  than  that. 

Mr.  Hughes.  How  many  units  are  in  there.  Senator? 

The  Chairman.  We  have  that  downstairs  but  we  don't  have  it  here. 
This  just  shows  the  mortgage,  the  cost,  the  profit. 

Senator  Frear.  Does  it  give  you  the  State? 

The  Chairman.  Not  this  list. 

Mr.  Hughes.  Does  it  sliow  the  year  ? 

The  Chairman.  No,  but  we  have  all  that. 

We  have  1,149  cases  taken  directly  from  the  income  tax  returns  of 
'hese  people.  These  figures  are  taken  from  their  income-tax  returns, 
because  in  this  instance  they  admitted  it  was  profit.  They  admitted 
t  happened  and  wanted  to  pay  capital-gains  tax  instead  of  normal 
neome  tax.  There  are  1,140  of  tliem.  We  have  the  names  and  ad- 
iresses  and  the  whole  story  and  their  income-tax  returns.  Of  course, 
/hat  is  not  to  be  made  public  and  will  not  be  made  public.  It  is  for 
he  use  of  the  committee. 

That  is  the  sort  of  thing  we  are  trying  to  stop,  that  we  are  sincere 
md  honest  about.  I  am  sure  you  are,  too.  I  think  you  just  got  a 
little  excited,  you  people,  and  issued  a  statement,  maybe,  that  you 
shouldn't  have  done.     I  am  quite  certain  you  are  sorry  for  it. 
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Mr.  Hughes.  I  have  tried  to  apologize  several  times. 

ISenator  !<  reak.  How  far  do  you  want  to  hold  that  man  respoDsildl 
for  the  actions  of  his  staff  i 

The  Chairman.  Everybody  is  entitled  to  make  one  mistake,  M 
let's  not  make  too  many. 

Do  you  have  any  information  on  inspectors  and  appraisers  Iv 
FHA?  Do  you  have  anything  you  care  to  say  about  that<  Hot 
we  may  improve  that  particular  phase  of  FHA I 

Mr.  Hughes.  No,  1  don't. 

The  Chairman.  Is  it  your  observation  Uiat  they  have  had  a  suit 
ciency  of  them,  or  that  tliey  have  been  short  of  them,  do  you  thinH 

Mr.  Hughes.  At  various  times  there  have  been  charges  of  *     *" 
cient  appraisei-s  on  the  stalf .    I  think  there  are  insufficient  app: 
in  a  number  of  areas  at  this  time.    1  have  had  indications  in  the 
month.    In  my  own  area,  they  are  a  month  to  6  weeks  behind  in  il' 
then*  ^ork. 

The  Chapman.  Mr.  Hughes,  tell  us  what  you  can  about  title  li 
Give  us  all  the  help  you  can. 

Mr.  Hughes,  \\ell,  sir,  most  of  our  builders  do  not  do  the  title  1{ 
work.  We  may  have  some  who  do  but  we  have  checked  and  find  it  * 
a  very  small  percentage.  1  was  on  the  President's  Advisory  Qmbt 
mittee  last  summer  and  fall  and  we  studied  this  thing  pretty  dilir 
gently,  at  that  time.  1  thought  at  that  time  that  the  regulations  that 
were  proposed  for  the  FHA,  if  put  into  effect,  were  sufficient  It 
seems  to  me  that  perhaps  those  regulations  might  be  put  into  th0 
law.    That  might  make  it  perform  a  little  better. 

The  Chairman.  You  mean  take  the  good  regulations  which  yot 
think  they  have  put  into  effect  recently,  and  make  it  a  part  of  the  lawt 

Mr.  Hughes.  That  might  have  some  effect. 

Ihe  Chairman.  Have  you  personally  had  any  experience  with 
title  I  ^ 

Mr.  Hughes.  Yes,  sir.  My  lumberyard  has  had  experience  with 
title  1.  We  find  it  is  very  competitive  in  our  area,  though.  All  thft 
lumberyards  and  dealers  use  it.  I  personally  don't  know  much  about 
any  abuses.  There  haven't  been  any  claims  or  arguments  in  the  ones 
1  have  had  anything  to  do  with. 

if  you  really  want  to  tighten  it  up,  you  can  get  the  dealer  to  endorse 
that  paper. 

The  Chairman.  We  have  been  suggesting  that  as  one  remedy.  We 
are  not  far  enough  along  yet  to  know  whether  or  not — of  course  it 
only  works  where  the  dealer  is  involved.  You  see  the  home  owner 
has  the  right  to  go  down  as  far  as  $2,500  and  pick  his  own  dealer. 
When  he  borrows  the  money,  the  bank  doesn't  know  what  dealer  he 
is  going  to  pick,  so  this  second  party  endorsement  on  the  note  wouldn't 
apply  under  those  circumstances.  I  don't  know  how  you  are  going 
to  tighten  that  one  up. 

Mr.  Hughes.  I  am  wondering  if  your  complaints  are  not  less  when 
they  go  direct  to  the  bank  and  make  the  deal. 

The  Chairman.  We  don't  have  any  figures  or  facts  on  it,  but  we 
lot  through  yet. 
n  haven't  any  suggestions  on  that  i 

I  thought  maybe  you  might  consider  establishing 

Compliance  Division  that  would  be  adequate  for 

ice  of  the  agency  and  the  scope  of  its  operations. 
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t  seems  that  6  people  wouldn't  be  adequate  to  look  after  the  compli- 
nce  in  an  organization  where  their  own  employees  number  4,000, 
nd  there  are  2  million  loans  in  that  particular  type.  But  the  six 
eople  cover  the  whole  of  their  operations. 

The  Chairman.  You  see  the  unscrupulous  salesman  and  the  im- 
crupulous  dealer,  while  they  are  by  far  in  the  great  minority,  have, 
;  think,  done  a  lot  of  harm  to  FHA,  and  done  a  lot  of  harm  to  the 
ndustry. 

We  will  have  Mr.  Oln^,  of  the  Department  of  Justice,  as  one  of  our 
?itnesses  on  Friday.  He  has  a  lot  of  information  on  violations  of 
itle  I.  But  it  is  rather  hard  at  the  moment  to  figure  out  ways  and 
neans  of  tightening  it  up.  We  would  like  to  get  the  benefit  of  your 
idp  today,  if  we  can,  and  if  not,  maybe  your  board  of  directors  could 
neet  and  you  could  get  together  and  do  a  little  investigating  your- 
elves;  a  little  studying  of  9ie  problem. 

Mr.  Hughes.  We  have  our  executive  meeting  here  today.  We  will 
neet  this  afternoon,  and  we  pledge  our  cooperation  to  work  with  you 
lot  only  on  this  but  on  the  certification  for  the  section  213's  and  the 
jection  207's.  If  we  come  up  with  any  ideas  we  will  be  very  glad  to 
iring  them  to  you. 

The  Chairman.  What  we  want  to  stop  is  these  gentlemen  making 
ij^^t  on  these  types  of  projects. 

When  the  mortgage  is  more  than  the  actual  90  percent  of  the  cost 
widch  we  wrote  into  the  law,  then  the  rents  are  higher.  Of  course, 
^u  can  say,  "Well,  the  record  has  been  very  good  on  repajonents  to 
late,"  and  we  agree  with  that,  but,  of  course,  this  is  a  new  project, 
tfost  of  these  projects,  you  know,  were  built  in  1947,  1948,  1949,  and 
1950— most  of  them  in  1950 — and  most  of  them  were  then  just  being 
X)mpleted.  We  don't  know  what  is  going  to  happen  in  the  next  10, 15, 
Mr  20  years  on  these  mortgages,  because  they  run  many  years.  While 
they  are  in  good  shape  now  they  may  not  be  in  such  good  shape  10 
fears  from  now.  But  the  unfortunate  part  is  that  wherever  this  mort- 
gage is  higher  than  90  percent  of  the  estimated  cost,  then  the  people 
Kying  rents  are  paying  more  rents  than  we  intended  that  they  should 
^  the  law. 

You  agree  with  that,  don't  you  ? 

Mr.  Hughes.  1  agree  with  the  objective ;  yes,  sir.  I  didn't  quite  get 
what  you  said.  You  said  that  the  section  608's  were  very  new  and  you 
didn't  know  how  they  would  work  out  over  a  period  of  time.  That  is 
true,  but  I  would  like  to  call  to  your  attention — that  is  the  reason  I 
brought  out  the  index  of  construction  costs,  that  because  they  are  up  18 
percent  more  than  they  were  at  that  time.  And  also  the  reserves  in  the 
itle  are  in  excess  of  $167  million,  and  the  debenture  system  furnishes  as 
I  pad  against  losses,  which  I  think  will  probably  make  this  section  a 
>retty  good  section,  insofar  as  the  FHA  is  concerned. 

The  Chairman.  I  think,  generally  speaking,  that  is  true,  but  what 
re  are  trying  to  do  here  now  is  to  deal  with  the  unscrupulous  person 
ho  takes  advantage  of  technicalities  in  the  law,  or  the  law  itself. 
'hat  is  what  we  are  dealing  with.  We  are  trying  to  write  this  new  bill 
>  eliminate  all  the  abuses  that  evidently  have  been  entering  into  this 
hole  Federal  housing  business. 

Mr.  Hughes.  We  honestly  and  sincerely  pledge  our  support. 
Senator  Lehman.  I  don't  think  anybody  has  been  a  stronger  sup- 
►rter  of  public  housing  and  Federal  housing  than  I  have  been.    But 
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I  think  vou  people  in  the  industry  should  be  aware  of  the  fact  that  the 
thin^  that  have  been  represented  or  brought  out,  those  alle^tions  to 
some  extent  or  to  a  considerable  extent  have  shaken  the  confidence  of 
the  public  in  this  whole  program.  It  is  going  to  have  its  impact  on 
the  Congress  when  a  housing  bill  comes  before  them. 

I  think  there  is  no  doubt  that  in  a  great  many  instances,  although 
no  criminal  statute  has  been  broken,  nonetheless  an  advanta^  lu8 
been  taken,  because  of  loopholes  in  the  law,  which  has  made  it  pos- 
sible for  people  to  mortgage  out  at  a  profit.  Tliat  may  not,  in  the 
long  run,  cost  the  Government  a  great  amount  of  money,  but  it  cer- 
tainly does  cost  the  tenants  increased  charges  in  the  form  of  rentals. 

I  just  can't  believe  that  it  is  right  that  a  man  can  go  ahead  and, 
under  the  law,  possibly  acting  perfectly  legally  under  existing  law, 
get  a  loan  so  far  greater  than  his  ultimate  cost  that  he  will  be  able 
to  make  a  large  profit.  Whether  that  profit  is  considered  a  capital 
gain  or  an  income  doesn't  make  any  difference,  it  is  a  profit,  and  in 
some  cases  it  is  a  very  large  profit. 

I  believe  if  you  gentlemen  who  are  in  the  industry  have  nothinf 
more  important  to  do  than  to  tighten  this  thing  up  so  that  people  wifl 
be  satisfied,  and  see  that  there  are  no  serious  abuses  in  the  operation 
of  this  law.  As  long  as  there  is  doubt  in  the  minds  of  the  public,  it 
is  going  to  have  its  impact  just  as  sure  as  shooting.  First  in  this 
committee,  and  then  the  Congress  of  the  United  States.  I  think  it  is 
ver>'  important  for  you  gentlemen  to  make  it  very  clear  through  sug- 
gestion, possibly  coming  from  you — and  I  hope  they  will  come  trm 
you — that  you  are  going  to  favor  the  tightening  up  of  this  law  so  that 
there  are  no  loopholes  that  would  permit  unreasonable  and  unfair  and 
unjustified  profits,  which  do  mulct  the  public  in  the  long  run. 

^fr.  HroHKs.  We  have  tried  to  sj\y  most  of  the  things  that  you  have 
said  in  our  statement,  and  we  have  tried  to  make  suggestions.  So 
far  as  we  now  know,  we  have  spoken  to  things  that  would  correct  and 
stop  any  possibility  of  nioitgtxging  out  in  the  future  on  these  rental 
projects.  We  have  ])ledge(l  to  you  that  we  will  keep  on  workin<r  on 
the  thing,  and  if  we  get  any  additional  ideas  we  will  come  and  submit 
them. 

Senator  Lkhmax.  Well,  the  reason  I  made  this  statement  was  thsi 
I  didn't  hear  your  statement  in  full  this  morning,  unfortunately. 
I  had  to  go  to  another  meeting.  However,  I  do  recall  th^  t»*^t!- 
mony  whicli  you  gave  in  your  previous  aj^pearance.  I  think  at  rh:ii 
time  you  testified  that  you  diil  not  tliink  that  the  existing  h"^ 
requireii  any  amendments  or  ini]U'ovement.  You  must  have  been 
aware,  it  seems  to  uu\  of  some  (^f  the  ]>ractices — technically  leinl 

i>ractices,  but  nonetheless  costly  practices — that  have  been  in  f-r.^ 
"or  a  good  many  years. 

Mr.  HroiiFS.  The  law  as  proposed  under  section  207 — the  i-entai 
proposals  in  this  hill — they  d<m't  have  the  same  concept  that  seoti«>n 
(>t^S  has.  vS»ction  ti(K  hail  a  concept  of  emergency  housing.  Section 
207  has  a  concept  of  economic  soundness,  and  I  don't  really  think 
that  there  is  anywhere  near  the  possibility  of  mortgaging ' out  on 
a  section  *J07,  and  I  say  that  honestly  and  sincerely.  At  the  >axM 
time,  I  proposed  an  amendment  similar  to  the  one  that  was  put  iuto 
section  l>Os  in  19.M,  which  I  think  would  do  away  completely  with 
the  possibility  of  that  happening. 
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rhe  Chairkan.  You  can  do  a  lot,  I  think,  with  your  industry,  to 
3d  out  these  chiselers.  They  are  in  the  minority,  of  course,  but 
I  could  do  a  lot,  and  I  know  you  will. 

^nator  Lehman.  Mr.  Chairman,  I  want  to  ask  you  a  question. 
r  office  and  I  are  getting  a  substantial  number  of  calls  from  news- 
permen  who  want  the  names  of  the  section  608  builders  who  have 
•rtgages  out  in  New  York  State.  I  would  greatly  appreciate  it 
you,  as  committee  chairman,  would  tell  us  now  what  tne  situation 
frith  respect  to  these  names  and  whether  you  plan  to  make  them 
lilable  to  the  public. 

rhe  Chairman.  I  will  be  delighted  to  answer  the  question. 
is  you  know,  the  information  that  we  have  is  taken  from  the 
emal  revenue  returns  of  the  individual  builders — 1,149  of  them, 
ley  were  turned  over  to  us  by  the  President  of  the  United  States, 
rather  by  the  Internal  Revenue  Service,  as  a  result  of  an  Executive 
Jer  from  the  President.  Under  the  law,  any  information  taken 
)m  an  income-tax  return,  of  course,  is  confidential  and  cannot  be 
ren  out  to  anyone,  except  upon  a  directive  of  the  President  of  the 
dted  States,  to  certain  aej)artments  of  Government  who  are  entitled 
it,  in  order  to  carrv  on  their  business. 

k  committee  such  as  ours  is  entitled  to  it,  but  even  then  only 
on  a  directive  of  the  President  of  the  United  States.  Therefore, 
J  names  of  the  1,159  will  not  be  given  out.  We  have  no  right  to 
re  them  out  and  they  will  not  be  given  out.  However,  we  will 
1  as  witnesses  many  of  the  people  whose  names  we  have,  in  public 
irings,  and,  of  course  as  we  call  them  as  witnesses  when  we  get 
-0  tiie  real  investigation  of  this  matter,  then  they  will  become  public. 
However,  until  that  time  we  cannot,  under  the  law,  give  the  names 
t,  as  I  understand  the  law.  I  might  at  this  point  without  objec- 
m,  make  a  part  of  this  hearing  title  26  of  the  Internal  Revenue 
Jt,  which  covers  this  subject.  Senator. 
Senator  Lehman.  Thank  you  very  much,  Mr.  Chairman. 
(The  information  referred  to  follows:) 

TITLE  2©— INTERNAL  REVENUE 

Chapteb  I — Inteknal  Revenue  Service,  Depabtment  op  the  Tbeasubt 

Subchapter  E — Administrative  Provisions  (Common  to  Various  Taxes 

[T.  D.  6064] 
Past  468 — ^Inbfeotion  of  Rstubns 

mCnON  OF  CERTAIN   RETURNS  BY  COMMITTEES  OF  CONGRESS  OTHER  THAN   THOSE 
ENUMERATED  IN  SECTION  66    (D)   OF  THE  INTERNAL  REVENUE  CODE 

1458^21  Inspection  of  returns  by  committees  of  Congress  other  than  those 
imerated  in  section  55  (d),  (a)  (1)  Pursuant  to  the  provisions  of  sections 
(t),  508,  603,  729  (a),  and  1204  of  the  Internal  Revenue  Code  (53  Stat.  29, 
1,171;  54  Stat  989,  1008;  55  Stat.  722;  26  U.  S.  C.  55  (a),  508,  603,  729  (a), 
il204),  any  income,  excess-profits,  declared  value  excess-profits,  capital  stock, 
ijiByOr gift  tax  return  for  any  taxable  year  shall  be  open  to  inspection  by  any 
Iptttee  of  the  Congress,  or  any  subcommittee  of  a  committee  of  the  Congress, 
*|f^  anthortied  to  inspect  such  returns  by  an  Executive  order  ^  issued  under 
'  ^timciitioned  statutory  provisions  on  or  after  the  date  of  the  approval  of 
-H^n.    Such  inspection  shall  be  subject  to  the  conditions  and  restrictions 

^  *-  \  ■zteotlTe  Order  10618,  Supra, 
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imposed  by  the  Executive  order  and  tlie  rules  and  regulations  bereloafte! 
prescribed. 

(2)  The  inspection  of  any  of  the  aforementioned  returns  may  be  made  liy 
the  Committee  of  the  Congress,  or  the  subcommittee  of  a  committee  of  the 
Congress,   authorized   as   provided   in   subparagraph    (1)    of   this   paragraph, 
acting  directly  as  a  committee  or  as  a  subcommittee,  or  by  or  through  soch 
examiners  or  agents  as  such  committee  or  subcommittee  may   desi^te  or 
appoint  in  its  written  request  hereinafter  mentioned.     Upon  written  reqaeat 
by  the  chairman  of  such  committee  or  of  such  subcommittee  to  the  Secretary  of 
the  Treasury,  giving  the  names  and  addresses  of  the  taxpayers  whose  retorM 
it  is  necessary  to  Inspect  and  the  taxable  periods  covered  by  the  retumg.  tb* 
Secretary  of  the  Treasury  or  any  oflBcer  or  employee  of  the  Teasury  Department, 
with  the  approval  of  the  Secretary  of  the  Treasury,  shall  furnish  such  committee 
or  subcommittee  with  any  data  relating  to  or  contained  In  any  such  return  or 
shall  make  such  return  available  for  Inspection  by  such  committee  or  sobeos- 
mlttee  or  by  such  examiners  or  agents  as  such  conunlttee  or  subcommittee  may 
designate  or  appoint.    Such  data  shall  be  furnished,  or  such  return  shall  be  made 
available  for  Inspection,  In  an  oflBce  of  the  Internal  Revenue  Service.    AUy  Infiw- 
matlon  thus  obtained  by  such  committee  or  subcommittee  shall  be  held  e<mfi- 
dentlal :  Provided,  horcever.  That  any  portion  thereof  relevant  or  pertinent  to  tttt 
purpose  of  the  Investigation  may  be  submitted  by  the  Investigating  committee  t» 
the  appropriate  House  of  the  Congress. 

(3)  This  section  shall  not  be  applicable  to  any  committee  authorized  by  section 
55  (d)  of  the  Internal  Revenue  Code  to  Inspect  returns. 

(b)  Because  this  section  constitutes  a  general  statement  of  policy  and  estab- 
lishes a  rule  of  Departmental  practice  and  procedure,  It  Is  found  that  it  \m 
unnecessary  to  Issue  this  section  with  notice  and  public  procedure  thereon  under 
section  4  (a)  of  the  Administrative  Procedure  Act,  approved  June  11,  1946,  or 
subject  to  the  effective  date  limitation  of  section  4  (c)  of  that  Act. 

(c)  This  section  shall  be  effective  upon  its  filing  for  publication  in  the  FtDiaut 
Register. 

(53  Stat.  467,  26  U.  S.  C.  3791) 

[seal]  M.  B.  Polsom. 

Acting  Secretary  of  the  Treawr$, 

Tlie  Chairman.  The  Internal  Revenue  Service  has  already  given 
out  the  total  number  of  1,149,  but  we  cannot  give  out  the  names  with- 
out violating  the  law,  as  I  understand  it. 

We  are  going  to  check  it  very  thoroughly.  It  may  well  be  that 
I  am  wrong  in  the  statement  I  have  just  made,  but  I  do  not  think  I  aia. 
Tf  we  find  later  that  we  can  give  them  out,  of  course,  you  being  a  mem- 
l)er  of  tliis  conmiittee,  we  will  give  the  names  of  the  people  in  Nevr 
York  to  you. 

One  other  thing,  Mr.  Hughes.  We  are  getting  some  complaints  that 
some  builders  of  projects  insured  by  FHA  under  section  608  or  other 
provisions  of  law  are  not  paying  the  prevailing  wages  in  the  com- 
munities where  the  projects  are  being  built.  Do  you  have  any  infor- 
mation on  that?  I  am  not  thinking  primarily  of  individual  homes 
for  sale  where  the  mortgage  is  insured  by  FHA. 

Mr.  HuciHES.  No;  I  don't  have  any  information  on  that. 

The  CiiAiR^EAX.  We  are  getting  quite  a  number  of  complaints  on 
that — that  they  ai-e  not  paying  the  prevailing  wages. 

Of  your  own  knowledge,  you  know  nothing  about  it? 

Mr.  HuGirES.  I  know  of  nothing.  I  thought  the  Department  of 
Labor  was  working  on  tb 

The  Chairman.  Wei)  ^es,  we  would  appreciate  it 

very  much  if  your  ex<  la&tt  and  go  over  this  whole 

matter,  go  over  the  p  '  *ve  us  the  ben^t 

of  your  advice.     W  3  things — one, 

in  eliminating  thir  i  is,  I  think,  a 
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)mmon  term  now,  and  everybody  understands  what  we  mean,  and 
le  other  is  finding  some  way  to  eliminate  the  chiseler  under  title  I. 
7b  would  appreciate  your  help  very,  very  much.  We  have  2  more 
lys  of  hearings,  and  then  we  are  going  to  meet  as  soon  as  we  can  to 
lit  writing  up  this  bill  that  is  before  the  committee  and  get  it  before 
le  Senate  ana  get  it  passed  and  get  it  into  law.  We  are  going  to 
)  everything  we  possioly  can  to  move  it  along  as  fast  as  we  can,  but, 

the  same  time,  we  are  not  going  to  knowingly  leave  any  loop- 
iles  in  it. 

We  are  going  to  tighten  it  up  as  best  we  can,  based  upon  the  experi- 
ce  that  we  have  now  had.  We  appreciate  your  help.  We  are  a 
tie  critical  of  your  press  releases,  and,  I  think,  rightfully  so,  and 
)  are  a  little  critical  of  the  speech  you  made,  too,  which  I  hold  in 
ir  hand,  but  I  shall  not  make  any  comment  about  it. 
You  will  find  that  is  not,  I  don't  think,  in  the  best  interests  of  the 
ilders  of  America  to  bite  the  hand  that  has  been  feeding  it,  and  the 
tn^ress  of  the  United  States  has  been  passing  these  laws  and  the 
esident  of  the  United  States  has  been  recommending  them,  and  we 
int  your  cooperation.  We  know  we  will  get  it  from  now  on. 
Unless  there  is  something  further  to  come  before  the  committee, 
)  will  say  thanks,  and  we  may  want  to  call  you  back  later  for  more 
Ip.  We  will  stand  in  recess  until  2 :  30,  at  which  time  our  witness 
li  be  the  Mortgage  Bankers  Association.    We  will  meet  at  2 :  30 

this  room.  Mr.  Hughes'  statement  will  be  made  a  part  of  the 
cord.    I  don't  think  you  read  quite  all  of  it. 

Mr.  Hughes.  Mr.  C&iairman,  I  would  like  to  again  thank  you  for 
le  opportunity  of  appearing  befoi-e  you  and  tell  you  that  we  will 
operate  with  you,  and  I  thank  you.  I  think  your  hearings  have 
»n  fair  and  impartial,  and  I  hope  that  we  can  help  you  in  some  way. 
The  Chairman.  We  appreciate  that;  we  know  you  will  and  we 
Dpreciate  your  coming  here.  I  don't  think  anyone  is  hysterical  now. 
Ve  are  going  to  get  this  job  done  and  done  as  it  should  be  done. 

(The  prepared  statement  of  Mr.  Hughes  follows :) 

Statement  of  R.  G.  Hughes,  President,  National  Association  of  Home 

Builders 

Mr.  Chairman  and  members  of  the  committee,  let  me  make  one  things  very 
tear  at  the  start.  The  objectives  of  this  hearing,  as  expressed  In  the  con- 
Irnctive  opening  statemnt  of  Chairman  Capehart,  are  those  of  the  National 
iloeiation  of  Home  Builders  and  of  myself  personally.  May  I  express  to  your 
hiirnian  my  heartfelt  appreciation  of  the  statesmanlike  remarks  made  on 
fonday,  which  I  am  sure  express  the  feeling  of  this  entire  committee.  I  believe 
lit  it  is  high  time  that  a  voice  is  raised  to  say  the  things  that  Senator  Capehart 
Ud  concerning  the  great  good  that  has  been  and  still  can  be  accomplished 
r  the  FHA,  and  the  eflSciency  and  honesty  of  the  overwhelming  majority  of 
s  personnel. 

Yon  have  asked  me  to  give  testimony  regarding  amendments  which  will 
•event  recurrence  of  conditions  recently  alleged  in  connection  with  FHA.  In 
3«ement  with  the  Housing  and  Home  Finance  Administrator  and  the  Admin- 
tration,  which  prepared  S.  2938,  I  regard  It  as  sound,  constructive  legislation, 
aitlemen,  I  can  say  to  you  in  all  sincerity  that,  if  I  had  thought  there  were 
J  "loopholes*'  in  the  bill  before  you,  I  would  have  suggested  corrective  meas- 
es when  I  testified  a  month  ago.  However,  In  view  of  the  present  situation, 
riiall  make  some  suggestions  later  in  my  testimony  that  I  hope  may  be 

Whether  or  not  the  housing  legislation  before  you  passes — and  the  form 
which  it  passes — is  not  the  most  important  matter  at  this  time.    Our  first 
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concern  is  that  public  confidence  in  the  FHA  and  in  the  entire  home-building 
industry  has  been  shaken. 

The  sole  interest  of  the  National  Association  of  Home  Builders  and  its  mem- 
bers is  to  provide  needed  homes  for  the  American  people  at  reasonable  prices. 
We  are,  therefore,  vitally  Interested  at  this  time  in  helping  this  committee 
to  do  whatever  may  be  necessary  to  restore  the  confidence  of  the  Amerieu 
people  in  the  integrity  of  FHA,  without  which  agency  the  American  home- 
building  industry  cannot  do  its  full  job.  If  any  individual  cases  of  illegil 
action  have  occurred — whether  or  not  they  involve  i)ersons  in  or  out  of  tbe 
Government  or  members  of  this  association — the  National  Association  of  Home 
Builders  and  I,  as  its  president,  pledge  our  utmost  efforts  to  assist  you  in  eveiy 
possible  way  to  uncover  them. 

But,  while  doing  this  job,  I  plead  with  this  entire  committee  to  do  your  utmoet 
to  reassure  the  American  i)eople  that  the  FHA  is  a  sound  financing  institutioii, 
deserving  of  public  confidence;  that  the  overwhelming  bulk  of  its  persomid 
are  honest,  hardworking  people  who  have  done  a  good  job ;  and  that  the  million 
of  houses  that  the  American  people  have  attained  through  its  insurance  program 
are  good  values. 

Much  damage  has  already  been  done  to  the  entire  FHA  program,  even  thougli, 
at  worst,  the  charges  advanced  have  been  estimated  as  covering  only  one-t«itii 
of  1  i)ercent  of  FHA*s  mortgage-insurance  program.  Since  the  present  home- 
l>uilding  Industry  has  used  the  FHA  as  the  basis  or  backbone  of  the  industry 
and  the  source  of  its  production  credit,  damage  to  the  integrity  of  the  FHA 
will  directly  reduce  the  volume  of  homes.  The  "finger  of  suspicion"  is  now 
pointed  at  thousands  of  ethical  home  builders  in  all  parts  of  the  country.  The 
honie-bullding  industry,  comprised  of  these  home  builders,  mortgage  lenden, 
manufacturers  and  their  employees — which  has  consistently  produced  $12  Ijfr 
Hon  in  aimual  business — cannot  operate  efllciently  under  such  an  atmosphere. 

Reports  from  builders,  lenders,  and  manufacturers  from  all  parts  of  the 
country  have  convinced  us  that  the  situation  is  extremely  serious  and — ^unlea 
something  is  done  quickly  to  restore  the  confidence  of  the  people  in  the  integrity 
of  FHA — might  well  assume  proportions  bordering  on  hysteria.  In  my  op&OD, 
it  is  not  unreasonable  to  assume  that  this  hysteria  could  spread  to  the  VeteraM' 
Administration  loan-guaranty  program. 

It  is  against  this  background  that  the  words  of  Chairman  Capehart*s  openhig 
statement  are  particularly  important.  He  pointed  out  "that  the  maintenance  of 
our  economic  health  is  to  a  large  extent  dependent  upon  a  healthy  home-buildliiS 
industry"  and  called  attention  to  the  continued  need  for  a  soundly  functioninf 
FHA  to  keep  the  home-building  industry  healthy.  He  stressed  the  determinatioB 
of  this  committee  to  bring  about  that  result. 

During  its  20  years'  existence  the  FHA  has  received  from  many  sources  the 
highest  praise  for  the  soundness  of  its  conception  and  the  general  effectivenetf 
of  its  administration.  It  has  received  praise  from  Senators  and  RepresentatiTeB 
of  both  parties,  from  bankers,  industry  leaders,  citizens*  groups.  Financial  rep- 
resentatives of  nations  from  all  over  the  world  have  come  to  study  it  as  a  possiWe 
method  in  their  own  countries  to  bolster  their  economies.  Only  last  year  Canada, 
after  experimenting  with  other  forms  of  assistance  to  home  purchasers,  initiated 
a  "Canadian  FHA." 

The  FHA.  with  its  firm  commitment,  is  the  very  backbone  of  the  present  home- 
building  industry.  The  FHA  firm  commitment  is  the  keystone  of  the  modem 
home-builder's  operation.  It  enables  him  to  get  construction  money  and  thereby 
to  produce  and  buy  in  volume.  The  direct  result  is  that  the  industry — ^whicha 
few  short  years  ago  was  criticized  on  all  sides  for  being  archaic  in  its  methods- 
has  been  able  to  develop  into  a  modern  industry  which  produced  8  million  homes 
since  the  close  of  World  War  II  and  this  production  has  been  at  constantly 
decreasing  comparative  cost. 

Government  statistics  show  that  Americans  spent  11.4  percent  of  their  con- 
sumer incomes  for  housing  in  1953,  as  compared  to  14.5  percent  In  1929.  In  my 
opinion,  the  firm  commitment  and  the  FHA  mortgage  pattern,  combined,  <rf 
course,  with  the  VA  loan,  have  been  responsible  for  the  fact  that  people  are 
spending  approximately  21  percent  less  of  their  incomes  for  shelter  than  they 
were  in  1929. 

In  testifying  before  this  committee  about  a  month  ago  I  pledged  the  complete 
support  of  the  home-building  industry  to  a  housing  program  which  we  sincerely 
and  strongly  felt — and  still  feel — could  go  far  toward  meeting  the  housing  needa 
of  this  country  and  at  the  same  time  increase  the  home-building  industi7*8  vol- 
ume of  production  from  $12  billion  to  $18  billion  annually.    Our  pledge  was  based 
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!  passage  of  S.  2938^  with  certain  amendment's,  hnt  inherent  In  ^t  was  the 
Bumptlon  that  there  would  he  In  operation  a  strong,  sanndly  functioning  Fed- 
ni  HQiising  Admiiiistratkm»  Every  new  feature  lu  this  hill  depends  upon  aueh 
strong,  soundly  functioning  agency.  Butt  **-»  I  have  stated,  no  housing  prD- 
am — certainly  not  an  expanded  housing  program — can  be  accomplished  unless 
f  nikmeriean  people  have  complete  faith  and  confidence  in  the  integrity  of  the 
BA  and  in  the  builders  of  thie  Nation. 

Witti  respect  to  specific  suggestions  for  incorporation  into  S*  2938*  only  a  small 
ETcemage  of  home  builders  etiguge  in  modernization  work.  Our  snggeatlona 
Itli  respect  to  title  I,  therefore,  would  not  be  of  as  much  value  to  this  com- 
ittee  as  the  sngjjeetloww  of  others  more  familiar  with  this  specialized  subject, 
kh  a  member  of  the  Presldent*8  Advisory  t'ommittee  I  personally  agreed  last 
,11  With  other  members  of  that  committee  thut  the  regulations  proposed  by  FHA 
:  that  time  and  pttt  Into  eltect  Decemt^er  ]  ♦  It&S,  would  go  far  toward  correcting 
iepm?albUity  of  abuse  of  the  title  I  program*  I  suggest  that  you  consider  enact- 
ftho^e  regulations  into  law. 

It  wotild  seem  to  uh  further  that  the  suggestion  made  to  the  committee  OB 
onday  that  the  dealer  should  endorse  title  I  paper  is  worthy  of  study. 
Flaally  I  suprgewt  that  yi^u  eonsider  establishing  within  FHA  a  Compliance 
iTiaicin  adequate  to  the  sl^e  and  importaBee  of  that  agency  and  the  scope  of 
i  operations. 

Willi  respect  to  section  *M.i8,  I  would  first  like  to  make  certain  observations. 
It  may  Im?  helpful  to  the  coinmiiree  tti  have  my  ow^n  experience  under  the  608 
•rjfram.  I  built  two  comparatively  small  G08  projects  comi^rislng  56  and  108 
ifN.  r»^pri'tively.  When  I  flni8hed  both  of  these  I  had  Invested  lu  them  a 
'■'{*^e  tif  land,  tlie  exptmse  of  ari^blteots  and  other  services  of  my  staff, 
I ^ Table  cash.  To  am  the  term  tiiat  I  have  seen  In  the  headlines^  I  did 
n    rnnrtgage  out/* 

Oenrlemen,  that  concluded  my  e^cperience  with  section  608.  I  decided  to  go 
^io  the  building  of  home«  for  sale. 

B^e  hundreds  of  huilderw  to  whom  1  have  talked  in  the  last  few  years, 
PSd  many  have  told  me  of  similar  experlen<^*s:  ^ome  have  told  me  that 
i^etme  out  even  with  no  investment  in  ilie  project  but  their  time  and  efforts; 
«I  others  have  said  that  they  have  made  a  profit  because  they  were  able  to  buy 
i^aply  through  mass  production,  or  got  a  break  In  the  weather,  or  bei^ause  they 
^Ft&  juwt  belter  builders  than  the  average,  or  because  the  prices  of  materials 
vp^  between  the  time  fif  commitment  and  completion  of  the  project.  Of 
«ir»e.  the  committee  imdt^staudH  that  the  reverse  can  and  frequeatly  doea 
ippen.  Many  a  builder  was  oauj;ht  in  a  rising  price  market. 
It  Is  In  the  llffbt  of  this  experience  that  I  would  like  to  make  certain  observa- 
<M»8  on  section  608, 

11}  Mosit,  if  not  ail,  of  the  housing  under  this  program  was  constructed  at 
liaie  when  our  industry  was  under  great  pressure  from  the  Oovernment  and 
J«  pnhlic  to  meet  an  acute  bonslng  shortage.  Section  608  was  enacted  and 
iminlstered  at  a  time  when  luith  the  eireciitlve  and  legislative  branches  of  the 
Pderai  Oovernment  were  almost  frantically  seeking  every  conceivable  induce- 
ent  to  attain  a  maiimnm  of  private  and  public  construction — particularly 
Dta!  housing. 

Tlie  Government  even  ex|>ended  hundreds  of  millions  of  dollars  by  direct  ap- 
ttpriation  for  flimsy,  temporary  dwellings  for  veterans  and  students,  knowinj^ 
It  their  use  was  Justified  only  for  a  short  time.  We  certainly  do  not  condone 
iMtB^es  made  even  in  such  an  atmosphere  but  the  climate  prevailing  at  the 
ne  shotild  at  least  be  considered  and  understood. 

(2)  The  overwhelming  majority  of  builders,  prior  to  the  war,  built  only  homes 
Bille.  The  section  6Ci$  program  was  Intended  to  attract  them  Into  the  con- 
Ipon  of  rental  housing  and  considerable  effort  was  devoted  by  Federal 
mla  to  that  end  In  order  to  produce  the  lions  I  ng  that  was  then  desperately 
eded* 

iZ}  1  want  to  make  it  clear  that  it  Is  an  entirely  possible  and  not  unusual 
lult.  In  onllnary  ooninaiired  conventional  financing  of  commercial  properties, 
r  artnal  out-of-pocket  const ructi^m  costs  to  the  builder  to  be  less  than  the 
wuut  of  the  mortgatre.  So-called  "mortgaging  out"  is  not  confined  to  FHA- 
ftired  lending,  as  seems  to  be  the  prevailing  fmi^'esslon. 

(4)  In  section  CI08  cases,  the  developer  was  usually  hi  a  own  builder.  Any 
-*'all*Hl  profit  made  in  such  transactions  is.  In  effect,  compensation  for  the 
ildnr's  overhead  and  eflTorts.  It  Is  the  equivalent  of  a  contractor's  fee  plus 
fi-e  for  the  extra  work  required  In  608  eases  over  and  above  that  generally 
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performed  by  a  contractor.    In  the  usual  case,  it  was  less  than  would  have  been 
paid  had  a  third  party  contractor  been  hired  to  do  the  building. 

(5)  The  possibility  of  mortgaging  out  and  therefore  the  amount  of  profit  to 
the  builder  obviously  increases  with  the  increase  in  the  percentage  of  loan  to 
value.  Section  608  was  purposely  designed  by  the  Congress  to  offer  the  mosi 
liberal  terms  to  builders. 

(6)  The  fact  that  a  builder's  actual  cost  may  prove  to  be  less  than  the  mort- 
gage, whether  under  FHA  financing  or  otherwise,  does  not  of  itself  indicate 
that  the  loan  has  been  excessive;  that  the  appraiser  has  been  careless  or  lax: 
or  that  there  have  been  irregularities. 

It  is  my  conviction  that  the  465,000  units  of  rental  housing  which  were  built 
under  608  could  not  have  been  produced  as  cheaply  in  any  othe  fashion.  The 
impression  that  the  Government  has  lost  millions  of  dollars  and  that  tenants 
liave  been  charged  excessive  rents  is,  in  my  opinion,  erroneous  with  respect  to 
the  vast  majority  of  these  projects.  I  direct  your  attention  to  the  FHA  figure! 
which  show  a  surprisingly  low  percentage  of  defaults  in  this  program,  particih 
larly  considering  its  emergency  nature.  In  the  short  time  since  I  received  your 
invitation,  I  have  not  been  able  to  obtain  up-to-date  figures  but  the  official  re- 
ports show  that,  as  of  December  31,  1953,  of  the  7,046  projects  in  the  total  608  J 
program,  FHA  had  been  called  upon  to  make  good  on  its  insurance  contract  li 
only  267  projects.  "Of  those,  29  projects  totaling  1,977  units  had  been  resold  l^ 
FHA  at  an  aggregate  profit  of  $188,535  over  and  above  the  mortgage  amoonti 
involved."  Bear  in  mind  that  these  were  projects  produced  in  areas  of  sod- 
den and  urgent  demand,  some  of  them  during  wartime  and  subject  to  shifti 
of  population  that  occurred  after  the  war. 

The  project  still  in  FHA's  portfolio,  so  far  as  I  can  determine,  are  paying  their 
own  way  out  of  rental  receipts  and  form  a  more  than  adequate  base  for  the 
FHA  debentures  which  were  issued  against  them  on  conveyance  to  FHA  after 
default. 

The  bill  before  you  treats  of  rental  housing  in  three  places.  At  section  115,  it 
amends  section  207  of  the  National  Housing  Act.  At  section  123,  it  deals  with 
rental  housing  in  blighted  areas  under  the  proposed  new  section  220;  and  at 
section  119  it  amends  section  213  of  the  National  Housing  Act,  which  provide! 
for  cooperative  housing. 

The  only  method  that  I  know  of  to  assure  that  the  mortgage  shall  not  exceed 
actual  cost  of  construction  (as  distinguished  from  estimated  cost)  is  to  provide 
In  each  of  these  sections  a  provision  similar  to  section  908  (b)  (3)  of  the  National 
Housing  Act,  as  ii mended  in  September  19.''>1.  I  would  suggest,  however,  that 
the  lnn''na^'"e  of  this  section  l)e  claritiod  to  include  in  the  definition  of  "cosT 
whatever  amount  this  committee  feels  should  be  the  proi)er  allowance  for  a  con- 
tractor's fee  and  architect's  fee. 

I  feel  that  the  committee  should  understand  that  the  problem  we  are  discuss- 
ing is,  by  its  nature,  confined  to  income  properties,  where  the  builder  retains  tne 
property  for  continued  operation.  It  does  not  arise  in  connection  with  pales 
properties,  for  the  simple  reason  that  in  a  sales  transaction  the  entire  proceeds 
of  sale  go  to  the  builder,  whether  derived  from  the  mortgage  or  the  amount  of 
downpayment  that  the  purchaser  supplies.  The  low  downpayment  in  a  sales 
transaction  is  for  the  benefit  of  the  purchaser  and  only  indirec'tly  for  the  ben^ 
of  the  builder  in  that  it  widens  his  market. 

There  is,  however,  one  aspect  of  FHA  operations  in  the  sales  field  in  which 
the  builder  may  become  the  mortgagor.  This  is  known  as  the  firm  commitment 
to  builder,  as  distinguished  from  the  FHA  conditional  commitment  which  is 
conditioned  upon  sale  of  the  home  to  a  satisfactory  purchaser.  It  is  at  a  sub- 
stantially lesser  percentage  of  loan  to  value  than  the  amount  of  the  mortgage 
available  to  a  purchaser.  In  my  opinion,  there  is  no  possible  loophole  in  this 
aspect  of  FHA  ojierations  in  that  it  is  a  matter  of  routine  procedure  in  every 
FHA  ofl5ce  that  I  know  of  to  refuse  to  issue  further  commitments  for  that 
project  if  the  builder  closes  his  loans  pursuant  to  the  firm  commitment.  Tfte 
reason  for  this  refusal  is  the  very  sound  one  that,  if  the  builder  cannot  sell 
his  homes  to  satisfactory  purchasers,  the  lack  of  a  further  market  is  con- 
clusively proven.  The  firm  commitment  procedure  is  simply  a  temporary  con- 
struction loan  assistance.     It  is  essential  to  eflicient  production  of  homes. 

If  the  committee,  however,  desires  to  enact  legislation  on  this  point  to  make 
assurance  doubly  sure,  I  suggest  that  it  provide  that  FHA  firm  commitments 
shall  be  10  percentage  i>oints  below  the  applicable  ratio  of  loan  to  value  for  the 
particular  house.  That  is  to  say,  if  the  particular  house  under  the  statute  is 
eligible  for  a  90-percent  loan  in  the  hands  of  a  satisfactory  purchaser,  the 
Arm  commitment  to  the  builder  for  that  house  should  be  80  percent. 
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t  Mr.  Chairman  nDCl  gentlemen,  roay  1  thank  you  for  your  etmriesy  and  again 
ksfttire  you  that  the  Nntioniil  A>i.S(x:iiil1ou  of  Hoaio  Buildprs  ami  I,  nn  Its  prewi- 
Bentt  are  entirely  ni  your  tlispuKJil  to  at'cumijli&ih  results  tUjit  we  all  s*^ek  In 
tomiaon  aod  that  I  ftel  ar^  of  tri^menduus  importance  to  the  American  people 
tad  tile  American  economy. 

The  Chairmax.  We  now  stand  in  recess  until  2: 30, 
(WliereiifHrn,  at  12:10  p.  m,  the  conimitt-ee  recessed^  to  reconvene 
it^:  30  p.  m.  the  same  day.) 

AFl*BMNtXJN    SESSION 

ITie  c-oiiimittee  reconvened  at  2:  40  p»  m..  Senator  Homer  E.  Cape- 

krt  (diainnaii)  prt^siding, 
TtiP  Chaiuman,  The  coniniittee  will  pi  ease  come  to  order, 
I  believ**  (nir  first  iuid  only  witness  this  afternoon  is  Mr.  Samuel  E, 

K^l,  ^neral  oonnsel,  Mort*riig^e  Bankers  Association  of  America. 
I  believe,  Mr,  Neel,  yon  Imve  a  prepai^d  statement,  do  you  not? 

BTATEMENT  OF  SAMlfEL  E.  HEEL,  GEKEEAL  COUHSEL,  MOETGAGE 
BANKERS  ASSOCIATION  OF  AMERICA 

Mr.  NekIa  I  do,  sir. 

The  Chairman,  I  presume  you  would  like  to  read  that, 

Mr,  Neel.  I  would  like  to, 

tThe  Chairman,  Before  you  read  that,  I  would  like  to  ask  you  tliis 
uestion.    I  am  ftoing  to  rend  fnnu  something.    You  grot  out  a  reso- 
it  ion,  did  you  not,  your  Mortgage  Banker's  Association,  on  this  whole 
bubjectf 

F    Mr.  Neel.  We  made?  a  statement^ — that  is,  the  president  of  tlie  asso- 
biatioti  made  a  statement  to  the  press  regarding  the  manner  in  which 
pf  r.  Hollyday  was  dismissed  from  his  office,  sir. 
The  Chaihman-  You  said : 

The  fon'eti  reBiRiiatioa  of  Gtiy  T.  O,  Hollyday  hb  Commissi  on  t^r  of  the  Federal 
[lasing  AdaiiDistratioii   is  on  wist*  mid  niijiiHf.     In  Mr.  HoUyrlavy^a  resignation  > 
Admin isitrat ion  and  the  entire  country  hrive  Kuflforetl  a  gi'i*at  loss. 

Mr.  Neel.  We  did  say  that,  sir. 

The  Chatkman,  You  also  said,  and  this  is  really  the  substance  of 
rhat  I  want  to  talk  to  you  about: 

In  onr  opinion.  JUr.  HoUyday's  resijE^nation  has  been  f*iret*d,  not  because  of 
Inj  indifference  tfv  ubnses  of  tlie  FHA  BystetUt  f'ven  though  ihaf  t^  the  annonnced 
.Je!i^>ii,  We  woncJt^r  ^vhether  the  real  jii*>tlvp  bi*hln(l  this  snmnirtry  tlriup  in  the 
Pinct  that  Mr.  Hollyday  is  known  Ut  have  opixised  the  adnjlnlst ration's  plan  to 
ffcriiU^'fiT  froni  tht*  FHA  fii  the  HmLsIng  ntul  Home  Finiince  Ageitcy  the  autlmrltiy 
mnd  th*'  re-^iHtn^lbility  t>la<e<J  hy  the  (V»ngrof^s  with  FHA,  The  effect  of  Mr, 
Blot  1yd ay 'j4  firing  is  tci  reniove  n  njan  who  opiK^fsetl  this  cenlrallznUon  of  control 
p'hirh  Ire  tw^Heved  Ui  be  wroUK*  «nd  the  weakening  of  the  agency  he  was  ap- 
|pt:»tntf*d  to  tidtnt Ulster. 

•  Mr,  Hollyihsy's  smnmary  dismissal  will  be  rejicfetted  by  everyone  who  knows 
Lbin),  knoW8  wlaU  he  i^tftiuU  for,  and  knowi*  what  he  has  endeavored  to  acconipUsh 
Ifcif  the  Adinitiistratitm,  It  is  a  hh.*w  to  g'ood  piveriunent  and  to  the  canse  of 
Wlinting  intHtigent  and  hon**st  people  in  the  Government. 

I  My  question  is.  You  say  Mr.  Hollyday  opposed  the  ndministraiiou's 
pkn'to  transfer  fniK'titnis  from  the  liIlA  to  the  HHFA*  As  a  pari 
pf  this  t^tudy,  we  would  like  you  to  tell  \ii>  exactly  %vliat.  you  know 

C:  that  plan  and  virhy  you  are  so  certain  that  is  the  reason  the 
dent  of  the  United  States  discharged  Mr,  Hollyday. 
^ .-  .^ — 
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Mr.  Neel.  I  will  be  glad  to  tell  you  what  I  know  about  it,  Senator. 
I  should  like  to  point  out  that  the  statement  has  a  paragraph  prior 
to  the  one  which  you  read.  I  should  also  like  to  point  out  uiat  that 
statement  is  not  phrased  in  terms  of  a  certainty,  but  is  phrased  in 
terms  of  a  question. 

The  paragraph  inmiediately  preceding  the  one  that  you  read  points  ■ 
out  that  the  announced  reasons  for  Mr.  HoUyday's  dismissal  related  ' 
to,  first,  a  program  which  had  been  terminated  by  Congress  in  1950, 
and  also  related  to  the  operation  of  tlie  title  I  program  which  we  in 
the  Mortgage  Bankers  Association  have  been  familiar  with,  and  were 
familiar  with,  and  the  steps  which  Mr.  HoUyday  had  taken  to  correct 
Ihe  so-called  abuses  in  the  program.  Therefore,  the  announced  reasons 
for  Mr.  HoUyday's  dismissal — and  I  take  it  there  is  no  question  but 
what  he  was  dismissed,  in  view  of  his  testimony  and  Mr.  Cole's  testi- 
mony that  I  have  jiist  had  an  opportimity  to  read — ^in  our  opinion, 
those  reasons  were  sufficiently  inadequate  to  cause  us  to  wonda 
whether  there  was  not  another  reason  behind  his  dismissal. 

Now,  as  I  state,  although  the  question  you  have  asked  me  does  nol 
relate  to  the  purpose  for  which  you  invited  us  to  appear,  we  will  be 
happy  to  discuss  it  if  tliat  is  your  i)loasure. 

The  Chairman.  Well-,  this  was  just  called  to  my  attention.  You 
seem  to  impugn  the  motives  of  the  President  of  the  United  States  in 
his  dismissing  the  man. 

Mr.  Neel.  No,  sir;  we  didn't  do  that. 

The  Chairman.  What  we  would  like  to  know  is — if  you  don't  care  to 
answer  now.  I  will  say  this  to  you :  When  we  get  into  the  real  investiga- 
tion of  this  l3usiness,  then  we  certainly  will  call  you,  having  made  tnis 
statement,  and  ask  you  many  questions  about  what  you  know  about 
it,  because  you  make  this  direct  charge  against  the  ]r resident  of  the 
United  States,  that  he  discharged  HoUyday  for  one  reason  and  had 
another  one  in  mind. 

Have  you  any  positive  facts  or  any  information,  or  was  it  that  you 
just  wanted  to  shoot  off  ? 

Mr.  Neel.  No;  the  association  which  I  represent  has  never  *^shot 
off"  ip  my  experience- with  the  association. 

The  Chairman.  Why  do  you  make  such  a  statement  if  you  have  no 
facts  to  back  it  up  ?    Do  you  have  facts  to  back  it  up  ? 

Mr.  Neel.  We  made  the  statement  because  the  announced  reasons 
for  Mr.  HoUyday's  dismissal  were  so  unbelievable  to  us  that  we  could 
not  help  but  wonder  whether  there  was  not  a  reason  and  we  still 
wonder  whether  there  was  not  a  reason.  We  are  familiar  with  a  pro- 
posed Presidential  reorganization  plan  and  the  circumstances  su^ 
rounding  its  preparation  and  its  proposed  transmittal  to  the  Congress. 
I  am  prepared  and  would  be  happy  to  tell  you  what  I  know  about  that 
matter,  and  what  reasons  we  had  for  making  the  statement  we  made,  if 
you  wish  it  at  the  present  time,  or  I  will  do  it  later. 

The  Chairman.  I  think  maybe — what  is  your  pleasure?  If  you 
are  prepared,  I  think  we  will  listen  to  it. 

Mr.  Neel.  All  right,  sir. 

The  President's  Advisory  Committee,  among  the  subjects  which  it 
studied  and  which  it  reported  on,  considered  the  subject  of  the  reor- 
ganization of  the  housing  agencies. 

You  will  find,  if  you  examine  that  report,  that  contained  therein 

a  complete  report  of  a  subcommittee,  the  chairman  of  which  was 
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1*.  Neilsoti,  of  Denver^  Colo.,  and  that  tlmt  subcommittee  made  an 
tensive  investigation  of  wliat  the  proper  organizatioji  of  the  housing 
C^ncies  otight  to  be. 

Tlie  exact  lan^unge  of  the  conclusions  to  which  the  conimittee  came* 
[  course,  are  contained  in  the  report,  and  if  I  hasie  varied  from  what 
16  eonel unions  were  that  they  came  t^,  as  specifically  stated  iii  that 
jport,  it  would  be  simply  because  my  memory  is  somewhat  at  fault. 
Diit  basically  s]>eakin^,  with  regard  to  the  FHA,  and  the  other 
iustitiient  rtgencies  of  the  Housing  and  Home  Finance  Agenc}^,  that 
^ituniltee  reported — iind  I  might  say  that  Mr.  Cole  was  the  cliairman 
t  the  conxmittee,  of  course — that  the  authority  of  tlie  Housing  and 
loDie  Finance  Agency  over  tlie  constituent  agencies,  FHA,  Home 
(oaii  BaJik  Board,  Public  Housing  Administration^  and  other  admin- 
Etrations,  ought  to  be  clarified  and  strengthened  so  that  there  would 
bim  question  but  that;  where  mattei-sof  Imsic  policy  were  concerned — 
lid  I  emi>hasize  thc^e  words  because  that  is  at  the  heart  of  the  current 
sue — where  matters  of  basic  policy  were  concerned,  there  should  be 
0  question  as  to  the  authority  of  the  Housing  and  Home  Finance 
.dministrator  to  advise  and  to  control  the  operation  of  the  constituent 
^neies. 

The  comniitteej  however,  went  out  of  its  way  to  point  out  that  that 
id  not  mean  the  dav- to-day  operation — this  did  not  mean  that  the 
ousing  and  Home  f^i nance  Administrator  should  have  control  over 
m  day-to-day  o]>enition  of  the  constituent  agencies^  whether  it  was 
le  FlIA,  the^onie  Loan  Bank  Board,  or  the  Public  Housing  Admin- 
tration. 

You  are  familiar  with  the  fact  that  that  report  was  made  sometime 
tlie  fall,  I  can't  recall  the  exact  date — Oct£>ber  or  Novemljex. 
ibsequently,  tlie  administration  first  got  busy  on  preparing  a  hous- 
g  progiiuu  to  present  to  the  Congress,  to  a  large  extent,  although 
>t  entirelv  based  on  the  recommendations  of  that  committee. 
It  has  also  been  a  matter  of  common  knowledge  in  our  industry 
lat  the  adioinistration  has  been  preparing  a  proposed  reorganization 
btt  to  submit  to  the  Congi^ess  which  would  caiTy  out  or  be  based  on 
Hpeeommendations  the  Advisory  Commit  tee  made. 
it  lias  also  t>eeu  ii  msitter  of  conunon  knowledge  to  the  industry  that 
lere  were  cert-ain  officials  in  the  administration  who  very  properly 
id  different  ideas  about  what  ought  to  be  contained  in  the  reorgam- 
fcijpn  plan — the  details  of  it. 

■kttiVally^  people  are  going  to  differ.  My  father  used  to  tell  me 
w  he  practiced  law  for  30  yeai^  before  lie  realized  that  somelKxly 
mid  differ  with  yon  and  !)p  honest,  and  it  took  him  another  10  years 
»  find  out  that  somebody  could  differ  with  you  and  may  be  right, 
hat  is  a  long  process,  but  I  just  emphasize  tlnit  in  pointing  out  that 
lere  were  different  opinions. 

Now%  it  was  a  matter  of  common  knowledge  that  there  was  some 
ndencj  on  the  part  of  certain  administration  officials — and  I  am 
>t,  by  use  of  the  word  "certain,'*  criticizing;  I  am  simply  emphasiz- 
,g  there  were  different  view^s — w^ho  felt  that  the  power  and  the 
ithority  of  the  Housing  and  Home  Finance  Agency  over  its  constitu; 
it  agencies  ought  to  be  increased  considerably  beyond  the  recom-^ 
^~  ^  itions  of  the  Advisory  Committee. 

evidence  of  that,  I  point  out  to  yon  that|  w^hen  the  tendency  of 
might  be  in  the  President's  report  became  known,  the  savings 
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and  loan  institutions  of  this  country  became  alarmed  over  what  might  £ 
happen  to  the  authority  and  the  independence  of  the  Home  L^  fi 
Bank  Board,  and  it  is  no  secret  that  in  expression  of  that  alarm,  their  f^ 
industry  expressed  itself  in  no  inconsiderable  terms  by  means  of  letteis 
telegrams,  oral  expressions,  as  they  had  every  right  to  do,  and  should 
have  done ;  that  an  attempt  to  lessen  the  independence  of  the  Home  m 
Loan  Bank  Board,  or  to  go  beyond  the  provisions  of  the  report  of  dra  l: 
President's  Advisory  Committee,  would  be  a  mistake.  *^ 

Now,  by  the  same  token,  it  was  known  to  the  industry  that  the  same 
fears  which  prompted  the  savings  and  loan  institutions  to  express 
themselves  to  the  President  of  the  United  States,  and  for  all  I  know 
to  Members  of  the  Congress,  and  certainly  to  other  administratioa 
officials,  prompted  us  to  see  what  might  be  m  store  for  the  institution 
with  which  we  had  done  the  most  business  throughout  the  years,  and 
for  which  we  had  the  utmost  respect,  and  I  refer  to  the  Federal  Hous- 
ing Administration. 

To  a  large  extent.  Senator,  we  are  working  in  the  dark.  We  have 
never  seen  a  proposed  reorganization  plan.  I  am  pei'sonally  convinced 
that  there  is  a  plan  in  existence.  It  is  certainly  the  privilege  of  the 
Administration  not  to  make  its  contents  known  in  detail  until  it  is 
submitted  to  the  Congress. 

The  Chairman.  Do  you  have  any  knowledge  of  your  own  that  there 
was  any  misunderstanding  over  this  report  that  you  say  you  have  nev» 
seen,  between  the  President  and  Mr.  Hollyday  ? 

Mr.  Neel.  Well,  Senator,  when  you  say  the  President,  I  would 
prefer  to  say  "certain  administration  officials."  Obviously,  the  Pres- 
ident of  the  United  States  has  larger  worries  than  the  independence 
of  the  FHA,  and  therefore,  when  we  speak  about  the  administra- 
tion, we  mean  the  people  who  carry  out  the  policy  of  the  administra- 
tion in  tliese  matters,  and  therefore,  when  I  say — when  you  ask  me 
do  I  have  any  knowledge  that  there  was  any  difference  of  opinion, 
I  believe  there  was  a  difference  of  opinion. 

The  Chairman.  Do  you  know,  or  your  own  knowledge? 

Mr.  Neel.  I  have  reason  to  make  the  statement  I  do,  sir.  My  posi- 
tion is  not  based  purely  on  hearsay.  However,  it  is  not  susceptible 
to  documentary  proof,  naturally,  until  the  contents  of  the  proposed 
plan  are  known. 

We  did,  however,  take  the  opportunity  to  point  out  to  the  Presi- 
dent's Assistant,  Gov.  Sherman  Adams,  that  there  were  certain  ques- 
tions which  this  industry  felt  ought  to  be  answered. 

The  Chairman.  Was  this  before  or  after  Mr.  Hollyday's  dismissal? 

Mr.  Neel.  Before  his  dismissal,  sir. 

Mr.  Chairman.  Did  you  know  at  that  time  that  they  were  consid- 
ering dismissing  him?  Was  that  the  purpose  of  your  visit  with  Gov- 
ernor Adams? 

Mr.  Neel.  No,  sir.  The  purpose  of  our  visit  with  Governor  Adams 
was  to  discuss  with  him  the  fact  that  if  a  proposed  plan  contained  cer- 
tain provisions,  it  was  our  opinion  it  would  meet  with  the  opposition 
of  many  in  the  industry,  and  we  hoped  that  the  administration  would 
not  present  a  plan  which  would  require  industry  opposition.  I  can 
make  available  to  you,  if  you  desire,  the  letter 

The  Chairman.  Understand,  this  resolution — was  tliis  a  resolution 
of  the  board  of  directors  ? 
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Mr,  Xeel.  This  was  a  stutement  made  by  Mr.  Clarke,  as  president 
of  the  association,  and  approved  by  approsimately  1,000  members  of 
ibeasisoeiation  who  were  in  at  tendance  at  a  meeting  in  New  York  the 
morning  Mr.  Holljday's  dismissal  was  announced. 

The  t^st  uf  tlie  statement,  as  you  will  see  from  reading  it,  goes  to 
the  manner  in  which  Mr.  Holly'day  was  dismissed.  The  association 
was  indi  tenant  with  tlie  manner  of  Mr,  Holly  day's  dismissal.  We  are 
>4ill  indi^^nant  about  it, 

In  my  opinion,  we  would  make  the  same  statement  today.  If  you 
Imow  a  man,  if  you  trust  a  man,  if  you  have  known  what  kind  of  a 
person  he  is  for  many  years,  if  he  is  unjustly  treated,  in  your  opinion, 
if  lie  hus  been  tlie  pre.sident  of  your  trade  association,  and  if,  with  those 

I  factsv,  you  fail  to  make  a  statement  such  as  this  association  made,  I 

II  think  you  would  be  subject  to  criticism.     Not  if  yon  make  it. 

p         I  iim  authorized  to  say  to  you  that  under  sinular  circumstances,  tha 

,        a^ifM^iation  would  make  the  same  kind  of  statement  it  made 

k         The  Chairman,  Regardless  of  waiting  until  tJiey  knew  the  reasons? 
k         Mr.  Nkpl.  Senator,  the  text  of  the  hearings  to  date  have  simply 
I       mnHrnied  my  own  beliefs  in  this  regard. 
I  The  CiiAiKMAN.  In  what  respect? 

*  Mr,  Nekl.  In  respect  to  the  announced  reasons  for  Mr,  Hollyday-s 

^      firing:  they  are  so  unbelievable  as  not  to  have  been  the  real  reason. 
W        The  Chairman,  You  don^t  mean  the  hearings,  today ;  you  mean  the 
\       current  hearings? 

Mr,  Nekl.  I  mean  the  hearings  of  the  last  few  days  before  you,  sir* 
The  Chairman.  The  current  hearings. 

In  othe!^  words,  you  are  still  of  the  opinion  that  Mr,  Ilollyday  was 
fire<l  because  he  opposed  a  certain  specific  reorganization  plan? 

Mr*  Xfxi.,  I  wonder  if  he  was  not  fired  for  that  reason,  sir,  because 
the  announced  reasons,  the  facts  have  not  borne  them  out,  and  the 
method  and  the  manner  in  whidi  he  was  fired  was,  in  my  opinion, 
both  ]>ersonally,  and  aa  general  counsel  of  the  Mortgage  Bankers 
A>!^3ciation,  unjust,  abrupt,  and  I  will  terminate  my  adjectives  at 
that  point. 

I  have  one  further  comment  to  make  about  this:  We  did  submit  to 
Gijvernor  Adams  a  statement  of  our  opinion  on  the  proposals.  I  wHU 
make  it  aviiilable  to  yon  if  you  wish.  Since  that  date,  notliing  has 
occurrerh  We  know  of  no  further  action  regartling  it,  and  therefore, 
-'  Lt  I  have  related  to  you  seems  to  me  will  give  you  a  brief  back- 
iful  <»f  tlie  climate  which  caused  us  to  express  the  words  which  are 
t"o[itained  in  that  statement. 

Tlie  Ch%irmax,  Did  you  ever  maka  a  statement  representing  the 
M  .:  rtrage  Bankers  Association,  that  tlie  alleged  irregidarities,  if  true, 
vaiL-  very  unfortunate  and  that  the  matter  ought  to  be  investigated 
and  ought  to  be  looked  into? 

Mr.  Nkel.  Such  a  comment  m  contained  in  the  statement  which  I 
will  present  to  you  today,  sir. 
The  Chairman.  But  you  didivt  make  it  up  until  tlds  time? 

Mr.  Neel..  We  luive  made  no  public 

The  Chairman.  Did  you  concunently  with  this  statement  say  that 
the  allegations,  if  true,  should  l>e  looked  into  and  investigated? 
Mr.  NiEi*  Up  to  that  time,  the  only  thing  that  had  been  made  pub- 
"tr.  Cole's  statement  that  Mr,  Holly  day  had  been  lax  and 
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unusually  negligent  in  administering  the  FHA  program.  The  details 
of  what  has  occurred  since  then  were  not  avauable  at  the  time  t^ 
statement  had  been  made. 

There  is  no  reason  why  I  should  hesitate  to  tell  youjiowever,  thaL 
of  course,  irregularities  ought  to  be  investigated.  We  do  not  and 
never  have,  as  an  association,  condoned  any  negligence,  neglect,  fraud^ 
collusion  of  any  kind. 

The  Chairman.  But  you  didn't,  at  the  time  you  made  this  resolu- 
tion, when  these  1,000  people  were  present,  you  didn't  pass  any  aidi 
resolution,  did  you  ? 

Mr.  Neel.  Is  o,  sir,  we  did  not.  What  we  were  referring  to  was  the 
method  of  dismissal  of  Mr.  HoUyday. 

The  Chairman.  Why  didn't  you  pass  a  resolution  saying  that  thesi 
alleged  irre^larities,  and  so  forth,  were  very  bad  ?  In  other  words^ 
you  left  the  inference,  you  see,  with  the  country  and  the  people  reading 
it,  that  evidently  these  alleged  irregularities,  that  there  wasn't  any- 
thing to  them,  and  that  Mr.  Hollyday  had  been  wrongly  treated.  I 
was  amazed  this  morning  when  I  came  here  and  discovered  a  prw 
release  that  the  builders  had  gotten  out  which  we  talked  about  this 
morning,  the  National  Association  of  Home  Builders,  leaving  a  similar 
impression. 

The  facts  of  the  matter  are,  you  see,  it  wasn't  the  President  of  the 
United  States,  or  Mr.  Adams,  or  this  committee,  that  committed  the 
so-called  alleged  irregularities,  but  they  happened  in  the  field. 

We  are  just  trying  to  do  our  duty  hei-e  and  accept  our  responsibilitr 
by  looking  into  them  and  nothing  else.  In  other  words,  I  would  think 
that  you  people  who  have  been  dealing  in  these  mortgages  and  the 
builders,  would  be  even  more  concerned  about  their  reputation  and 
their  integrity,  and  getting  this  matter  straightened  out,  than  we  arc 

Mr.  Neel.  We  are  concerned  about  it.  Senator. 

The  Chairman.  You  have  never  yet  made  a  single  statement  to 
the  press. 

Mr.  Neel.  There  was  no  reason  to  do  such,  Senator.  We  had  an 
opportunity  to  appear  before  you.  Wliat  we  were  talking  about  in 
Mr.  Clarke's  statement  was  the  method  of  Mr.  HoUyday's  siunmaiy 
dismissal.    I  do  not  agree 

The  Chairman.  Wasn't  it  a  fact  that  the  alleged  irregularities 
meant  nothing  to  you? 

Mr.  Neel.  That  is  not  true.  The  statement  does  not  imply  we  con- 
done irregularities.  There  had  been  no  discussion  of  irregularities 
at  the  time  the  statement  was  made.  The  only  thing  we  referred  to 
was  the  inference  that  Mr.  Hollyday  had  been  remiss  m  his  duties,  and 
we  respectfully  submit  that  he  had  not  been. 

The  Chairman.  Well,  of  course,  that  we  have  no  way  of  knowing. 
We  haven't  gotten  into  the  investigation,  today,  excepting  that  your 
statement  and  resolution  was  so  positive. 

Mr.  Neel.  It  was  positive.  Senator,  because  we  believed  an  injustice 
had  been  done  to  an  honorable  man. 

The  Chairman.  You  say  he  was  dismissed  for  one  reason,  but  there 
was  another  reason  they  didn't  tell  the  people  about 
-  Mr.  Neel.  We  wonder  if  this  is  not  tne  case. 

The  Chairman.  It  is  a  serious  allegation. 

"Mr.  Neel.  I  a^ree,  and  it  is  a  serious  allegation  for  the  administra- 
fion  to  make  against  an  honorable  man  by  summarily  dismissing  him. 
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The  Chairman*  And  thev  having  the  facts  as  to  why  they  iver© 
doing  it.  and  vou  having  nonej  you  still  make  that  statenient? 

Mr,  Neku  Yes^  ^iir,  f. still  make  that  statement.  However,  I  do 
[hiVe  s<«n6  gfeiieral  comment.^  regarding  the  reasons  for  which  you 
■^pd  lis  to  iippenr  toda}'.  That  iBj  to  attempt  to  discuss  what  you 
■R  do  to  [prevent  these  alleged  discrepancies. 

"  The  Chairman,  Of  course,  that  is  what  we  are  interested  in,  now. 
^How  we  can  avoid  this  sort  of  thing  happening  in  the  luture?  We 
twant  to  fjet  (his  bill  passed  and  then  when  we  get  through  with  that, 
j  we  are  going  to  get  into  the-  real  investigation  of  this  matter. 

We  would  like  to — and  I  think  you  are  going  to  do  it— we  would 
llikfe  to  cT^ate  an  atmosphere  in  which  vou  people  who  are  in  the 
[business  of  handling  mortgages  and  building  apartments  would  co- 
! operate  with  uh  in  at  least  saying  tliat  you  are  interested  in  stamping 
I  this  sort  of  thing  out,  instead  of  getting  out  resolutions  and  state- 
ments,  as  the  hiiihlei'S  did,  cojidemning  the  President  of  the  United 
[States  and  Senate  committees j  and  committees  for  taking  this  action. 
I  Mr.  Neel.  Mr.  diainnan,  we  did  not  condemn  this  committee, 
i^e  are  in  entire  agi-eement  with  your  expressed  purpose.  We  will 
cooperate  with  vou.  We  have  cooperated  with  you  in  the  past.  I 
l^fcm  only  sony  that  a  series  of  meetm^s  which  was  set  up  lon^  prior 
io  these  hearings  keeps  Mr.  Clarke  n'om  being  with  you*  He  has 
juj?t  conchided  a  meeting 

The  Off  AIRMAN.  Mr.  Clarke  testified  on  this  subject  in  1950. 
I    Mr.  Neru  Yes,  he  did,  sir.    We  have  testified  a  number  of  times. 

The  Chairman,  He  testified  on  section  608  and  he  was  just  a3 
|Kisitive  as  you  were  in  this  resolution  that  there  was  nothing  wrong 
and  that  eveiything  was  all  right, 

Mr.  Nefx.  I  would  like  to  refer  to  some  of  the  earlier  hearings^ 
Senator,  in  which  MBA 

The  Chairman.  Why  don't  you  proceed? 
'  Senator  Lkhmam.  Mr,  Chairman,  I  think  it  ia  only  fair  to  the 
witness  to  point  out  that  the  testimony  up  to  this  point  shows  that 
Mr.  Hollyclay  was  never  given  any  reason  for  his  dismissal.  That 
le  wa^  dismissed  sininnarily  by  Mr.  Adams  without  any  reason  being 
given  to  him,  eithei'  by  Mr.  Adams  or  by  Mr.  Cole.  I  think  the 
testimony  sliciw^  thut,  and  I  think  it  is  only  fair  to  the  witness  to 
point  that  out. 

Mr.  Nhel.  Thank  you,  Senator. 
I    I  will  proceed,  then. 

■HBChaikman.  AVell,  that  isn't  technically  the  question.  We  have 
HVHtimony,  of  courj^e,  from  Mr,  ITollyday  and  Mr,  Cole,  We 
lia  veii\  had  any  test  i  nif  u  ly  fiom  Mr,  Ad  ams.'  , 

I  Mr,  Nkki.*  It  might  be  interesting  if  you  ivere  to  get  some,  sir, 
f  Tlie  CHArRMAN.  It  has  been  said  that  he  is  the  man  who  did  it,  and 
frankly,  we  do  not  know  what  tlie  facts  are*    That  is  why  we  are  going 
hi  have  the  investigation. 
[  Mr,  Xkfx,  I  think  you  shouldj  sir, 

L  Tliti  Cii airman.  We  have  in^en  just  a  little  bit  disappointed  in  that 
here  has  been  no  statement  by  your  association  and  others  dii'ectly 
MP^—^ihI  bv  this  uuitter,  w  ith  resuect  to  tlie  ^eriousnesa  of  these  alleged 
[  f-iitrrties,  if  true.  There  nave  been  plenty  of  statements  and 
in  which  you  have  been  very  critical  of  the  administration, 
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and  of  the  dismissal  of  Mr.  HoUyday,  and  of  the  starting  of  the  investi- 
gation.   I  am  saying  you  and  the  others. 

Mr.  Neel.  Don't  say  "we,"  sir.  We  made  one  statement,  and  it  bd 
nothing  to  do  in  any  respect  with  criticism  of  your  investigation.  "We 
have  made  but  one  statement  to  which  you  refer. 

The  Chairman.  Suppose  you  proceed,  and  let's  get  on  with  thebufl- 
nessj  here. 

Mr.  Neel.  My  name  is  Samuel  E.  Neel.  My  office  is  in  Washington, 
D.  C,  and  I  am  the  general  counsel  of  the  Mortgage  Bankers  Asa^ciar 
tion  of  America.  I  am  appearing  this  morning  at  the  invitation  i 
your  chairman  on  behalf  of  tlie  MBA,  to  testify  regarding  what  amend- 
ments, if  any,  are  desirable  with  reference  to  H.  K.  7839,  as  passed  Iff 
the  House,  m  order  to  prevent  the  recurrence  of  certain  undesinw 
practices  which  are  alleged  to  have  occurred  in  the  past  in  connectiai 
with  the  FHA  section  608  program  and  the  title  I  program. 

I  should  first  like  to  take  this  opportunity  to  point  out  that  the  Mort- 
gage Bankers  Association  of  America  is  an  organization  the  membeB 
of  which  are  all  types  of  lenders  which  have  made  and  own  maiijf 
hundreds  of  millions  of  dollars  of  loans  which  are  insured  by  FHA 
and  guaranteed  by  the  Veterans'  Administration. 

It  would  be  a  great  mistake  if  I  did  not  take  this  opportunity  to  poink 
out  the  soimdness  of  the  FITA  program  in  general.  Bear  in  mind  tint 
under  this  program,  since  its  inception  in  1934,  over  $18  billion  il 
residential  loans  have  been  insured.  This  program  has  made  tb 
ownership  of  homes  possible  for  hundreds  of  thousands  of  citizens  wl» 
otherwise  would  not  have  been  able  to  afford  a  home  of  their  own,  and 
I  note  from  the  testimony,  Mr.  Chairman,  that  yesterday,  or  the  daT 
before,  the  chairman  also  expressed  his  confidence  in  the  general  sound- 
ness of  the  program.     We  certainly  agree  witli  him. 

Even  assuming  the  existence  of  mistakes  in  the  progi'am — which  we^ 
as  an  association,  believe  to  have  been  greatly  overemphasized — it  is 
obvious  that  in  the  great  majority  of  instances,  FHA  loans  have  been 
soundly  made  and  represent  a  tremendous  benefit  not  only  to  the  home- 
owner, but  to  tlie  entire  economy  of  the  Nation.  It  would  be  tremen- 
dously unfortunate  if,  in  the  heat  of  the  present  controversy,  we  should 
Sermit  this  country  to  lose  confidence  in  the  FHA  program  and  to 
estroy  its  f  utui'e  usefulness. 

The  CiiAiRMAx.  Don't  you  think  the  best  way  to  restore  confidence 
is  to  effect  wliatever  steps  are  necessary  to  correct  the  evils  and  bring 
any  offenders  to  justice  ? 

Mr.  Nekl.  I  agree  with  that  100  percent,  Senator. 

The  CiiATRMAX.  Is  that  what  you  mean  by  this  statement  ? 

Mr.  Neel.  What  I  mean  by  that  statement,  sir,  is  that  where  it  is 
proved  that  discrepancies  have  occurred,  and  where  things  have  oc- 
curred that  ought  not  to  have  occurred,  that  that  should  be  corrected 
and  the  offenders  apprehended,  but  that  the  confidence  of  the  public 
in  the  protrram.  as  a  whole,  sliould  not  be  destroyed,  because  a  certain 
small  number  of  irrecnlarities — and  when  I  say  small  number,  I  per- 
sonally believe  vestigation  is  finished,  the  discrep- 
encies  which  1  U  have  been  proved  to  be  a  small 
number. 

The  Ch>  correct.    I  am  hoping 

that  we  d- 

Mr.N 
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The  CeAiitMAN,  T  hope  ynyr  statement  is  100  peree^corr^dt.    The 
»        le;^  we  find,  tlj^  better  we  will  like  it 

fMr.  A  EEL.  All  of  us  feel  that  ^viiy^  sir* 
The  Chairman,  At  the  nuiinent,  of  course,  we  do  not  know.    W« 
know  w^e  have  1,14^*  inortgaginj^^out  casef^  on  sevtion  OOH, 

b^  Mr.  Neel,  Yes,  .sin    I  will  refer  to  thcjse,  I  think,  in  a  moment: 

We  should  not  forget  that  the  troubles  wliich  are  now  bein^  con- 
aidered  have  come  fii^t  from  n  praj^rram  wjiieh  i^  no  loai^er  iti  effect  and, 
second,  from  a  [jroimuii  with  res|)wt  to  which  c^iirrective  steps  have 
^     already  been  taken. 

^  This  committee  would  be  doin^  the  country  a  p"eat  service  if  it 

^  '  ^ublicly  eonmient  on  the  irenenil  scnindness  of  FHA  and  put  the 

^       ^       '    t  trouble  in  its  proper  per?5pective.    Tlie  facts  justify  no  other 
^      concinsion,    I  sn]>pnse  I  should  say  *'to  iis,"  Senator. 
!  The  CiiAiKMAN,  I  was  goinf^  to  say,  what  facts  do  you  have? 

P^  Mr.  Nekl.  We  have  the  facts  made  available  to  you*  and  we  do  not 
^  -    have  some  of  the  facts,  I  suppose. 

^  The  Chairman.  Yon  do  nf>t  have  the  1,149  section  f><>S  eases,  do  yout 

p'         Mr.  Nekl,  Of  course^  I  don't.    I  am  going  to  talk  about  the  reason 
that  it  i^  diflicult  to  tell  what  liappeued  in  tliose  U4I>  cases  in  a  mo- 
f      metit. 

^  S]>t5t4iical}y  analyzing  the  events  which  have  been  alleged  to  have 

I      taken  place  lu  the  sec^tion  008  program,  it  should  be  reiterated,  lirst, 

►  -  thul  %ve  are  talking  al>out  a  prograna  which  is  no  loiifrcr  Li  existence. 
^  It  is  far  moiT  important,  therefore*  to  turn  the  major  *hk*U5  of  this 
^  iriqniry  to  elimiujite  the  source  of  [iussible  dHngei"s  in  the  cun-ent  pro* 
i  gram*  ntrher  than  to  dw^ell  on  past  errors  of  omission  or  commission. 
t  Second,  w^e  shouhl  like  to  point  out  that,  assuming  the  absence  of 
[  collusion  or  fraud — ^which  has  yet  to  be  demonstrated  to  have  oc- 
fe  cun-e*!— the  possibility  of  a  builder  building  a  section  COB  project  for  a 
1^      eo^t  lei«  than  the  amount  of  the  oitirtgage  wan  always  inherent  in  the 

>  t>r*^n*»tn.  As  I  have  said  earlier,  Senator,  if  you  discover  evidence  of 
^  collnsion  or  fraud,  you  should  In?  as  active  as  you  can  in  doing  what  you 
p  rm\  to  criticize  the  fact  that  it  took  place  and  to  prevent  it  taking 
^        place* 

I  Riglit  here,  it  was  of  intei^st  to  nie  to  note  an  article  which  ap- 

i  pea  red  in  the  Denver  Rof:ky  Mountain  News  on  Tuesday,  April  20^ 
p  J  list  as  I  left  to  come  to  ttirs  heanHir.  That  is  a  news  release  talking 
P  about  a  $10X»  million  loan  by  the  Equitable  Life  Insurance  iS^xuety  of 
[,  Xew  Y'ork  for  a  20-ttory,  mile- high  center  sky  sera  }ier.  This  is  a  con- 
ventional loan,    But  here  is  what  the  news  release  says. 

Tlie  Chairman.  Do  you  mean  it  is  not  an  FHA  loan  ? 

Mr.  Neel.  No,  sir,  it  is  not, 

.irthiir  J,  Ryrthmi  of  Df*rivfr,  Hie  S€*ri1cir  vi<^e  presirUt^t  of  Webb  &  Kirnpp, 
mitl  the  iautv  i*«  ''mm"*3  ihnu  ample  in  com  pie  te  ttie  proj*>ct/* 

Til  at  seems  to  me  to  be  veiy  interesting,  because  it  shows  you  that 
(he  fact  that  a  mortgage  will  at  least  cover  or  more  than  cover  the 
amount  of  the  cost  of  the  propc  rty  is  not  a  nuitter  which  is  specifically 
limitetl  to  tlie  operation  of  the  FHA  ]irogram. 

The  Chaikmak.  Yes^  but  don^t  you  completely  miss  the  point,  iB 
that  the  law  that  w^e  passed  that  you  are  w^orking  under  said  SO  per- 
Cf*rit,  and  don't  you  completely  miss  the  point  under  section  608,  and 
that  is,  the  rents  that  were  established  are  based  on  the  mortgage  and 
the  larger  the  mortgage,  the  higher  the  rents? 
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Mr.  Neel.  The  law  passed  said  the  mortgage  should  not  exceed  90 
percent  of  the  "estimated  necessary  current  cost"  of  the  project,  which 
FHA  should  determine  in  advance.  And  in  no  instance  to  my  knowl- 
edge, has  it  been  proved  that  the  mortgage  exceeded  that  figure,  % 
percent  of  the  estimated  necessary  repmcement  costs,  as  detennined 
by  FHA,  before  the  project  was  ever  undertaken. 

The  CHAtRMAN.  Let  me  ask  you  this,  then 

Senator  Bennett.  Mr.  Chairman,  while  you  are  looking  at  that, 
I  wonder  if  you  would  let  me  read  that  news  release? 

Mr.  Neel.  Yes,  indeed.  Senator. 

The  CnAiRBfAN.  Here  is  a  project  where  the  mortgage  was  $4,20T,- 
000.  The  actual  cost  was  $2,953,000,  upon  which  they  made,  accord- 
ing to  their  own  internal-revenue  return,  upon  which  they  paid  an 
income  tax  or  offered  to  pay  an  income  tax  under  capital  gains,  they 
made  $1 ,316,874.48.    Now,  is  that  correct  ?     Was  that  a  proper  thing! 

Mr.  Neel.  Well,  now,  in  the  first  place.  Senator,  I  don't  doubt.  tMt 
those  fibres  are  true,  although  those  are  figures  which  not  only  ha^i 
ben  available  to  the  general  public,  but  were  not  available  to  the  FHA 

The  Chairman.  They  were  in  the  income-tax  returns. 

Mr.  Neel.  Those  returns  were  not  available  to  the  FHA,  Senator. 

The  Chairman.  I  imderstand  that. 

Mr.  Neel.  They  don't  know  what  a  project  costs.  This  Gongres 
never  told  the  FHA  that  it  ought  to  find  out  what  a  section  608  project 
cost,  nor  was  it  permitted  for  them  to  find  out.  The  point  that  I  was 
trying:  tomltte,  sir,  was  that  the  figure  you  gave  me  of  a  mortgage  of 
$4,270,000  was  not  more  than  90  percent  of  the  FHA's  estimated  cur- 
rent replacement  cost  when  they  estimated  the  cost  of  the  project.  It 
turned  out  to  be  more  than  the  project  cost,  but  that,  accordinsf  to 
the  statute,  was  no  business  of  the  FHA.  They  had  no  access  to  tho» 
figures.  They  don't  know  today  what  a  project  costs.  The  Internal 
Revenue  Service  is  the  only  office  of  the  Government  that  knows  those 
figures.  And  that  is  still  time  today,  sir,  as  I  point  out  later  in  tiiis 
testimony. 

The  Chairman.  Why  did  Mr.  Clarke,  then,  testify  back  here  that 
there  was  no  such  thing  as  what  I  have  just  called  to  your  attention 
happening  in  the  industry,  back  in  January  1950? 

Mr.  Neel.  Well,  I  don't  know  the  testimony  to  which  you  refer, 
sir. 

The  Chairman.  Are  you  taking  the  position — ^you  are  taking  the 
position,  then,  that  that  particular  transaction,  that  that  particular 
builder,  did  not  violate  any  laws  or  any  regulations,  that  that  was  a 
perfectly  legitimate  tranaction? 

Mr.  Neel.  There  is  no  question  about  it,  Senator.  I  am  not  saying 
that  was  a  reasonable  profit,  but  the  question  you  asked  me,  the  answer 
to  it,  in  my  opinion,  is  "No  question  about  it." 

The  Chairman.  In  other  words,  in  all  these  cases — for  example, 
here  is  another  one  wh^rp  flio  mortgage  was  $3,357,400,  and  it  cost 
$2,309,000.    ]  Do  you  think  it  is  possible  for  an 

FHA  app  illion-dollar  mistake  on  a  $3  million 

project?  ^ . 

Mr.  J  ^^  ^-^n't  have  thei-e  that  you 

ought  to  which  the  FHA  made 

of  thj 
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The  CiiAiKMAN.  I  am  taking  it  that  the  appraisal  they  made  was 
90  percent,  or  the  mortgage  was  supposedly  90  percent  of  the  appraised 
coBt^  so  we  know  what  the  mortgage  was ;  it  was  $3,357,400,  which  sup- 
posedly was  90  percent  of  the  appraisal ;  is  that  correct  ? 

Mr.  Neel.  Let  us  assume  that  it  was.  Yes,  sir,  that  ought  to  be  a 
correct  statement 

The  Chairman.  But  this  $1,047,000  is  $1  million  over  the  actual 
cost,  so  if  you  go  back  and  take  the  10  percent  off,  it  is  even  worse. 

Mr.  Neel.  Well,  if  what 'you  are  saying  is  that  the  FHA  esti- 
mate  

The  Chairman.  Made  a  million-dollar  mistake  on  a  $3  million 
projeot.    Doyou  think  that  is  possible? 

Mr:  Nkei^  I  don't  see  that  he  made  a  mistake,  sir.  I  would  describe 
it  this  way,  that  they  estimated  before  construction  had  started',  that 
on  the  average,  the  estimated  replacement  cost  would  be  the  figure  that 
you  mentioned,  the  amount  of  the  mortgage  plus  90  percent.  It 
tamed  out  that  the  actual  cost  for  one  reason  or  another,  assiuning 
the  absence  of  any  collusion  or  fraud,  sir — ^now,  we  can't  assume 

The  Chairman.  Let's  take  this  one.  Here  is  one  where  the  mort- 
gage was  $557,000.  The  cost  was  $398,000,  the  profit  was  $158,000. 
£)o  you  think  it  is  possible  for  an  appraiser  to  make  a  mistake  of 
$158,000  on  a  $550,000  project? 

Mr.  Neel.  It  isn't  a  question  of  whether  he  made  a  mistake,  sir. 
If  you  assume  that  every  appraiser  makes  a  mistake  when  he  esti- 
mates that  the  project  is  going  to  cost  more  than  it  did,  then  you  will 
stop  every  bit  of  construction.  I  don't  know  what  is  reasonable  or 
unreasonable.  The  FHA  was  not  required  to  determine  what 
was  reasonable  or  uni'easonable,  because  not  until  you  gentlemen 
put  it  in  the  law  of  the  Military  Housing  Act  was  any  cost  certifica- 
tion required  hj  the  Congress  of  projects  which  the  FHA  insured. 
Therefore,  the  information  you  have  th&re  is  inf Qjination  whicl\  was 
never  available  to  the  FHA. 

As  I  mention  later  on  in  my  statement,  the  appraisal  business  is  an 
inexact  science. 

The  Chairman.  This  is  very  interesting.  We  are  glad  to  get  this 
sort  of  testimony. 

What  you  are  sa^ng  is  that  even  though,  on  a  $2  million  estimate 
it  only  costs  $1  million,  you  would  still  say  that  the  builder  would 
be  within  the  law? 

Mr.  Neel.  There  is  no  question  about  it.  Senator.  Do  you  think 
he  was  not  within  the  law,  eliminating  the  question  of  reasonableness  ? 

The  Chaikman.  Is  it  your  opinion,  then,  that  these  FHA  appraisers 
JQst  made  these  kind  of  mistakes? 

Mr.  Neel.  I  don't  like  the  use  of  that  word  "mistake."  Thei-e  is 
no  question  that  they  made  the  appraisal,  sir.  There  Is  no  question, 
however,  but  that  tne  dangers  in  the  section  008  program  had  been 
pointed  out.  I  can  show  you  three  instances  in  which  MBA  went  on 
record  stating  tliey  would  not  recommend  the  extension  of  the  section 
608  program  for  various  reasons,  and  I  have  the  testimony  here  if 
you  wish  me  to  read  it. 

The  Chairman.  We  have  been  over  that  and  you  are  right  about 
that. 

Mr.  Neel.  When  you  have  a  loan  which  represents  a  high  percent- 
age of  loan  to  cost,  let  alone  value,  and  when  you  have  a  program 
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which  the  Congress  told  FHA  to  go  out  and  promote  bocaufie  they 
wanted  housing  built,  in  our  opinion,  the  kind  ot  thing  that  happened 
is  almost  inevitable.  We  thinK  it  could  be  corrected.  We  have  some 
su^estions  here  as  to  how  it  might  be  corrected. 

The  Chairman.  You  have  your  suggestions  as  you  go  along? 

Mr.  Neel.  Yes,  sir,  I  do. 

The  Chairman.  Well,  we  have  been  talking  about  one.  Of  course, 
we  put  that  into  the  Military  Housing  Apt,  where  they  had  to  certify 
to  their  costs  when  the  project  was  finished. 

Mr.  Neel.  That  is  right. 

Senator  Bennett.  I  asked  Mr.  Neel  to  hand  me  the  clipping  to 
which  he  referred  earlier. 

Did  I  understand  the  purpose  of  your  comment  to  be  that  you 
considered  this  particular  financing  an  example  of  a  case  where* 
private  firm,  without  Government  guaranty,  would  loan  more  than 
value  of  the  project  ? 

Mr.  Neel.  I  gave  it  to  you.  Senator,  because  it  seemed  approprit^ 
to  show  that  in  many  cases  it  is  not  only  common  but  has  commoft' 
acceptance  that  the  amount  of  the  mortgage  will  cover  the  cost  of  the 
project. 

Senator  Bennett.  The  word  and  phrase  you  read  to  us  was  **inow^ 
than  ample,"  and  the  impression  I  got  from  your  reference  was  tW_ 
this  was  the  first  loan  on  the  project.    Now,  here  is  a  project  thatil 
partly  finished. 

Mr.  Neel.  I  don't  believe  it  is  started,  sir. 

Senator  Bennett.  Let  me  read  it  to  you. 

Rajrstrom  stated  the  loan  is  secured  by  present  construction  in  the  skyscraptt 
involving:  more  than  $.3  million,  by  the  value  of  the  land  at  17th  and  Broadwif  c 
at  more  than  $1^»  million,  and  the  value  of  the  present  Sears,  Roebuck  Bnildinft 
more  than  $1  million. 

Mr.  Neel.  Those  are  other  properties  they  are  referring  to.    Thttj 
loan  is  to  build  a  new  building,  I  believe,  sir. 
Senator  Bennett.  I^et  me  read  to  you  again — 

secured  by  present  construction  in  the  skyscraper.  Involving  $3  miUion. 

So  there  isn't  a  case  where  private  lenders  are  deliberately  loaniflf 
more  than  the  estimated  total  cost  of  the  building.  Tliis  is  a  case  , 
where  he  is  loaning  enough  to  finish  a  building  that  has  already  been-  ^ 
started,  and  that  is  a  completely  different  situation,  and  I  wanted  to 
clear  that  up. 

Mr.  Neel.  I  am  glad  to  have  your  comments,  sir.  The  language 
that  I  quoted  appeared  to  be  peculiarly  apt  to  the  circumstances. 

Senator  Bennett.  But  you  didn't  read  down  the  rest  of  the  sama 
column  or  you  would  have  discovered  that  there  are  other  substantial 
values,  including  values  in  the  building,  construction  of  which  h«^^ 
already  started.  So  the  man  would  be  justified  in  loaning  enou^  to 
complete  the  building  on  the  basis  of  the  values  already  created.  Tha^ 
is  an  entirely  different  situation. 

Mr.  Neel.  I  will  accept  your  comments,  sir. 

The  Chairman.  This  is  veiy  interesting,  that  you  do  not  think  that 
the  builder  violated  the  law,  even  though  there  are  these  big  discrep-  I 
ancies  between  the  appraised  amount  as  arrived  at  by  FHA  appraisers, 
and  the  actual  cost. 
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Vithout  objection,  I  would  like  to  place  into  the  record  at  tbis 
nt^ — and  I'll  not  take  the  time  to  reatl  it— <^oiIociuy  taken  from  our 
.rings  that  have  to  do  with  this  thing  that  we  aiB  discussing. 
The  material  referred  to  follows:) 

ATt  Banking  and  Curre.>ct,  Subcommittee  Heaei^o  on  S.  2246,  J^lt  29, 1049 

Ixoerpt    froTO    testimony   of   Franklin   D.   RieMrcls,   Comml»s!oiief,   Federal 

istng  Adminis^'t ration;  Clyde  L,  Powell,  Aj?si*i.Htant  ConimisfilunFr  In  Charge  of 

It   Honking,  Fedemi  Housing  Admiai^tration;  Burtoa  G.  BoTard,  Oeaeral 

lOiieU  F<*deriil  Himsinjr  Administratloa : 

age  4rH : 

Senator  Long.  When  yon  ^a:r  *aetual  overhead/  yom  are  in  effect  saying  what 

t*stnnati*d  artnal  overhead  wiiuld  be:  be<*aii>?e  this  has  to  be  appruved  before 

pr*tjtvt  ever  »t4irt*jt*i>nHtructloa,  at^  I  understand  il?*^ 

^«t*  4m : 

Mr.  Rif  iiARim.  That  LMripht 

Seaator  lAysih  And  if  the  overhead  shoulil  not  run  that  hlt^h,  it  is  too  late  at 

t  dttt4*  to  rhunKe  what  tlie  notnal  fonstnu'tion  vn^t  wfjiild  be? 

Mr.  Rit^HAKDs.  Ytm  s<»e,  what  happens  then,  when  we  giet  our  estimates*  It  la 

L  like  eFtiniares  of  eost.     It  m  not  a  matliemiitk-al  science.    We  B&t  all  of  our 

ts  togi?ther,  and  then  we  fl^iirfi  from  that  a  maximum  mnrt^ajre  amount: 

hai  if  we  should  actually  figtire,  we  will  say,  1  percent  too  hi|;lj  on  overheadj 

I  w*ould  reflect  in  the  total  cost  ui>oii  which  we  set  the  mortgage  amount,  you 

Senator  Loncp.  I  see.  This  alao  hasr  down  here  that  there  are  allowances 
p*l  nn  the  appraised  value  of  land  in  use  as  a  rental  development,  rather  than 
IcquisitJon  rost. 

As  1  and€*rstand  that,  a  man  I^  permitted  on  the  amount  of  the  mortgage  to 
niat#  what  the  price  of  the  developed  land  ir  rather  than  the  price  he  actually 
1  for  It.  VoT  example,  it  I  go  to  a  section  of  town  w^here  there  is  a 
stantiul  amount  of  varfijjt  property  developed  but  not  where  he  Ls,  If  I 
Id  hny  that  relatively  cheap,  say  ?  1,000  an  acre,  and  I  developed  it,  I  would 
lutllled  to  more  or  ie^s  look  at  the  developed  cost  which  might  be  $5,000  an 
?,  rather  ih^iii  the  r  oi*!  thnt  I  paid  for  it,  I  take  it. 

Mr,  IlicnAROS.  I  woultl  like  to  ask  Mr.  Powell  to  lell  you  about  that  speciflcallyt 
let  me  say  this,  of  course,  that  mo8t  all  land  w^here  relatively  large  projects 
develop<>d  is  what  we  cAll  normally  raw  land,  and  it  has  to  be  Improved, 
oi^ts  money  to  put  streets,  titilltlest,  sewers,  so  on  and  sn  forth,  in  there. 
Ro  our  value  Is  base<l  upon  the  land  ready  for  use.  WUl  you  go  Into  detail 
hat? 

Blr.  Fnwiru^  You  explained  it  pretty  well  there,  Mr.  Richard!*.  We  take 
RCtnal  epilog  market  price  of  the  laad  In  it*?  present  state;  and  in  order  for 
»  l*e  a  sable  In  a  multifainily  rental  housjuK  projtn^t.  It  ml^iit  have  to  ha^'e 
eH  pav*^d  on  the  otitside:  we  mi^jht  have  in  brin?,'  up  a  sewer  line^  waler 
at,  and  ao  forth  to  fpermit  It  to  lie  used. 

Senator  Loxa  To  make  it  ready  for  use.     Ton  would  permit  that  fo«?t  in 
VII 1  lie  of  the  section  Ii08  project? 
tfr.  ro#EU-.  Yea. 

•  •  •  *  *    '  •  * 

Senator  Lojta,  Would  you  allow  the  expense  of  forming  the  corporation?'* 

>lr.  PowKM*.  That  Is  part  of  the  cost.  However,  the  statnte  goes  on  to  eay 
we  run  not  make  a  loan  In  excess^  of  90  percent  of  tiie  overall  cost  of  the 
whh'h  imhiflcs  land,  legal  and  *>rmnIzntlon,  coatracts,  and  hulldpr*s  fees, 
t  cT'ws  on  further  to  say  that  tlie  maximum  amount  of  that  mortgage  cannot 
ed  the  f'ost  of  construction  on  the  site,  exclusive  of  land  and  legal  and  or* 
rrit  i-in  i^xi>ense, 

MARoa.  tt  farther  restricts  It* 

vFiL.  So  It  cannot  come  out  of  the  mortgage  proceede.  It  Is  an  In- 
\ui*nt  the  sponsor  has  to  make  himself.  Therefore,  we  are  not  so  terribly 
-,.,af^*/f  I u  IV hat  he  pays  his  attorney. 

lM7<iG.  Would  you  mind  explalnlnsr  that  to  me  over  agaia«  please? 

'  jx.  There  Is  a  proviso  right  In  the  act,'* 

f r.  BaiTAmi.  Section  608  of  the  act  says : 
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"  'The  mortgage  shall  not  exceed  90  percent  of  the  amount  the  Ck>mmi88ioDer 
estimates  to  be  necessary  current  cost  of  the  completed  property  of  the  project. 
Including  the  land,  the  proposed  physical  improvements,  utilities  within  the 
boundaries  of  the  property,  architects'  fees,  taxes,  interest  accruing  to  constrws 
tion,  and  other  miscellaneous  charges  incidental  to  construction  approved  by  |i 
the  Commissioner :  Provided^  That  said  such  mortgage  shall  not  in  any  event 
exceed  the  amount  which  the  Commissioner  estimates  will  be  the  cost  of  conk- 
pleted  physical  improvements  on  the  property  or  project,  exclusive  of  off-site 
public  utilities  and  streets,  and  organization  and  legal  expenses.' 

"Senator  Long.  That  is  not  quite  too  clear  to  me,  but  maybe  it  will  clear  up 
as  I  go  along. 

"Mr.  BovARD.  It  could  be  90  percent  of  the  overall,  but  not  to  exceed  100  per  , 
cent  of  the  cost  of  the  construction,  of  the  physical  improvements. 

''Mr.  Richards.  If  90  percent  of  the  overall  is  greater  than  the  actual  pbyaieil  I 
cost  of  the  improvements,  the  actual  physical  cost  of  the  improvements  is  tkt  | 
maximum  amount  of  the  mortgage. 

"Senator  Long.  I  see.  Would  that  include  contractor's  fees,  for  example,  irf  j 
architect's  fees,  the  physical  cost  of  the  improvements? 

"Mr.  Richards.  But  not  organization. 

"Senator  Long.  That  is  to  protect  you  on  organizational  cost  to  make  sore  | 
they  do  not  run  too  high  ? 

"Mr.  Richards.  That  is  in  the  statute.  -3* 

"Mr.  BovARD.  And  the  cost  of  the  land  would  not  be  included. 

"Senator  Long.  If  it  ran  over  100  percent? 

"Mr.  BovARD.  Yes.    That  protects  on  possible  overvaluation  of  land. 

"Senator  Long.  I  see.  But  that  does  not  include  something  like  the  arcliitecttl^ 
fees  or  the  builder's  fees  ? 

Mr.  RichaRI>s.  That  Is  in  there,  and  we  set  those,  you  see. 

"Senator  Long.  I  see.  I^t  me  ask  you  this  question:  Suppose  a  man  v||lL^ 
goes  to  build  a  section  608  project  is  not  an  attorney,  or  like  I  was  before  1 91C  ,^  ^ 
to  be  a  Senator,  he  was  just  an  ordinary  person.  Suppose  he  is  a  contracts  ^ 
and  that  is  his  speciality. 

"Mr.  Richards.  That  is  the  way  most  of  them  have  been  built 

"Senator  Long.  Would  you  i)ermit  that  contractor  to  include  the  5  percat 
plus  the  3  percent,  the  8-percent  contractor's  fee  in  the  estimated  cost  of  coi- 
struction? 

"Mr.  Richards.  That  is  right. 


"Senator  Long.  Now,  in  actual  operation.  If  a  man  does  what  a  friend  of  niM 
has  done — that  is,  he  builds  his  own — and  I  believe  that  is  a  prevalent  practi^j 
frankly — if  he  builds  his  own  project  and  he  maybe  pays  the  1-percent  aichitecft 
fee  and  maybe  pays  none,  but  let's  assume  he  pays  the  1-percent  architect's  fee- 
if  he  builds  his  own  project,  the  8  percent,  the  contractor's  fee  in  effect,  and  the* 
percent,  what  he  can  save  out  of  the  architect's  fee  by  virtue  of  the  fact  thatfci 
feels  qualified  to  build  it  himself  without  the  aid  of  an  architect,  then  tkit 
would  be  12  percent  of  the  cost. 

"Mr.  Powell.  You  are  using  the  4  percent  for  the  architect,  presuming'* 
actually  costs  1  percent  to  produce  the  drawings?" 

Page  439 : 

"Senator  Long.  That  is  right. 

"Mr.  Powell.  You  would  have  5  and  4  percent.  The  other  3  percent  is  actqaUJ 
exiiended  on  overliead  on  the  job. 

"Senator  Long.  You  estimate  that  would  be  expended.  But  if  he  can  get  W 
on  less  than  that,  if  he  can  get  \)y  without  expending  the  3  percent  on  his  ot«^ 
head  of  the  contractor 

"Mr.  Powell.  He  can  save  that  on  the  cost  of  construction. 

"Senator  Long.  Of  course,  that  is  a  point  I  was  getting  around.  I  have  ne^ 
seen  a  contractor  yet  who  sUiyed  In  business  over  a  long  i)eriod  of  time  9d 
got  to  be  very  successful  bidding  on  a  job  but  what  If  he  performs,  he  usittW 
manages  to  get  that  building  up  in  a  little  less  than  the  estimated  cost,  and  tbeH 
is  a  little  saving  produced  there  usually.  I  mean  it  is  a  general  practice  anMrt 
contractors.    Some  might  run  over  it. 

"Mr.  Richards.  However,  we  have  a  large  volume  of  business,  as  you  knoWi 
and  maintain  cost  estimators  and  analysts  in  each  of  our  ofBces ;  and  it  is  tbeir 
duty  and  responsibility  exclusively  to  be  in  the  field  and  check  these  costs  all  tlje 
time. 
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Bfcw,  &ii  you  indieatvd,  a  veiT  successfuil  cuatractor  knows  liuw  to  operate  hla 
WK^^ti  mi  a  IhisIh  where  hf*  does  not  lo»e  WKm**y.  The  actuQl  eost  of  consttuc- 
m»  inclurlmg  the^se  items  that  you  have  mentloued  here,  vary  from  b\iilder  to 
llder. 

"1  KUpjios**  tf  you  took  10  huililers  In  New  Orleans  or  a»y  otlier  city  who 
mid  prodijee  exartly  tbe  same  structure,  you  would  And  It  would  cost  each  oiie 
Uiem  something  rl liferent.  So  we  try  to  get  what  we  estimate  would  be  the 
St  to  the  typieiil  buiJder,  not  to  the  very  most  effldent  or  not  the  poorest  bliUder» 
it  the  typical  buUder.*' 

•  ****** 

paije  440: 

"Senator  LOKO.  •  •  •  Wlmt  I  Imd  In  mlud  is,  I  have  a  friend  who  constructed 
8*H*tinn  6()8  project.  1  must  necessarily  say,  when  I  mention  this,  I  do  not 
tend  to  get  si>eclflc  about  this  matter,  and  I  would  like  to  have  it  understood 
lat  that  is  the  case, 

**But  I  have  a  frieud  who  constructed  one  of  these  section  608  projects,  who 
»M  me  that  he  managed  to  construct  his  project  for  70  iicrcent  of  the  estimated 

H[r«  KicuARDs.  Hts  estimated  or  our  estimated? 

^•Seji'ator  Loif(5,  Of  his  approved  estimated  cost.  He  estimated  it,  but  FHA 
pproved  it 

"itr,  RicMARUs.  You  see,  when  the  job  comes  in^  they  estimate  cost  and  we 
ttlaaate  ccssL  Now»  in  closing?  the  transaction,  we  close  on  our  estimated  cost, 
K»tise  he  may  estimate  considerably  less  than  us. 

We  have  many,  many  instances  where  these  fellows  thought  that  they  could 
uild  at  a  lower  figure,  and  actuHlly  when  it  oame  out,  it  cost  them  more. 

******* 
**Senator  1x»ng.  I  will  tell  you,  to  begin  witli,  this  particular  person  who  made 
lat  statement  to  me,  \^,  In  my  opiulou,  one  of  the  most  eUlcleut  builders  I  have 
rer  known.  The  evidence  of  that  La  that  he  has  made  more  money  In  the 
aildldi^  business  than  any  young  man  I  know,  and  undoubtedly  he  is  extremely 
Udent. 

"But  do  you  think  that  it  is  possible*  even  for  the  most  efficient  type  buUder» 
i  actually  construct  his  project  at  70  percent  of  the  estimated  cost? 
*'Mr.  PowEuu  No ;  I  do  not  think  so.*' 
Page  441 : 

'^ytr,  RicHAEDB.  I  do  not  think  so, 

"Mr.  PowEU*  I  do  not  see  how  that  is  possible,  because  we  are  rtjEfht  on  top  of 
tcml  construction  costa^  We  get  a  determination  from  the  Secretary  of  Ijibor 
I  to  the  wages  that  he  must  pay  for  all  the  mechanics  on  the  job.  If  he  does 
at  violate  the  statute,  he  must  pay  that  wage  rate, 

"We  estimate  the  length  of  time  It  takes  to  construct  that  job,  and  make  mi  estl- 
late  of  all  the  materials  that  go  iato  it,  such  as  plumbing,  beating,  plastering, 
ectrlcal  work,  and  all  that.  Our  figures  are  on  the  current  marketj  not  on  the 
itionat  market,  what  it  co.<its  In  tbss  particular  community.  We  might  be  off 
or  3  percent.  I  do  not  think  it  could  l>e  physically  possible  to  be  off  anythiuB 
ke  30  percent, 

**Seuator  Long.  11a  begin  with,  here  Is  yotir  5  percent  which  la  allowed  as  a 
»nlrart/ir.*s  fee.  That  is  nJlowed  for  his  own  effort.  Actually  the  man  ta  en- 
tied  to  compensation  for  his  effort.  I  would  not  deny  him  that  for  a  moment. 
'*Mr.  PowxiJ:^  We  exjiect  him  to  earn  that* 

**Senatr»r  Tjonq.  PIuj*  that*  here  is  a  fee  of,  let's  say,  4  percent  that  he  dm^s 
»i  ui^tualty  hftvo  tu  jmy  out  In  architect'??  fees.  Ot  couri^e,  this  man  saved  a 
hole  5  |>er<H^nt,  to  really  be  eonftdentlai  al>out  li:  but  here  ia  4  percent,  let's 
y.     lljcre  Ir  B  i^ereent  of  It. 

''Mr.  I*owF.LL.  He  udgbr  save  1  percent  on  his  overhead. 

^'Senator  r^>so.  If  he  can  jinvp  l  perceui  on  his  merhead,  that  Is  10  percent,  if 
I  **an  do  that  under  the  law.  He  already  has  a  lOO-percent  loan.  Is  that  not 
ue? 

**Mr.  RiCHAitna.  He  has  a  f¥)-per*^ent  lonn,  we  will  assume  nil  thini^  being 
i^irahJe.  He  ha;*  a  IW-ijereent  h>au  of  coRt.  An^  there  Is  one  other  element  in 
er**— tfrovlding  their  coPts  do  not  e?tcepd  Deccmtver  SI,  1047.  If  they  do,  then 
•  r*Mniiot  get  m^ire  thim  SO  pert^iit  of  those  costs. 

"But  assuming  the  t^m  did  not  exceed  lfl47  cost*  December  Si,  then  he  would 
iTe  90  percent  of  tHwt  in  the  way  of  a  mt>rtga?:e.    The  other  10  percent  of  these 

1  that  you  have  iileutEfl*d  ben^  mi^rh!  rciisonaMy  be  constioed  to  be  profit. 
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'•'riH'r««rnn».  im<l*»r  this  n<'t,  a  ImiUler  can  pet  the  full  reproduction  cost  of  the 
Hinii'inn*  iiiul  tho  laiul.  aiul  Wave  In  his  profit  as  an  equity. 

"Si'imlur  1iON«».  In  «»ff«H't.  then,  he  i-an  borrow  the  full  amount  of  his  cost,  if 
hi'  nmlrllHitrH,  If  he  might  inmsUler  his  profit  as  l>elnj;  left  in,  you  might  av. 
hi  ntliiM*  \vi»nlM,  he  Is  to  ^et  his  pn»flt  hack  later. 

"Mr.  l{irii\Mi»s.  That  isriirht. 

"Senator  U»no.  Uul  now.  if  he  can  find  In  these  items  of  construction,  If 
I'aroful  HuporvUlon  ami  by  outtUi):  costs  and  hy  beinp,  let's  say,  more  efficient 
than  ymi  wonhl  exjHvt  a  normal  avenijie  bulkier  to  be,  if  he  can  reduce  it  below 
that,  then  to  that  extent  he  wouUl  Ih»  exiitHlinjr  his  e«tst,  would  he  not? 

"Mr.  Kirn  \Kus,  That  is  nisht.  In  other  words,  let's  put  it  on  this  t)a$is,tliit 
If  thoM*  \»w^ts  aro  llgur^M  as  typical  builder  s  iN^is.  an^i  it  works  out  a  fall  100- 
|H*r^vnt  lt»an  of  actual  it»st.  and  the  ti^i>erwnt  profit  is  left  in  there  as  equity, 
than  he  c\il>*  binder.  He  Is  the  nu^t  efficient  bn!b!er  rather  than  the  typical  and 
ho  cntM  under  a  |»eixvuc  or  Cww    He  can  ]eet  that  much  more.    That  is  cwneL 

"Senator  I  o>u  In  oilier  wor\ls«  if  a  man  who  would  qualify  as  better  than  till 
tjplcal  builder' 

'Mr  IS'xx  tu .  Miieht  l^'  abV  to  make  a  sarins:  i 

•  ♦  »  •  •  •  •  ^ 

r.it'o    Ui 

'  N«»imt\»v  l.o.N\«.  I  want  to  say  rUht  terv  r.ow  that  frankly  I  believe  this  project 
\\*»-.  iiiuMul\'d  lo  Iv  exuviue^v  r^'^tab^  :»  tui:«i«*r5:  anJ  that  the  purpose  WM 
l».»  vd  *»n  itu*  Vuvviv-au  v.-h.?',:.'*!  :Iulc  f  yvu  wai.:  to  -zex  a  j*.^  d*^ne.  If  yonwiD 
»,b\»\\  Viuciu^in  busiieciAtti**!  wherv  :bey  cn"  '^.dke  a  h-rf:y  pn^dr.  they  will  retDy 
vol  xMii  ibcvo  aisl  do  vo.:  4  S*l>.  I  ha:  >^  wt^:  hd^  vsci'ivabcedly  caused  tliii 
%o\iuU\  t\^  jtiv%^  ttke  W5iy  ::  lULS. 

\\\  \\<*ain;c  we  :i>iaty:>  iavv  b^^ci  :  r"d:>8.  x::d  w«  jl'.wtits  •rx..'>?e^  any  prodifr 
U\M»  wo  have  ever  luo^v  La  ?rev;.«us  r.xe^    I  i.J=^?e  w^-:!i  "1:^.1. 
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nr*  that  varied  «>f  course  In  dlfferpnt  offioes;  but  tbiit  was  the  national  ttTerage* 

'*Siiice  Sepi ember  tijcy  liavt?  been  going  dtiwti ;  and  at't-ording  to  our  present 
urfs  I  Ley  would  show  about,  nation  ally,  a  7  or  S  percent  dt*cline, 

PagF  446 : 

"gpisatot  Dnro.  Ton  do  nf>t  think  a  man  €ould  t^onstruet  a  project  then,  even  if 
ti  fnrlotte  his  own  profii,  for  30  percent  below  what  the  actual  et^timated  cost 
the  prnjix't  was? 

"Mr*  Powell.  Well,  8onatorp  if  he  did,  I  would  way  that  our  ofB*'e  bad  made 
pretty  serlouw  error  In  est  i  ma  ting  the  coat  of  the  Joh,  It  has  never  been  called 
oar  attentino,  and  I  dr^  not  Rt^e  how  you  eould  mlE^s  an  eRtitnate  of  cost  on 
I  ordinary  housing  project  of  any  3(i  percent. 

"Senator  Loxo,  Of  course*  acnially,  Jiiet  on  the  merits  of  this  situation,  tbe 
w  r»»<oiiri^>!  you  to  give  him  the  henettt  of  the  10  percent.    There  is  no  way  in 
t  world  that  jon  conid  keep  from  giving  that  man  the  tiene^t  of  that  10 
rf^nx  if  vuu  followed  rhe  law. 
"\tr   iViwELL.  We  would  not  want  to. 

r  LoKo.  If  he  can  cut  off  that  architect's  fee»  if  he  can  const  met  It 
he  t^enefit  of  an  architect,  and  If  he  is  a  contractor  himself  and  has  to 
ijr  nv  ci»ntractor*9  fee,  he  could  come  lielrjw  that;  and  If  he  can  cut  down  bl^ 
rrhtiad,  he  can  get  down  about  11  percent  there,  out  of  that  100  iiercent." 

*'Mr,  PuwEi.L.  He  might  come  out  even, 

**Sennt*ir  t^v^o.  He  could  probably  make  a  small  pro  lit  over  and  above  the 

Dripirc  on  the  loan  to  begin  with. 

"Mr.  I*owKi4„  He  roipht. 

''Senatfir  Loifo*  Now,  If  he  \n  more  efflclent  tluin  the  averap^e — this  is  n^  I 

Mlprstaud  it  what  the  average  man  would  c^mstruct  tliis  at;  but  If  he  can 

lalify  as  a  man  who  is  more  etRdent  than  the  typical  contractor*  he  is  entitled 

n*t  ta  ihaL 

*'lffr*  RfcHAima.  Rut  you  cannot  actually  tell  mathematically — he  cannot  or 

e  cannot  actually  tell — what  it  is  goiiig  to  cost  him.     He  ha«  got  to  esthoate  !t, 

>  esftlmite  what  the  typical  fellow  would  spend,  becaufe  we  are  dealing  witli 

misatidi^  of  fellt^ww  iit  areat." 

•  «  »  #  «  •  « 

Page  454 : 
"Mr.  Powrix:  1  would  rather  put  it  this  way,  that  If  we  make  the  estimate  of 

«t  of  the  priiducMon  of  the  strucnire,  I  do  ut^t  see  how 

"Benaior  l^Na.  Now,  your  estimate  iif  cost*  thoujjh,  la  not  for  the  best,    Your 
flBiate  of  cost  ii*  for  the  typical  Ciin  tract  or,  1  have  t>eeo  told. 
"Mr  FoWETU  U  is  not  for  the  w^*>rst :  It  i»  for  the  typical. 
^'Senator  Jjosg.  It  is  exijectiug  the  worst  to  lose  mf»ney* 

"Mr.  PowFLi..  I  am  going  to  mty  if  we  make  our  €^stlmate  of  i?dst  for  the  typlcalj 
►H.*  how  the  most  etticipot  under  ordinary  cirruui stances,  unlesg  there 
ihlng  unforeseen  that  w^e  know  nothing  about,  could  have  a  tluctnatlon 
I  rial  t^^rimate  of  more  thajj  5  (jercent.  I  do  not  see  how  it  is  iJCKSslble. 
'Seji8tf>r  t>ova.  Now.  of  c^mrse,  that  Js  all  a  matter  of  speculation.  Mr.  Rich- 
Is  over  here  Just  told  nie  that  among  Ibe  irnod  contractor^?,  there  wotild  lie  a 
f^rence  of  5  percent,  and  1  do  not  think  the  typical  l^  neiH-ss^arily  the  good 
iti^cton 

"Mr.  PowfiLL.  W**  call  ourselves  pretty  good  estimators,  and  we  liave  to  figure 
!t  against  an  extra  komI.  contractor 

Mr,  R'C'HAHns.  Let  me  f»ring  out  this  point,  which  I  think  may  bare  some 
iring  on  It,  In  getting  onr  c<>sf  data,  we  do  not  overbMik  the  most  etticlent 
aw.  We  talk  to  him.  And  the  run-of-*he-nilU  fellow,  and  the  poorer  sort  of 
iow,  I  mean,  we  ore  talking  To  the  whole  segment  of  the  Industry  when  we 
hw  our  coftt  data.  Then  wo  fry  bt  build  up  what  Is  typical  there,  so  that  tn 
tj^tcii]  is  a  reflection  of  the  better  contract*)r*s  costs,  too." 

riie  Cif  ATPMAK,  For  example,  Mr.  Powell,  who  luis  been  in  charge 
this  operation  since  it&  inception  in  1934,  who  refnseil  to  testify  be- 
t»  this  committee  day  J>efnie  yej^^terdny,  here  is  what  Mr*  Powell 
back  in  104i>.  in  colloquy  between  Senatoi'  Lon^r — Senator  Long 
"  ninnan  of  the  s^nhcoinmitte^, 
Nf:ku  I  remember  that,  ^ir. 
Chaiukan.  Among  other  things  I  will  retid  just  tbis  on«. 


d-ba^ 
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Senator  Long  wa^  cjuestioning  Mr.  Powell  at  great  length  about 
making  certain  that  this  sort  of  thing  could  not  happen,  as  did  many 
other  Senators  in  many  hearings,  and  here  is  what  Mr.  Powell  said: 

I  do  not  see  how  that  is  possible  because  we  are  right  on  top  of  local  eonstnic- 
tion  costs.  We  get  a  determination  from  the  Secretary  of  Labor  as  to  the  wages 
that  he  must  pay  for  all  the  mechanics  on  the  Job.  If  he  doet»  not  violate  the 
statute  he  must  pay  that  wage  rate.  We  estimate  the  length  of  time  It  takes  to 
construct  that  job  and  make  an  estimate  of  all  the  materials  that  go  into  it,  such 
as  plumbling,  heating,  plastering,  electric  work,  and  all  that.  Our  figures  are  on 
the  current  market,  not  on  the  national  market  What  it  costs  in  tliis  particalir 
community.  We  might  be  off  2  or  3  percent  I  do  not  think  it  could  be  physically 
possible  to  be  off  anything  like  30  percent. 

Mr.  Neel.  Now,  you  find  that  they  were.  .     ., 

The  Chairman.  It  would  appear  from  the  Internal  Revenue"  Serv- 
ice that  there  are  so  many,  many  hundreds  of  cases. 

Mr.  Neel.  Your  question  of  me,  Senator,  was  whether  I  thou^ 
there  was  anything  outside  the  law.  It  is  my  imderstanding  that  the 
current  controversy  between  the  Internal  Revenue  Service  and  th. 
builder  is  not  whether  what  he  did  was  illegal  but  whether  the  profit 
should  be  treated  as  capital  gains  or  straight  income,  which  is  a  differ- 
ent question,  sir. 

The  Chairman.  There  is  no  question  about  that,  but  the  interesting 
part  to  me  is,  the  difference  between  the  amount  of  mortgage  they  se- 
cured as  a  result  of  the  FH  A's  appraisals,  and  the  actual  costs  as  showD 
by  the  income-tax  returns,  runs  into  millions  and  millions  and  millions 
of  dollars.  And  they  admit  that  it  is  a  profit.  And  they  continue  to 
own  the  buildings. 

Mr.  Neel.  Well ;  yes  and  no.  Section  608  buildings  are  frequently 
not  owned  by  the  corporate  people  who  built  it,  but  that  is  beside  the 
point,  I  think.    They  made  the  profits. 

The  Chairman.  These  returns  are  returns  by  the  corporation  which 
owned  the  building. 

Mr.  Neel.  They  made  the  profit.    There  is  no  question  about  that 

The  Chairman.  It  isn't  quite  clear  to  me  how  you  can  make  a  profit 
on  a  mortfi:age  where  the  mortgagor  still  runs  to  you.  They  still  own 
the  building.  They  have  agreed  to  pay  the  mortgage.  They  still 
own  it. 

Mr.  Neel.  There  are  many  ins  and  outs  of  that  section  608  program. 
The  program  terminated  back  in  1950.  What  we  were  talking  about 
was  whether  the  money  in  excess  of  the  mortgage  amount  had  been 
received  by  a  builder  in  violation  of  any  statute  or  rule  or  regulaticm 
of  the  FHA.    I  can't  see  that  it  was,  sir. 

The  Chairman.  Your  opinion  is  that  there  was  no  violation  of  the 
statute,  there  would  have  been  no  violation  of  the  statute  regardless 
of  how  much  spread  thei^  was  between  the  moilgage  and  the  actual 
cost? 

Mr.  Neel.  You  are  asking  me  as  an  individual,  sir. 

The  Chairman.  Yes. 

Mr.  Neel.  I  can't  see  it,  but  on  the  other  hand  I  do  not  claim  to  be 
an  expert  on  these  matters.  On  the  other  hand  if  there  had  bcin  any 
violation,  it  would  seem  to  me  that  you  would  have  a  lot  more  action 
on  the  part  of  the  Department  of  Justice  than  simply  tlie  question  of 
whether  there  was  a  capital  gain,  or  straight  income. 

Senator  Lehman.  May  I  ask  a  question? 

The  Chairman.  Yes. ' 
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Setiator  Lkhman.  Wlieii  the  mortgage  companies  ask  for  a  loan  is 
;  their  tnistom  to  insi>Pft  the  property,  inspect  the  plans  and  the 
robable  costs^  or  depend  exclusively  oti  the  estimate  of  the  appraisers 
ItheFHAf 

Mr,  NetXi.  Senator  Lehman,  in  most  instances  where  the  amount 
|>ToIved  is  substantial— unless  permit  to  exclude  the  title  I  program — 
I  most  instances  in  vest  oi's  make  their  own  inspections  and  appraisals* 

Senator  Lkh MAN.  The  companies? 

Mr,  Nefj*.  Yes*  Do  I  correctly  answer  your  Question  ? 
iSenator  Lhhhan.  Yes;  but  your  iinswer  comes  hs  a  surprise  to  me, 
■muse  under  tliose  circumstances,  I  just  do  not  understand  how  they 
IMSe  these  loans  so  far  in  excess  of  the  actual  cost  of  the  properties, 
\  am  s9omewhat  disappointed  because  I  have  always  had  reasonably 
iigh  opinionB  of  the  intelligence  and  the  acimieii  of  mortgage  bankers. 
\  would  be  surprised  if  they  arrived  at  theae  estimates  on  their  own 
tiitiative^  estimates  whicli  are  far  in  excess  of  the  actual  costs  sliown 
ry  the  statements  we  have  before  us,  I  wonder  whether  you  are  right 
n  saving  that  they  did  not  detiend  almost  entirely  on  the  estimates 
If  the  FH  A. 

I  Mr*  Nekl.  I  think  the  practice  undoubtedly  varied  in  many  in- 
stances, sir.  I  am  not  Hurprlsed  that  you  wonder.  I  think  what  hap- 
jpened  in  the  case  in  which  soctioii  008  was  active,  when  it  was  tne 
^pressed  purpose  of  the  Congiass  and  tbe  Government  to  get  liousiiig 
built  rapidly,  as  we  look  back  on  it,  is  a  cause  for  considerable  warn- 
ing, I  would  point  out  tins,  though,  sir,  that  the  mortgage  is  based 
Dn  a  certain  percentage— 90  percent^ — of  tlie  estimated  replacement 
eost*  Xow,  wlieii  a  lender  deciiled  whether  we  would  make  tliat  mort- 
^wa,  he  frequently  examined  the  property  to  determine  what  he 
^Kight  would  be  its  actual  value  in  future  years,  I  point  out  there 
QBt  while  a  number  of  these  loans  have  undoubtedly  gone  into  de- 
fault— the  exact  number,  of  course,  I  ilon't  know — there  are  many 
hundreds  of  thousands  of  them  which  have  never  gone  into  default, 
N)  the  lender V  judgment  is  to  the  value  of  the  property  up<m  which 
be  based  his  decision  as  to  whether  to  make  the  mortgsige,  ha.s  in  many 
ini^tances  l>een  borne  out  as  to  wiiat  would  happen  since  the  projects 
Here  built. 

Senator  Lf:inrAN,  Tliere  is  a  grave  question  in  my  mind  ii3  to 
whether  it  is  a  fact  that  the  Government  guarantees  these  mortgages 
ind  doe-H  not  Ijelieve  the  lendlug  companies  have  any  sence  of  i^espon- 
libility  whatsoever. 

That  does  not  seem  U\  me  to  be  tlie  intent  of  this  or  any  otiier  legis- 
ktion. 

Mr.  j<f-ML,  I  tlon't  Ijelieve  it  should  ht  and  I  tliink  if  you  will  ask 
the  representatives  of  large  lenders  like  life-insurance  eoiiqianies,  and 
banks,  to  come  before  yuu^I  will  go  out  cm  this  limb  and  siiy  that 
ilmost  unanimously  they  will  tell  you  thAt  they  dti  make  their  own 
Invest igiit ions,  and  that  while  tliey  rely  on  Government  insurance 
lo  i^ersuade  them  to  make  a  greater  amount  of  a  loan  than  they  would 
>rainjirily  make  on  a  proi>erty,  that  they  nuike  their  own  inde*[>endent 
iivesligatmn  as  t<»  whether  the  |>ropcrty  is  worth  what  the  mortgage 
!t»preseiiti?  so  that  if  in  the  case  of  default,  whetlier  they  will  take  a 
|p^  or  not* 

I  Senator  Lkhi  .n.  Let  me  put  it  this  way :  I  have  been  a  Member 
(f  tbe  Senata  oj  iij  for  5  years  and  a  member  of  this  committee  only 
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for  2  years.  The  section  608  program  ended  in  1950,  but  it  is  my— 
without  being  able  to  speak  from  actual  knowledge  and  experience- 
it  is  my  strong  feeling  that  it  was  never  the  intent  of  the  Congr» 
when  it  passed  this  bill,  so  far  as  it  related  to  section  608  and  certain 
other  sections,  that  because  of  a  Government  guaranty,  a  builder 
could,  because  of  the  coverage  that  comes  to  him  on  a  mortgage  pay- 
ment, bail  himself  out  entirely  and  in  addition  have  a  very  substan- 
tial profit,  as  is  undoubtedly  the  case  now,  over  and  above  the  regular 
profit  which  a  builder  was  entitled  to  make  because  of  his  work. 

Mr.  Neel.  The  only  comment  that  is  interesting  in  that  connection. 
Senator,  which  ought  to  have  some  sig[nificance,  is  that  the  CongreaB 
must  have  had  some  realization  of  this  program  because  when  yoa 
came  to  put  into  effect  the  military  housing  program,  you  did  recogniie 
this  proolem  and  you  did  prevent  that  from  occurring,  which  is  per- 
fectly proper.  Now  if  you  had  prevented  it  from  occurring  in  the  one 
program 

Senator  Lehman.  Which  one  are  you  talking  about? 

Mr.  Neet..  The  military  housing  program — someone  must  have  re- 
alized that  if  you  didn't  do  that  same  thing  in  the  section  608  program 
it  could  have  happened  in  the  section  608  program.  Of  course,  the 
timing  is  important. 

Senator  Lehman.  My  judgment  is  this:  I  don't  know  whether  anf 
of  these  builders  violated  a  criminal  law.  I  think  we  will  be  able  to 
develop  that  possibly  a  little  later  on,  but  certainly  it  would  seem  to 
me  that  there  was  something  defective  in  this  act  which  we  passed  ii 
1934,  amended  and  continued  in  force  until  1950,  under  Democratic 
administrations  and  Republican — not  administrations,  but  under  Dem- 
ocratic and  Republican  control  of  the  Congress — was  defective  in  that 
it  permitted  the  builders  to,  without  any  risk  to  themselves,  at  all, 
to  bail  themselves  out  with  a  very  handsome  profit  over  and  above  the 
normal  building  profit. 

You  take  a  case  of  a  property  that  is  estimated  at  $1  million,  on 
which  the  man  was  entitled  to  get  $900,000  on  a  guaranteed  mortgage, 
and  he  put  up  that  building  and  it  cost  him  $700,000.  He  still  had 
his  $900,000  to  pay  off  his  mortgage  of  $900,000,  and  then  have  the 
building  free  and  clear,  without  any  cost  whatsoever,  and  if  he  sold 
it  at  a  legitimate  profit  of  $100,000,  he  would  get  $1  million  for  a 
building  that  actually  had  cost  him  only  $700,000,  without  a  cent  of 
investment  in  it. 

There  is  something  wrong  in  a  law  that  permits  that, 

Mr.  Neei..  There  may  have  been,  sir.  I  don't  quan-el  with  your 
statement,  but  that  is  what  it  did.  However,  I  would  point  out  this, 
that  if  you  ask  the  Internal  Reveiuie  Service  or  the  Federal  Housing 
Administration,  to  give  you  a  list  of  those  projects,  those  section  608 
projects,  where  a  builder  ended  up  by  putting  a  tremendous  amount 
of  money  into  the  project  in  excess  of  the  mortirage,  you  would  have 
a  list  many  ti^^  •<•  v  opinion,  a?  the  list  that  you  have, 

The  thi  %  as  T  believe  Mr.  Hughes  pointed 

out  one  i  '^*^ 

Sei  wve  made  T  could  not  swallow 

as  to  c 

Se  before  the  Congress  time 

and  '*^  wp-    In  the  first  session 

of  attention  to  it.    We  dis- 
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possibility  of  holding  out  sufficient  funds  to  be  sure  the 
^ould  not  be  for  more  than  90  percent  of  the  actual  cost, 
cult  to  work  that  out.  The  Department  opposed  it,  your 
opposed  it,  I  think,  and  others. 

2,  title  VI,  of  the  National  Housing  Act,  as  amended: 
employed  to  assist  in  maintaining  a  high  volume  of  new 
construction,  without  supporting  imnecessary  or  artificial 
tstimating  necessary  current  coste  for  the  purposes  of  such 
'ederal  Housing  Commissioner  shall  therefore  use  every 
jans  to  ensure  that  such  estimates  will  approximate  as 
wssible  the  actual  costs  of  efficient  building  operation." 
)  recommended  by  this  committee  and  it  was  adopted  as  an 
;  to  the  Housing  Act. 

ndering  if  there  were  any  changes  in  the  appraisals  as  a 
lat  amendment. 

:..  Now,  Senator  Bricker,  I  am  not  capable  of  answering 
)n,  sir.  This  thing  happened  in  the  administration  of  an 
nmissioner.  The  operations  of  the  section  608  program 
argely  while  I  was  occupied,  not  in  the  position  that  I  am — 
rds,  I  was  not  counsel  or  did  not  become  counsel  for  MBA 
n  the  fall  of  1946,  when  I  came  out  of  the  Navy,  and  so 
hose  questions  I  think  could  much  better  be  answered  by 
)etter  qualified  than  I. 

3RICKER.  Well,  the  representatives  from  the  Federal  Hous- 
istration  have  constantly  contended  before  this  committee, 
the  testimony  that  the  chairman  introduced  here  a  moment 
lere  were  no  violations,  or  couldn't  be  any  violations,  more 
)ly  2  or  3  percent.  I  am  just  wondering  whether  they 
disregarded  this  section,  paid  no  attention  to  it  after 
illed  to  their  attention  and  having  had  it  written  into  the 

instances  to  them  time  and  time  again  where  there  were 
sals.  If  that  be  true,  it  was  the  most  flagrant  violation  on 
the  appraisers,  of  the  directives  of  this  Congress. 
:..  I  can  see  how,  if  I  were  in  your  position.  Senator,  I 
to  ask  some  questions  of  the  people  who  were  running  the 
ck  in  1950  and  before. 
[RMAN.  Of  course,  that  is  what  we  wanted  to  ask  Mr.  Powell 

since  1934,  and  he  hid  behind  the  fifth  amendment  and 
estify. 

lave  up  here  tomorrow,  or  day  after  tomorrow,  Friday,  the 
ly  under  Mr.  Powell,  the  next  man  in  command,  and  we 
it  he  knows  about  this. 

organization  approve  the  cost  certification  feature  of  the 
using  in  section  908  programs  when  it  was  enacted,  or  would 
3er? 

..  I  would  have  to  have  my  recollection  refreshed,  Senator. 
5  to  think  we  did  but  I  don't  know. 
LiRMAN.  The  New  York  Mortgage  Bankers  Association 

u  There  is  one  matter  in  connection  with  the  section  608 
at  I  would  like  to  call  to  your  attention  specifically,  sir,  and 
5  to  skip  over  to  the  paragraph  that  begins  on  page  3  of  my 
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The  Chairman.  I  just  want  to  say  one  thing  and  then  I  want  you  to 
proceed  because  we  want  to  get  the  benefit  of  your  help :  If  you  are 
correct — and  I  am  not  a  lawyer — ^if  you  are  correct  that  there  is  no 
violation  in  the  law,  regardless  of  how  high  the  mortgage  was  above 
the  actual  cost 

Mr.  Neel.  And  assumins:  no  collusion  or  fraud. 

The  Chairman.  Yes.    You  have  to  assume  that 

It  would  seem,  then,  that  there  has  certainly  been  some  great,  great, 
great  errors  made  on  the  part  of  the  FHA  appraisers,  so  I  guessmajh 
your  suggestion  of  getting  these  appraisers  m  here  is  a  good  one.  We 
will  do  that  when  we  get  into  the  investigation  proper.  We  will  try  to 
find  out  how  they  have  made  such  grave  mistakes  as  they  evidently 
made  on  this  matter. 

Wliy  don't  you  proceed  to  tell  us  how  to  correct  this  section  608 
situation. 

Did  you  say  you  were  going  to  talk  about  title  I,  too  ? 

Mr.  NeeIi.  Yes,  sir. 

The  Chairman.  You  don't  enter  into  that  because  there  are  no 
mortgages  involved. 

Mr.  Neel.  No  mortgages  involved,  although  those  mortgage  bankers 
who  are  bankers  do  make  those  loans.    I  would  like  to  read  the  .para- 

fraph  in  the  middle  of  page  3  because  it  does  point  up  one  matter  thai 
would  like  to  refer  to. 

In  connection  with  this  section  608  program  there  is  one  further 
point  which  we  specifically  want  to  bring  to  your  attention.  At  tibe 
time  this  program  was  enacted.  Congress  went  out  of  its  way  to  note 
that  the  country  was  desperately  in  need  of  rental  housing.  The 
program  was  intentionally  made  liberal  in  order  to  encourage  builders 
to  build  these  projects.  With  this  congressional  mandate  the  FHA 
imdertook  an  intensive  promotional  campaign.  The  FHA  thus  not 
only  became  undorwritei-s  but  they  became  promoters,  and  when  thct 
became  promotei-s  they  lost  sight  of  certain  standards.  As  promoters, 
they  had  certain  goals  to  meet.  In  order  to  meet  the  goals  they  could 
not  help  but  loosen  their  standards.  This  will  always  be  the  result 
when  you  mix  sound  underwriting  with  promotion  and  this  is  the 
lesson  the  Congress  should  remember.    I  whI  refer  to  it  later. 

The  CiL\iRMAN.  Let  me  ask  you  this :  Is  is  a  fact  that  FHA  offi- 
cials and  appraisei*s  and  employees  encouraged  buildei-s  to  go  into 
this  program  on  the  basis  that  they  could  mortgage  out  and  make 
money  on  their  mortgages?     We  have  heard  rumors  to  that  effect 

Mr.  Neel.  I  would  answer  that  question  this  way,  sir.  There  is 
no  question  but  that  the  FHA  all  over  the  United  States  encouraged 
builders  to  go  into  this  program.  They  made  sales  talks.  It  was 
just  like  a  bond  rally.  They  were  trying  to  get  houses  built  and  they 
were  trying  to  get  builders  in  the  program. 

What  reasons  they  gave  for  asking  the  builders  to  go  into  it  are 
beyond  my  knowledge.  They  did  conduct  an  intensive  promotional 
campaign,  however. 

Senator  Brtcker.  You  say  here  that  they  were  very  liberal  and 
toosened  their  standards.    What  do  you  mean  by  that  ? 

Mr.  NEETi.  Those  words  perhaps  are  words  of  opinion.  Senator. 

Senator  Brtcker.  Well,  what  is  the  opinion? 
' .  Mr.  Neel.  Well,  what  I  mean  is  when  you  came  to  a  close  question 
idboiit'  n^ietiier  in  an  estimated  replacement  cost  of  a  project,  yon 
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lould  allow  a  certain  architect's  fee,  I  think  in  order  to  help  get  the 
*o]ect  started,  in  many  instances  you  might  find  that  the  amount  in 
.ere  specified  for  the  architect's  fee  might  or  might  not  have  been 
"eater  than  the  architect's  fee  actually  incurred.    The  same  thing 
lates  to  other  cost  figures  which  went  into — I  mean  cost  allowances 
iich  went  into  those  litres,  on  which  the  FHA  appraisal  was  based 
tirely.    They  were  trying  to — now,  this  is  a  matter  of  my  opinion,  I 
ppose— they  were  trying  to  meet  a  goal  smd  they  were  just  Ag  flmch 
terested  in  seeing  those  starts  under  section  608  as  anybody  else  who 
d  been  asked  to  get  a  program  done  and  wanted  to  see  it  done. 
When  I  used  those  words,  that  is  the  kind  of  thing  I  mean. 
The  Chairman.  In  other  words,  they  allowed,  say,  a  5-percent  archi- 
iVs  fee. 
Mr.  Neel.  That  is  correct.    It  may  not  have  been  in,  actually,  you 

Tlie  Chairman.  Actually  they  employed  architects  I  think  in  that 
•ea  at  around  1  percent  because  there  were  many  of  them  out  of 
iployment. 

Mr.  Neel.  That  is  right. 

The  Chairman.  Is  there  any  other  feature  of  the  additional  ap- 
raised  valuation,  to  encourage  building? 

Mr.  Neel.  Senator,  at  the  time  they  were  figuring  out  the  various 
Qowances  they  used  to  make  their  total  appraisal  back  in  those  days, 
lere  wepe  a  number  of  elements  which  you  coidd  ask  the  FHA  to  tell 
ou,  whieh  entered  into  the  total  values  used  in  the  appraisal.  They 
re  not  in  the  picture  with  reference  to  a  section  207  loan  as  much, 
'or  example,  you  could  list  the  question  of  what  allowances  they  made 
)r  off-site  improvements,  or  the  cost  of  off-site  improvements. 
The  Chairman.  What  do  you  mean  by  that  ? 

Mr.  Neel.  Sewei-s,  waters,  streets,  curbs,  gutters,  and  so  forth.  I 
link  it  might  be  interesting  to  the  commitee  if  you  were  to  ask  the 
HA  peopfe  to  furnish  you  with  the  average  figures  that  they  use  for 
lowances  on  those  kinds  of  things  that  went  into  the  appraisals  of 
lose  section  608  projects.  I  would  have  to  admit  that  I  aon't  know 
te  complete  details  of  what  they  were,  but  they  were  there. 
Senator  Bricker.  Well,  the  promotional  activities,  then,  of  FHA, 
'  you  can  properly  call  theiu  promotional  activities — ^were  to  infer 
lat  there  would  be  very  liberal  appraisals  put  on  the  properties  2 
Mr.  Nebi^.  I  think  that  is  a  fair  statement. 

The  Chairman.  Those  are  some  of  the  things  we  wanted  to  ask  Mr. 
owell  but  he  didn't  want  to  talk. 

Mr.  Neel.  Now,  up  at  the  top  of  page  4,  sir.  There  are  two  FHA 
ultifamily  housing  programs  still  in  existence.  One  is  section  207 
id  one  is  section  213. 

With  reference  to  section  207  the  possibilities  of  a  builder  mortgag- 
g  out  are  minimized  for  two  reasons :  (1)  The  ratio  of  loan  to  value 
fixed  at  a  maximum  of  80  percent,  and  (2)  the  FHA  appraises  the 
•operty  on  the  basis  of  its  long-term  value,  and  certain  costs  are  ex- 
ided  from  consideration  in  the  valuation  process. 
Those  are  the  costs  I  was  talking  about  that  were  in  the  section  608 

With  these  two  criteria  kept  in  mind  it  is  our  opinion  that  the 
ajices  of  extraordinary  profits  to  builders  in  this  program  are 
note. 
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The  other  multifamily  housinir  program  under  which  the  FHA 
insures  loans  is  section  213.  Under  this  program,  which  is  the  co- 
operative housing  program,  the  FHA  may  insure  a  loan  for  95  pr- 
een t — that  is  the  maxnnum.  Senator.  The  ordinary  loan  is  a  little 
bit  less  than  that. 

The  Chairman.  It  is,  providing  65  percent  of  the  cooperators  are 
veterans? 

Mr.  Neel.  Yes. 

Under  this  program,  which  is  the  cooperative-housing  program,  the 
FHA  may  insure  a  loan  for  95  percent  of  the  value  of  tlie  project  and 
these  projects  are  usually  sold  to  what  may  be  called  uniformed  buyers. 
Please  notice  the  difference  between  the  terms  available  under  section 
213  and  those  available  under  section  207.  By  reason  of  thase  dif- 
ferences it  is  our  opinion  that  the  same  dangers  which  existed  in  the 
section  608  program  are  inherent  in  the  section  213  progi'am. 

It  is  a  matter  of  record  that  this  association,  when  discussing  section 
213  before  this  committee,  has  consistently  opi>osed  the  provisions  for 
especially  liberal  insurance  terms  for  cooperative  housing  projects. 

And  I  was  somewhat  surprised  to  note  that  it  was  I  wno  testified 
to  that  befoi-e  this  committee,  in  the  hearings  on  S.  2246  back  in  1949 
and  here  is  what  I  said,  then.  I  guess  if  it  wasn't  as  good  as  it  is, 
I  probably  wouldn't  quote  it,  but  1  said  this,  "We  question,  however, 
whether  a  cooperative  simply  because  it  is  a  cooperative,  particularly 
in  those  instances  where  a  cooperative  can  later  sell  its  own  houses  to 
individual  members,  should  be  entitled  to  any  special  benefits  over 
and  above  those  to  which  individuals  are  entitled." 

Therefore,  we  should  like  to  reiterate  this  previous  testimony.  As 
we  have  pointed  out  previously,  it  is  when  the  FHA  gets  into  a  pro- 
motional business  that  trouble  is  likely  to  result.  In  section  213  we 
have  a  program  which  Congress  has  told  the  FHA  to  try  to  ''sell" 
because  it  is  a  "cooperative"  program.  We  believe  this  approach  is  a 
dangerous  approach.  We,  therefore,  have  not  and  do  not  favor  the 
liberal  provisions  of  section  213. 

Senator  Bknxett.  Mr.  Chairman? 

The  Chairman.  Senator  Bennett. 

Senator  Bennett.  Before  you  leave  this  promotional  aspect,  do 
you  think  ])art  of  this  process  by  which  standards  were  loosened  may 
have  drawn  out  of  the  ifact  that  we  have  2  loaning  agencies,  2  guaran- 
te<»ing  agencies,  and  that  both  FHA  and  the  Veterans'  Administration 
have  been  trying  to  develop  their  program  in  competition  each  wiUi 
the  other  so  that  when  somebody  could  come  to  the  VA  and  say,  "Well, 
the  FHA  would  make  me  a  better  deal,"  the  VA  would  go  back  and 
see  if  they  couldn't  sweeten  up  the  deal,  and  vice  versa? 

Mr.  Xkel.  I  think  that  is  perfectly  possible,  Senator,  but  I  would 
like  to  say  this,  the  place  whwe^^j^ings  happen  that  you  people 
are  worried  about  h^MMjttnllQSg^  program,  and  that 

type  of  loan  was  not|^      ^^jj^^ 

Senator  Bennetj^  ^Mill*^*li^  look  at  the  whole 

program  before  W"  ^fg^  ^^^  might  lead 

to  deterioration  f  ^^mpetitively,  the 

appraisers  of  ^  i  .afford  to  see  all 

the  business  i 
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Mr.  Neel.  Senator,  you  are  talking  right  up  my  alley,  sir.  I  agree 
with  you  100  percent.  We  have  long  advocated,  and  I  guess  this  is 
as  good  a  time  as  any  to  get  in  this  plug,  that  in  many  instances  it 
is  unnecessary  and  unwise  to  have  two  competing  organizations  in 
the  field  of  guaranteeing  and  insuring  loans,  i  ou  will  find  testimony 
of  this  association,  for  example,  that  in  our  opinion,  for  example, 
the  field  forces  of  the  VA  and  tlie  FHA,  the  inspectors,  the  appraisers, 
ihe  guaranties,  ought  to  be  handled  by  one  organization,  whether  it 
B  the  FHA  or  the  VA,  and  there  is  no  reason  why  an  appraisal  should 
>e  made  by  one  organization  if  it  ends  up  as  a  VA  loan,  and  another 
ii^nization  if  it  ends  up  as  an  FHxl  loan.  Both  the  FHA  and  the 
TA  are  agencies  of  the  Federal  Government  and  standards  ought 
o  be  the  same. 

Senator  Bennett.  And  they  are  looking  at  the  same  pieces  of 
property. 

Mr.  Neel.  Absolutely.     I  agree  with  you  100  percent. 

Senator  Lehman.  I  do  not  want  my  remarks  to  be  taken  as  an  indi- 
ation  of  my  considered  judgment  on  this  whole  subject,  but  isn't  it 
.  fact  that  when  the  Government  makes  either  direct  loans  or  guar- 
inties  loans  or  insures  loans,  there  is  bound  to  enter  into  the  trans- 
tction,  certain  policies  of  promotion. 

In  other  words,  they  are  encouraging  private  industry  to  do  this 
work^  and  that  is  promotion,  in  my  opinion. 

Mr.  Neel.  I  think  that  is  correct,  sir.  What  we  were  ]X)inting  out 
LB  that  in  certain  FHA  programs — ^particularly  in  that  section  608 
program,  and  we  believe  it  is  inherent  in  this  section  213  program — 
there  is  unusual  emphasis  on  the  fact  that  these  special  programs 
ought  to  be  put  over.  As  I  will  tell  you  later,  we  think  the  same 
ntuation  will  exist  if  you  gentlemen  authorize  the  section  221  pro- 
jpam  which  we  opposed  when  we  appeared  before  you. 
.  It  is  the  fact  that  the  FHA,  when  it  was  originally  set  up,  was  set 
up  to  insure  a  sound  loan  on  a  sound  property  where  the  borrower 
had  adequate  ability  to  repay.  Now  as  you  move  away  from  that 
opinion  and  put  a  program  in  effect  where  you  might  say  the  need  is 
determined — I  mean  the  fact  that  you  ouglit  to  make  a  loan  is  deter- 
mined by  whether  the  gentleman  who  wants  the  property  needs  it, 
not  on  whether  it  is  a  good  loan  or  whether  he  can  repay  the  mortgage, 
Shen  you  get  into  trouble,  sir. 

That  is  the  situation  with  reference  to  section  221  loans.  Here 
rou  are  considering  a  100-percent,  40-year  loan.  Well,  if  you  got 
nto  trouble  with  loans  that  were  90  percent  of  value  or  cost,  what 
re  you  going  to  get  into  when  you  get  a  100-percent  loan  ? 

I  am  glad  to  say  that  we  pointed  that  out  to  you  gentlemen  2  weeks 

Senator  Lehman.  I  want  to  say  this,  that  I  have  always  felt  that 
II  these  guaranteed  or  direct  or  insured  loans  involve  promotional 
ictors,  whereas  a  public-housing  program  does  not  involve  promo- 
onal  factors.  As  you  may  know,  I  have  been  pretty  strongly  in 
ivor  of  an  increased  public-housins:  program. 

Mr.  Neel.  Senator  Lehman,  I  don't  want  to  argue  the  public- 
:>usiiig  controversy  here  but  if  you  think  the  people  who  believe  in 
iiblic  housing  don't  promote  it,  I  think  you  are  mistaken,  sir. 
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Senator  Lehman.  They  don't  promote  it  to  the  extent  that  they  offer 
particular  incentives  or  paiticular  profits  to  private  industry. 

Mr.  Neel.  Well,  for  example,  the  public-housing  pro-am  is  finan- 
ced by  tax-free  bonds,  whicn  are  a  tremendous  incentive.  I  don't 
think  that  comes  in  here,  though. 

Senator  Lehman.  Li  all  these  things,  if  there  is  a  loss  to  the  Gov- 
ernment and  tax-free  bonds  are  involved  and  indebtedness  is  involved, 
the  Government  maintains  the  control  of  the  situation. 

I  agree  with  you,  this  is  not  the  place  and  the  matter  will  be  taken 
up  in  the  deliberations  of  the  committee  I  assure  vou. 

The  Chairman.  Let  me  make  a  correction.  You  said  with  refer- 
ence to  section  213,  96  percent  of  the  value  of  the  project,  using  the 
term  ''value"  under  the  present  law.  It  is  95  percent  of  an  estimated 
cost. 

Mr.  Neel.  I  believe  the  bill  would  change  that;  would  it  not,  sir! 

We  point  out  later  that  we  are  heartily  in  accord  with  that  change. 

The  Chairman.  Under  the  new  bill,  estimated  value  is  less  liberal 
than  the  cost  basis,  although  possibly  still  too  liberal. 

Mr.  Neel.  With  the  above  comments  in  mind,  the  question  is.  What 
can  you  do  in  general  to  prevent  the  type  of  thing  happening  that  is 
alleged  to  have  occurred  in  the  section  608  prograan.  You  can  do 
two  things:  (1)  You  can  keep  the  ratio  of  loan  to  value  within  reason. 
(2)  You  can  require  the  Washington  office  of  FHA  to  review  and 
pass  upon  the  appraisals  Made  by  field  offices  on  all  projects  of  over 
a  certain  dollar  volume.     For  example,  all  projects  of  over  $1  million. 

Another  suggestion  has  frequently  been  made  in  connection  with 
rental-housing  projects;  and  that  is  that  the  cost  certification  pro- 
cedure which  Congress  put  into  effect  in  connection  with  military 
housing  could  be  required  in  both  section  207  and  213  loans.  This 
would  indeed  be  possible  but  we  believe  it  would  be  undesirable  for 
two  reasons:  First,  such  a  cost  certification  procedure  penalizes  the 
efficient  builder  and,  second,  such  a  system  encourages  a  builder  to  pad 
his  costs  which  may  result  in  a  whole  train  of  difficulties. 

Right  here  I  should  say,  sir,  that  if,  notwithstanding  those  two 
points,  this  committee 

The  Chairman.  Would  you  spell  that  out  a  little  further.  You 
say,  "First,  such  a  cost  certification  penalizes  an  efficient  builder." 

How  do  you  penalize  him  when  he  continues  to  own  the  building! 
He  is  penalizing  himself,  isn't  he?  If  he  gets  a  million-dollar  mort- 
gage on  a  $600,000  cost,  he  has  to  pay  the  million  dollars  back. 

How  are  you  penalizing  him  ? 

Mr.  Neel.  The  situation  we  are  attempting  to  describe,  sir,  is  that 
the  FHA,  when  it  fixes  its  appraisal  on  the  basis  of  long-term  value, 
or  value,  fihall  we  say,  if  you  required  a  builder  to  make  a  certifica- 
tion of  his  costs  and  to  apply  the  mortgage,  everything  in  excess  of 
cost,  it  seems  inevitable  that  the  higher  tlie  builder's  cost,  the  greater 
the  amount  of  the  mortgage,  and  therefor  the  efficient  builder  who 
can  build  for  less 

The  CiiAiRM  ly  spent  the  money  it  would  be 

one  thing  bu  -j  money,  it  would  be  another.   I 

see  your  p  B^jiglt  quite  clear  is,  the  man 

who  gets  f  jtill  owns  the  property 

and  he  m 

Mr.  J 
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The  Chairman.  Well,  you  mean  he  sells  the  property? 

Mr.  Neel.  He  sells  the  corporation. 

The  Chairmax.  There  is  no  reason  why  if  he  had  a  $600,000  mort- 
gage and  he  felt  the  property  was  worth  $800,000  and  somebody  was 
willing  to  give  him  $800,000,  he  could  still  sell  it,  could  he  not,  for 
$800,000? 

There  is  no  reason  a  man  should  sell  something  at  a  price  that  is 
the  same  as  the  mortgage  on  it. 

Mr.  Neel.  I  am  not  sufficiently  familar  with  how  the  cost  certifi- 
cation procedure  works  in  the  military  housing  program. 

The  Chairman.  We  are  not  either  and  that  is  why  we  want  more 
information  on  the  subject. 

That  is  why  we  are  thinking  about  it  and  talking  about  it  so  much. 
There  isn't  any  question  about  the  intent  of  Congress,  at  least  my 
intuition  was,  and  I  think  it  is  true  of  every  member  of  this  com- 
mittee and  I  think  the  testimony  proves  it,  what  we  wanted  to  do 
was  to  give  every  man  00  percent  of  liis  cost.  That  is  what  we  wanted 
to  do. 

No  more  or  no  less,  you  see.  That  is  what  we  wanted  to  do.  I 
agi-ee  with  you,  I  am  afraid  the  language  was  otherwise. 

Senator  Bricker.  Mr.  Chairman  ? 

The  Chairman.  Senator  Bricker. 

Senator  Bricker.  Is  it  your  contention  in  these  two  suggestions 
here,  that  there  would  be  a  tendency  on  the  part  of  the  owner  to 
transfer  the  excess  profits,  or  excess  cost  to  a  contractor  and  to  the 
subcontractor? 

Mr.  Neel.  That  is  right,  sir. 

As  I  say,  I  think  you  ought  to  find  out  how  this  provision  that  you 
put  in  the  military  housing  law  has  worked,  and  if  in  your  opinion  it 
has  worked  well,  the  members  of  this  association,  or  I  think  anyone 
else  in  this  industry  would  not  object  to  this  type  of  proposition. 

The  Chairman.  In  these  1,149  cases  that  we  have,  they  were  separate 
corporations  and  they  had  very  little  money  in  them. 

Some  had  more  than  others  but  on  a  $2  million  or  $3  million  project 
they  would  have  less  than  $25,000  in  the  corporation  that  owned  them. 

Mr.  Neel.  I  may  be  wrong  in  this  but  I  think  any  mortgagor  under 
section  608  or  207  has  to  be  a  corporate  mortgagor. 

The  Chairman.  That  is  right,  and  the  FHA  owns  a  hundred  dollars 
worth  of  stock  in  each  of  them,  we  think. 

Mr.  Neel.  They  own  preferred  stock. 

The  Chairman.  We  have  in  the  1,149  cases,  the  amount  of  capital 
they  put  in  each  of  these,  and  it  is  an  interesting  thing.  There  is  no 
credit  behind  the  people  who  own  the  corporation.  They  put  in  the 
smallest  amount  of  money  they  could  put  in  to  operate  on  until  they 
could  get  their  building  started  and  then  they  got  progress  payments 
and  when  it  was  finished  they  got  the  full  amount.  In  many  instances 
it  was  much  more  than  the  mortgage  on  which  they  claimed  a  profit. 
Now,  you  go  back  and  find  in  looking  over  these  records,  that  their 
dividends  were  in  many  instances  many,  many,  many  times  the  initial 
capital  invested. 

Mr.  Neeu  I  am  sure  that  is  true,  sir. 

The  Chairman.  And  the  Government  is  sitting  here  holding  the 
bag  because  the  Government  is  a  100-percent  insurer  of  the  mortgage, 
so  your  people  are  taking  no  chances  and  the  Government  is  behind  it 
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Mr.  Neel.  There  are  certain  risks  involved,  although  they  are  at  a 
minimum,  I  believe. 

If  a  section  608  project  is  foreclosed,  the  mortgagee  does  not  receive 
100  percent  of  his  loss.  There  are  certain  costs  which  are  not  included 
in  the  debentures  which  the  FHA  issue  in  exchange  for  that  property, 
but  generally  speaking,  your  statement  is  perfectly  correct. 

The  Chairman.  For  all  practical  purposes. 

Senator  Bricker.  The  higher  the  appraisal  over  the  actual  cost,  the 
more  vulnerable  is  the  loan  authority. 

Mr.  Neel.  That  is  correct. 

The  Chairman.  We  are  going  to  be  able  in  these  1,149  cases  to 
find  out  exactly  who  bought  the  mortgage  and  then  we  will  be  able 
to  see  whether  your  statement  that  the  person  who  appraised  them  took 
a  good  look  at  them  is  true. 

Mr.  Neel.  And  you  should  also  find  out  what  happened  to  the  prqn 
erty.  I  think  what  happened  in  this  country  over  the  last  few  years 
has  made  these  things  a  lot  better  than  anybody  expected. 

I  think  you  will  find  the  majority  of  them  are  in  good  standing. 

The  Chairman.  You  might  find  many  of  them  are  worth  more  than 
they  were  when  constructed. 

Mr.  Neel.  That  is  correct,  sir. 

The  Chairman.  That  is  incidental  to  what  happened,  you  see. 

Mr.  Neel.  I  agree. 

We  have  a  paragraph  there  pointing  out :  With  reference  to  the  title 
I  program  our  statement  can  be  very  brief.  We  consider  that  the  steps 
which  Commissioner  Hollyday  put  into  effect  to  correct  the  abuses 
in  this  program  and  which  have  been  outlined  to  this  committee  will  be 
adequate  to  protect  the  interests  of  the  Government  and  the 
homeowner. 

I  think  I  noticed  in  the  testimony  that  Mr.  Cole  agreed  with  that 
and  the  President's  committee  agreed  with  that  and  apparently  every- 
body agreed  with  that.  Therefore  I  would  like  to  go  on  to  the  six 
points. 

Senator  Bricker.  What  about  the  requirement  of  the  bond? 

Mr.  Neel.  Senator  Bricker,  I  noted  that  suggestion  for  the  first 
time  wlien  I  read  this  testimony  an  hour  before  this  hearing  started. 
I  am  not  sure  I  know  enough  about  it  to  know  how  to  answer  the 
question. 

It  soimds  perfectly  reasonable  to  me. 

Senator  Bricker.  The  thought  in  suggesting  it  was  that  you  would 
have  a  built-in  inspection  system. 

Mr.  Neel.  It  certainly  presents  possibilities.  I  think  if  you  ask 
the  commercial  banks  who  make  these  loans  whether  that  would  hinder 
tlie  program  unduly,  they  would  be  able  to  ^ive  you  an  answer. 

There  are  six  specific  points,  I  believe,  sir,  in  which  we  point  out 
suggested  contributions  to  this  housing  bill. 

1.  In  appearing  before  von  -  arch  11,  1953,  Mr.  William  A. 

Clarke,  president  of  the  objections  of  this  associa- 

tion to  the  propose  I  inaugurate  a  program  known 

as  section  221.    T\  00  percent  40-year  loans.   Mr. 

Clarke  pointed  '''^'■*'***"^*''*'**^ation  of  lenders 

considered  a  4  '  unsound  and 

inconsistent  w" 
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'.  should  like  to  reiterate  Mr.  Clarke's  statement  at  this  point.    If 

;  of  the  reasons  for  the  troubles  of  section  608  was  the  liigh  ratio  of 

n  to  value,  it  seems  to  us  that  the  proposed  section  221  program 

itains  even  greater  dangers.    If  you  consider  what  could  happen 

ere  a  90-percent  loan  was  involved  was  unfortunate,  what  can  you 

)ect  for  a  program  calling  for  100-percent  loans  ? 

This  is  particuhirly  true  since  the  proposed  section  221  would  again 

uire  promotional  endeavors  on  the  part  of  FHA. 

Tor  this  reason  we  repeat  our  testimony  against  the  enactment  of 

5  section. 

I.  By  the  same  token,  Mr.  Clarke,  when  he  appeared  before  your 

imittee,  opposed  those  sections  of  the  bill  which  would  authorize 

Federal  National  Mortgage  Association  to  conduct  special  assist- 
,  functions  for  the  purchase  of  section  221  loans. 
This  proposal  of  the  bill  with  its  declared  intention  of  making  a 
rket  for  section  221  loans  would,  in  our  opinion,  mean  that  the 
•mal  market  reluctance  to  make  such  loans  and  the  close  inspection 
;h  the  normal  private  market  would  give  to  such  loans  would  be 
irely  eliminated.  Ground  would  again  be  broken  for  the  abuses 
mt  which  you  gentlemen  are  concerned. 

rherefore  we  would  oppose  that  part  of  the  bill  which  authorizes 
>  Federal  National  Mortgage  Association  to  enter  into  almost 
restricted  support  operations  of  the  221  program. 
\.  In  connection  with  section  213,  as  I  have  mentioned  earlier, 
would  be  our  proposal  that  the  terms  with  reference  to  these 
jis  be  made  by  same  as  those  available  under  section  207.  In 
dition,  Mr.  Maurice  R.  Massey,  in  appearing  before  your  com- 
ttee,  recommended  an  amendment  to  section  213  which  would  have 
i  effect  of  allowing  a  builder  of  a  section  213  project  to  begin 
J  project  under  the  provisions  of  section  207. 

[f  this  amendment  were  adopted,  its  effect  in  many  instances  would 
that  a  project  would  be  partially  constructed  before  cooperators 
»idd  be  asked  to  purchase  an  interest  in  the  property.  We  believe 
5  provision  would,  therefore,  result  in  better  construction,  since 
opie  who  can  see  what  they  are  buying  always  are  in  a  better 
ation  to  reject  shoddy  construction.  Therefore,  we  again  recom- 
snd  the  inclusion  of  the  amendment  to  this  section. 
i.  Also  in  connection  with  section  213  we  note  with  approval  that 
a  basis  of  the  FHA  appraisal  on  213  projects  would  be  changed  by 
ft  bill  from  a  basis  of  estimated  cost  to  long-term  value.  We  heartily 
prove  this  amendment. 

5.  On  the  basis  of  our  earlier  statements  that  the  higher  the  ratio  of 
Bin  to  value  the  more  dangerous  the  program,  we  would  specifically 
>pose  the  amendment  to  H.  R.  7839  introduced  and  passed  by  the 
ouse  on  the  floor  increasing  the  maximum  dollar  value  of  a  95  per- 
Jtitloan  from  $8,000  to  $10,000  in  the  section  203  program. 
If  there  are  dangers,  and  if  you  gentlemen  are  worried  about  them, 
tien  you  will  be  a  lot  safer  if  the  maximum  house  value  on  which  a 
5  percent  loan  can  be  made  is  limited  to  $8,000  as  the  bill  originally 
)rovidecl. 

6-  When  Mr.  Hollyday  appeared  before  the  Appropriations  Sub- 
Jominittee  of  the  Senate  in  the  spring  of  1953  he  requested  that  Con- 
P^  permit  him  to  expend  certain  amounts  of  FHA's  income  for 
'Dvestigating  expenses.    This  Congress  denied  Mr.  Hollyday  the  total 
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amount  requested,  with  the  result  that  the  number  of  investigaton 
which  he  could  employ  to  guarantee  sound  functioning  of  his  pro- 
frrams  was  considerably  reduced.  We  should  like  to  point  out  that  ^ 
FHA  is  one  Government  agency  which  does  not  require  annual  appn^ 
priations  from  the  Treasury. 
^  Wlien  it  comes  to  Congress  for  funds  what  it  does  is  to  i*eauest  tiu 
Congress  to  permit  it  to  expend  a  part  of  the  money  whicn  it  hu 
I'eceived  as  income.  Therefore,  it  is  oui-  specific  recommendatid 
that  the  Congress  should  give  FHA  much  more  freedom  in  expenduu 
its  own  funds  for  administrative  purposes  generally,  specifically  wM 
reference  to  providing  an  adequate  staff  for  investigations. 

Finally,  this  association  should  like  to  make  the  following  point  tc 
this  committee.  The  one  thing  that  should  not  happen  as  a  result  d 
the  current  controversy  is  that  the  independence  of  FHA  be  destroyed 
The  troubles  that  have  been  pointed  out  and  which  have  oc<:5urred  hiffj 
in  our  opinion,  occurred  because  FHA's  main  function  of  undenvrit; 
ing  sound  loans  has  been  occasionally  diverted  by  the  imposition  upflii 
FHA  of  the  responsibility  of  administering  what  might  be  called  to- 
fare  programs ;  that  is  programs  where  money  is  to  fe  made  availaUt 
on  the  basis  of  suppose  need  rather  than  on  the  basis  of  the  soundnei 
of  the  loan  and  the  ability  of  the  borrower  to  repay. 

We  cannot  help  but  point  out  to  this  committee  that,  in  our  opinioBi 
this  tendency  which  has  brought  on  the  present  trouble  has  been  in- 
tensified since  the  Federal  Housing  Administration  was  incorporated 
in  the  Housing  and  Home  Finance  Agency.  The  present  controversy, 
instead  of  proving  to  us  that  the  Housing  and  Home  Finanoi 
Agency's  authority  over  FHA  should  be  strengthened,  proves  just 
the  reverse.  The  FHA,  if  it  is  to  regain  public  confidence,  should 
have  control  over  its  own  programs  and  these  programs  should  onlj 
be  ones  in  which  FHA  is  required  to  make  a  sound  analysis  of  A( 
proposed  loan  based  on  long-term  value,  and  underwriting  practioef 
should  if  anything  be  strengthened. 

Assuming  that  these  principles  are  clearly  set  forth  by  the  Congress 
you  will  do  better  by  giving  FHA  its  independence  than  by  tram 
ferring  control  over  its  destiny  to  a  supervising  agency. 

Senator  Bricker.  Of  course,  during  all  this  period  that  we  «r 
talking  about  now,  it  was  an  independent  agency. 

Mr.  Neel.  Do  you  mean  in  the  period  prior  to  1950? 

Xot  after  1947,  when  the  HHFA  was  created. 

Senator  Bricker.  It  was  independent  in  its  zoning  author!^ 
What  are  the  welfare  programs  that  vou  say  have  been  imposed  up© 
by  the  HHFA? 

Mr.  Neel.  Senator,  again  it  is  a  question  of  wording.  When  I  s»; 
a  welfare  program,  I  refer  to  a  program  where,  whether  the  mti 
ought  to  ^et  the  loan  is  determined  more  on  whether  he  needs  the  loai 
than  on  whether  it  is  a  good  loi\n  or  whether  he  can  repay  the  loai 

To  a  certain  extent,  as  wo  have  pointed  out  to  this  committee  aiM 
fo  other  places,  to  a  certain  extent,  the  section  221  program,  in  om 
opinion,  the  (  '  -^  '•  .^\  terms  of  the  cooperative  housing  pro 
gram  is  f.     Should  a  cooperator  be  given  men 

special  because  he  is  a  cooperator?     I  think  it 
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\  quita  a  question.  I  think  my  answer  to  the  thing  is  one  which — I 
0ii't  know  that  it  is  the  absolutely  correct  answerj  but  in  my  opinion 
^ose  who  want  to  engage  in  a  cooperative  program  should  be  entitled 
i  the  same  Ijenefits  tliat  anybody  else  is,  but  I  must  say  I  am  not  sure 
lat  they  ought  to  be  especially  entitled  to  more  favors, 

Senjitor  Sricker.  Wherein  has  the  program  in  any  way  been  af- 
pcted  by  the  subordination  of  the  FHA  to  the  HHFA'? 
\  Mn  Keej>.  Some  months  ago  I  prenai^ed  quite  a  long  memorandum 
11  that  subject  which  I  would  like  to  rile  with  you,  if  I  may* 
*The  Chairman.  It  h  not  in  the  files  now? 

Mr.  Xeeju  Xo,  sir ;  it  is  not. 

The  Chairman.  I  would  like  to  have  that  very  much. 
I  Without  objection,  let  us  place  into  the  record  at  this  point,  the 
Bport  of  the  Subcommittee  on  Organization  of  the  P'ederal  Housing 
^.ctivities  in  the  Federal  Government,  by  the  President's  Committee — 
bst  that  portion  that  has  to  do  with  thatj  because  tliey  made  some 
©(.commendations  on  tiie  subject, 

Mr.  Neel,  That  is  tlie  subcommittee. 

k Senator  Benn  btt.  Mr.  Chairman,  I  would  also  like  to  suggest  that 
r.  Xeel  submit  and  tliere  be  placed  in  the  record  at  this  point  the 
fiemorandum  on  the  welfare  concept  or  rehitioiisliin  between  FHA 
pd  HHFA. 

j  Tlie  Chaihman-  Without  objex;tion,  it  is  so  ordered. 
I  (The  documents  inferred  to  follow ;) 

pniT  Cr  THE  BUnCOMMITTSK  ON  OHOAHlKATtON  OF  FFiiKR-^L   HiWSI.'^O  ACTlVlTlEa 

'  IN  THE  Feueral  Government 

i»  Yoar  milN^ommitlee  has  beani  a  nuiDb^r  of  witup^se^  from  wittitQ  the  Govern* 
pieiU  unci  liiis  polked  a  uiiniber  of  otit^side  orguuiziitioD,^  and  indimtry  f^nmiis  to 
lUttij]  their  views  on  the  question  of  how  best  to  orKflulz*?  rbt^  FtHlernl  (Jiivern- 
p^nVn  hmmng  ficUvUies.  \V1iHe  the  recommendAtionn  from  these  vurimis  Kfim-cf»s 
torr  widely,  there  is  one  fmt  which  \si  eomttion  to  the  diverse  reports  and  ret.-om- 
nendurioruH — no  one  \h  satisfied  wnth  the  present  form  of  organi?4ition  «nd  iissigii- 
B*"!!!  of  rHgiRmsilalities. 

[t  is  the  ouhiion  of  yoitr  mibcomiulttee  that  there  are  three  princJpul  prohlems 
ihich  should  be  resolved  in  deTeloping  recommendationa  for  the  reorganization 
nt  the  llonsing  A^ncy,    These  are : 

L  The  pre*<ent  ijo using  and  Home  Finance  Agency  is  he-aded  by  an  AdminiH- 
taCc»r  whti  is  responsible  for  "general  coordination  and  sui>er vision"  of  the 
itlivltiea  of  the  entire  Agency.  Your  subconnidttee  htis  Iteen  impressed  with 
li**  fact  that  "general  coordination  and  supervision"  appears  to  mean  all  things 
p  bJI  rpen  and  results  in  a  situation  which  is  satisfactory  to  no  one.  It  is  eom- 
fleiely  unclear  a.**  to  what  the  resi><5iisibilities  of  the  Admlliistrator  are  and  by 
|le  same  token  those  responsible  for  constituent  oiierations  are  equally  unclear 
ft  to  what  their  specific  refljponsibilitles  for  Agency  oi*eration  are  intended  to  be. 

2.  Ei^en  the  task  of  carrjtnK  out  the  undefined  responsihilitles  of  sujiervision 
fid  coordination  are  somewhat  ineOftH^tually  discharged  because  of  the  fact  that 
be  Administrator's  immediate  ofiice  \n\s  since  1947  been  saddled  wltlt  a  aub- 
lantial  number  of  opera ttug  activities  which  have  tended  to  divert  that  office 
!rom  the  major  ta*fk  of  adminl**terini?  a  central  agency, 

3.  A  serious  question  has  been  rai.sed  In  several  quarters  as  to  whether  ft  ia 

Eiie  to  administer  a  smooth -running:  orjranlzation  which  c^jntains  such  incom- 
li-     ' nis  as  grant-in-aid  program^  and  tmsincss  tyi>e  activities*     This 
Ueen  characferi3ie<l  as  tending  to  create  a  j^ituaticm  in  wlilcb  the 
f    .......  :,s  adiu  In  Uteri  ng  neither  sound  credit  activities  uar  sound  welfare 

'^vltiea. 
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MOBTQAGE  BANKEB8  ASSOCIATION  OF  Alf  EBIOA, 

Washington  5,  D.  (7.,  AprU  tl.  m^ 
Hon.  HoMEB  E.  Gafehabt, 

Cfuiirmant  Senate  Banking  and  Currency  Committee, 
Senate  Office  Building,  Washington,  D,  C, 
Deab  Senator  Gafehabt  :  At  the  conclusion  of  my  testimony  today  before  tlit 
committee  in  behalf  of  the  Mortgage  Bankers  Association  of  America,  I  wtt 
requested  to  forward  to  the  committee  for  inclusion  for  the  record  a  paper 
which  had  been  prepared  for  the  association,  and  which  I  mentioned  in  my  tesO* 
mony  upon  the  subject  of  how,  what  I  described  as  the  ''welfare  concept,"  hid 
infected  some  of  FHA's  loan  programs. 

The  paper  to  which  I  referred  was  incorporated  in  a  speech  prepared  by  Ut 
Miles  L.  Ck)lean,  economic  consultant  for  the  association,  and  delivered  beiocf 
the  American  Finance  Association  on  December  29, 1952. 
A  copy  of  Mr.  Golean's  speech  is  enclosed  herewith  for  inclusion  In  the  reo^ 
Sincerely  yours, 

Saicukl  B.  Nwel, 

A  Review  or  Federal  Mobtoagb  Lending  and  Insubino  Pbacticis 

(By  Miles  L.  Golean) 

The  Federal  Government  has  been  a  significant  participant  in  the  urban  reri- 
dential  mortgage  business  for  a  little  over  20  years,  beginning  with  the  creatiM 
in  1932  of  the  home  loan  bank  system.  Its  participation  in  farm  mortgin 
activity  goes  back  even  further,  to  the  establishment  of  the  land  bank  aystflpi 
in  1917.  From  these,  which  now  appear  to  be  modest  beginnings,  the  Fedodt 
structure  has  vastly  grown  in  magnitude  and  greatly  diversified  in  charadx. 

The  original  agencies  I  have  mentioned  were  orthodox  in  character  and  ftl* 
lowed  the  concept  of  the  Federal  Reserve  System,  though  on  a  somewhat  re- 
stricted basis,  since  they  could  lend  on  collateral  but  could  not  discount  witiwit 
recourse.  The  Government's  relationship  was  to  be  of  an  indirect  nature^  ft 
would  create  the  structure  and  it  would  retain  certain  appointive  power.  Tte 
structure  it  created  would  not  deal  directly  with  the  people  but  only  with  insti- 
tutions, which  in  turn  dealt  with  the  public.  (There  were  minor  excepIMm 
to  this  principle,  but  in  the  beginning  they  were  not  important.) 

In  one  important  respect,  however,  both  the  land  bank  system  and  the  ham 
loan  bank  system  diiTered  from  the  Federal  Reserve  System.  The  Federal  Be* 
serve  System  never  has  to  rely  on  Government  aid.  Because,  however,  of  tit 
voluntary  nature  of  the  new  systems  and  the  necessity  for  creating  a  structure 
which  the  volunteers  could  be  induced  to  Join,  the  Government  in  both  InstanM 
invested  heavily  in  the  shares  of  the  regional  banks.  As  a  result  of  this  sop* 
posedly  temporary  device,  Government  influence  on  land  bank  and  home  lo» 
bank  policy  has  been  intrusive;  and  even  after  the  time  at  which  all  Inderal 
capital  had  been  returned,  the  systems  remained  under  the  direct  scmtii^r  aid 
supervision  of  executive  agencies  of  the  Government.  The  primary  agencies  itt 
providing  reserve  credit  for  mortgage  institutions  thus  never  achieved  the  tt 
least  quasi-independence  of  the  Federal  Reserve  System. 

From  this  beginning,  the  trend  of  Government  intervention  was  toward  botii 
more  obvious  administrative  supervision  and  more  direct  dealing  with  the  pub- 
lic. The  Federal  Farm  Mortgage  Gorporation  and  the  Home  Owners'  Lots 
Corporation  both  leaped  into  the  financing  vacuum  created  by  the  depressl<Ni 
to  make  loans  directly  to  distressed  mortgagors.  The  RFC  Mortgage  Oo. 
was  created  with  the  idea  of  assisting  in  reorganizing  defaulted  loans  on  com- 
mercial and  apartment  properties. 

It  is  to  the  credit  of  the  GoTcmment  in  those  years  that  it  stoutly  resisted 
pressures  from  real  estate  and  building  interests  to  put  these  agencies  into  ttie 
business  of  making  new  loans.  Only  in  the  instance  of  the  RFC  Mortgage  Oo. 
was  this  principle  not  maintained,  for  it  did  ultimately  make  a  few  loans  on 
new  apartment  properties.  It  <«  ^'ao  true  ^hft^tbe  RFC  itself  was  authorised 
to  make  loann  on  apartme«  WBf  ^^^^^  dividend  compeniei^ 

but  with  insignificant  rest  ^^"roig-range  policy,  the  Oovenf 

ment  still  souj^lit  to  dea'  ^^  and  to  avoid  infusions  tf 

Government  capital. 

The  Federal  Housi;  "n  upon  as  a  bril- 

liant escape  from  thf  -^  case,  the  Got- 

ernmeut  created  a  -Ji  all  mortM'^ 

ir- 
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ad  access,  the  expensea  and  UabjMtiea  of  which  were  to  be  covered  by 

jpremlums  collected  by  ihe  lenders  from  the  borrowers.    The  system 

ged  as  ultimately  belangLng  to  the  people  partlclpnting  in  It.    In  order 

nt  the  sources  of  funds  for  Insured  mortgages,  the  original  legislation 

iplated  the  formation  of  a  new  type  of  Institution,  national  mortgage 

itfoos^  federally  cbarteredp  privately  tinanced,  and  empoweied  lo  trade 

ired  mortgagee  with  private  lending  institutions  and  to  raise  funds  for 

by  the  issuance  of  tJebentures* 

not  iong»  however,  before  the  strictly  indirect  and  Impersonal  concept 

[Dperations  was  seriously  diluted.    The  corporate  form  Hrst  contemplated 

was  changed  to  a  single  administrator,  thus  making  the  operution  more 

le  to  political  influence.    The  assumed  policy  of  awaiting  submissions 

ders  was  replaced  by  one  of  aggressive  direct  promotion  with  the  public, 

lanieii  by  a  nationwide  apprais^al  orga nidation  that  ejcamiwed  and  approved 

idlvidual  case*     More  and  more  the  lending  institution  tcndcci  to  becMjme 

we  agent  between  the  builder  and  FHA,  which  settled  the  terms  of  the  deal. 

m  were  strong  Influences  at  work  to  bring  about  even  more  drastic  changes 

cy.    On  one  side  the  pressure  for  public  housing  was  building  up  and,  as 

iressioD  refusM  to  yield  to  less  drastic  measures,  the  advocates  of  direct 

mental  action  became  Increasingly  vocal.     It  may  be  forgotten  now,  but 

p  clearage  existed  in  the  early  New  Deal  between  those  who  thought  of 

iment  intervention  mainly  as  a  means  for  getting  hte  old  economic  system 

rmly  on  its  track  and  those  who  welcomed  it  as  a  means  for  building  both 

l^stem  and  a  new  track.    The  FHA  people  were  in  the  first  group  and 

Driing  warfare  with  their  public  housing  counterparts  made  good  news* 

ipy  right  up  to  the  time  of  the  forced  marriage  in  the  wartime  National 

Agency,     As  late  as  1945  the  then  FHA  commissioner  plainly  expressed 

nations  at  being  put  permanently  in  the  same  adniinlstrative  bed  with 

iDnsing. 

uternal  struggle  brought  tbe  supporters  of  FHA  Into  a  series  of  com- 
Btnce  public  housing  offered  a  cure  for  social  Ills  and  economic  de- 
i  FHA  must  offer  one  also.  Consequently,  the  agency  began  to  be  looked 
:  primarily  as  an  impersonal  device  for  improving  the  funLtlonlng  of 
:et  mechanism  Imt  as  a  means  of  modifying  the  market  to  meet  current 
id  political  objectives.  In  other  words,  it  undertook  to  compete  with 
iid-out  welfare  agencies  In  order  to  reduce  tbelr  encroachment  on  the 
economy. 

t  full-blown  public  housing  act  was  passed  In  1937*  In  the  early 
the  following  year,  special  FHA  insurance  provisions  were  enacted  for 
lued  at  $0,000  and  less,  and  more  generous  terms  were  included  for 
I  on  rental  property*  At  the  same  time,  In  order  to  assure  a  market 
new  kinds  of  loans,  the  Government  created  the  Federal  National 
Aseoclatlon.  (For  stlii  undetermined  reasons,  no  privately  financed 
mortgage  association  had  ever  been  chartered*) 

oplete  arrangement  for  the  social  manipulation  of  the  mortgage  mnrket 
been  Invented.  The  FHA  could  he  directed  Into  any  type  of  mortgage 
that  at  the  moment  seemed  socially  desirable  or  politically  expedient» 
'NMA  could  assure  the  success  of  any  such  undertaking  that  the  market 
nd  aceeptahle. 

of  such  an  arrangement  (althongb  the  FHA-FNMA  setup  was  not 
Jy  referred  to)  were  extolled  by  Adolf  Berle  in  testimony  before  the 
y  National  Economic  Committee  In  1940.  Berle  envisaged  a  banking 
which  the  flow  of  funds  would  he  determined  not  by  the  market  eon- 
m  of  relative  risks  and  competitive  yields  but  by  an  official  judgment 
Eal  purpose  of  the  loan*  the  terms  of  the  loan  being  adjusted  accordingly* 
11  potentialitfes  of  the  FHA^FNMA  combination  In  this  direction  were 
[Cllately  recognized.  Perhaps  this  was  due  to  the  fact  that  nmnagement 
FNMA  stni  rested  In  a  separate  agency,  the  RFC,  At  any  rate*  FNMA 
m  lecondary  market  funt^tlon  in  a  fairly  orthodox  manner.  It  bought 
ges  when  the  market  wnn  dnlL  It  gave  an  Initial  Impetus  to  If-ndlng 
t  aparfment  property,  It  sold  Its  holdlngf?  as  the  demand  fii  mortga^^-e 
t  grew  llveiier*  and  it  made  a  handsome  profit  for  the  RFC*  which 
Tibed  Its  stock.  Its  operation  was  broadly  stabill^ng  rather  than 
©r  discriminatory. 

I  pnhlic-prJvate  inv*'Stment  controversy  flared  again,  howev€*r,  with  the 
World  War  II.  Moving  away  from  the  mutual  mortgage- In  sura  nee 
Dward  a  loan -guarantee  concept,  a  new  type  of  FHA  insurance  was 
^roTldtng  for  liberal  flnancing  of  housing  for  defense  workers.    The 
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move  was  successful  in  reducing  the  amount  of  building  that  otherwise  would 
have  been  constructed  with  Government  funds ;  and  since,  because  of  war  cod& 
tions,  the  mortgage  marliet  was  starved  for  outlets,  the  eagerness  of  private 
institutions  to  take  the  new  kind  of  insured  loans  made  FNMA  intervention 
unnecessary. 

A  different  set  of  circumstances,  however,  came  about  with  the  great  tipsorsi 
of  social  legislation  following  the  end  of  the  war.  An  entirely  new  system  of 
guaranties  for  home  loans  for  veterans  was  established  in  the  Veterans'  Admiii> 
Istration.  This  system  was  based  primarily  upon  need  and  made  it  possible  to 
provide  that  the  greater  the  need  the  more  generous  the  terms.  FHA*s  special 
wartime  insurance  was  continued  in  order  to  augment  the  supply  of  veteraoi 
housing;  and  in  1948,  FNMA,  after  being  permitted  to  buy  VA  as  well  as  FHA 
loans,  again  became  an  important  factor  in  the  market.  In  addition,  the  Horn 
Loan  banks  were  successfully  urged  to  adopt  a  liberal  policy  on  loans  to  member 
with  the  result  that  an  all-time  high  in  outstanding  credit  was  reached  dnrftu 
the  period  1948  to  1951.  In  1949,  the  public-housing  program  was  revived  in  wlal 
at  first  appeared  to  be  a  substantial  manner,  and  pressure  was  organized  to 
expand  it  into  the  so-called  middle-income  area.  Countering  this,  more  spedil 
types  of  FHA  insurance  were  provided  for  equity  investment,  cooperatives,  and 
military  housing.  In  1950,  to  make  sure  that  no  deserving  case  should  go  i» 
financed  because  of  the  lack  or  unwillingness  of  private  lending  facilities,  tht 
VA  was  authorized  to  make  direct  loans  to  veterans. 

With  the  growth  of  the  welfare  idea,  the  trend  in  the  FHA  operation  wii 
steadily  toward  a  particularized  view  of  the  market  as  compared  with  tbo 
relatively  broad  and  unified  view  with  which  it  had  started.  Instead  of  m 
general  method  of  doing  business,  it  now  has  a  dozen  or  more  distinct  methodi 
depending  upon  the  type  of  property  or  the  character  of  the  borrower.  Instead 
of  approaching  its  task  on  the  basis  of  measuring  risk,  it  tended  more  and  more 
to  make  determinations  on  a  measurement  of  need. 

The  whole  series  of  welfare-credit  measures  was  taken  in  face  of  and  without 
regard  to  the  inflationary  impact  that  they  produced.  In  fact,  the  only  coih 
si  deration  given  to  the  Impact  was  to  assure  its  intensification.  As  each  infusion 
of  si)ecialized  credit  gave  another  upward  push  to  the  price  curve,  guarantee 
limits  were  advanced,  maximum  permissive  mortgage  amounts  were  raised,  and 
FNMA*s  facilities  were  more  generously  offered,  so  that  the  push  became 
stronger.  The  lack  of  comprehension  that  the  welfare-minded  housing  agenciei 
showed  of  the  basic  facts  of  financial  life  only  demonstrated  how  thorouglily  Uie 
welfare  approach  to  economic  problems  had  pervaded  and  perverted  oflldal 
thinking. 

Beginning  In  1948,  a  number  of  moves  were  taken  that  carried  FNMA  farther 
away  from  its  original  purpose  and  emphasized  its  subservience  to  welfaw 
policy.  First,  the  agency  was  reconstituted  as  an  out-and-out  Government 
instrumentality  and  all  possibility  of  creating  privately  financed  mortgage  asso- 
ciations was  ended.  At  the  same  time,  the  types  of  loans  that  FNMA  would  buy 
and  the  conditions  under  which  it  would  buy  them  were  so  corcumscribed  as  to 
lose  all  flexibility  in  operating  policy.  Finally,  a  subsequent  reorganization  plan 
transferred  management  control  of  FNMA  from  the  RFC  to  the  Housing  and 
Home  Finance  Agency.  In  1950,  a  mild  revolt  in  Congress  against  the  inflatioDaiy 
excesses  of  the  times  temporarily  ended  FNMA's  power  to  make  advance  commit- 
ments ;  but  a  long  distance  still  remained  between  the  FNMA  of  1950  and  that 
of  1940. 

The  net  result  of  these  changes  was  to  bring  about  a  close  approximation  of 
the  credit  setup  that  Berle  had  visualized.  IIHFA  could  determine  the  social 
need ;  FHA,  which  was  under  its  domination,  could  direct  its  insurance  activi- 
ties accordingly ;  and  FNMA,  now  also  under  Its  domination,  could  assure  that 
the  i>olici«»s  were  carried  out.  How  well  this  arrangement  could  work  was 
reveale<l  during  the  tight-money  situation  that  prevailed  after  the  change  in 
the  Federal  Ue.serve's  bond-support  policy  early  in  1951. 

The  original  FHA  attitude  toward  Interest  rates  was  at  least  as  orthodox  as 

Adam  Smith's.     They  were  intende<l  to  be  set  at  the  market  and  restricted  only 

so  as  to  prote<*t  the  uninformed  from  extortion.     As  the  general  structure  of 

intoiHBBt  rates  declined  during  the  1930's  and  early  lJ>40*s,  the  FHA  maximum 

W&8  revised  accordingly.     In  1944,  when  the  VA  loan-guaranty  system  was 

d,  the  interest  rate  was  also  set  at  the  market.     A  mistake  was  made 

» leeway  for  upward  adjustments,  but  this  was  later  rectified 

n. 
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^  Atlte  9meru^  strncture  of  intenjst  ratea  rose  after  March  1951,  It  was  plain, 
fefrtt*'  oflldftl  f«rt*^ittt*>fls  to  the  contrary,  tliflt  a  market  view  of  irjtt^re.st  ratas 
no  l<Hj>?er  prevailed.  The  4-percent  mte  had  Ivecome  a  vested  right  of  vuteraiw 
cpinst  wMeh  economic  forces  could  not  be  allowed  to  prevmiL  A  4M-P^c!eat 
rate  for  FlLi'j^  new  system  of  insiutance  for  defeu^Fe  housiag  must  be  preaerired 
because  a  blither  rate  would  undt^slrably  iuurease  liouj^iiiif  co^tw.  CVmsequently, 
igaiii8t  a  trend  of  2  yt>iirs'  durntion^  the  FllA  a  ad  VA  piaiatained  tbeir  J*ub- 
Jectivelx  determined  rates,  and  the  facilities  of  FNMA  were  iuvuked  to  make 
their  deteraiiiiaticin  tenabie.  In  order  to  make  FNilA  fully  effective  in  this 
fespect,  the  power  to  make  advance  conmiUmeut^  was  restored  for  FHA  and 
TA  mortgagej^  in  defejase  ureas. 

The  end  of  tliis  long,  somewhat  confused  history  te  that  we  have  created  a 
iocial  credit  system  for  mortgage  finance.  T^e  power  to  decide  who  shall  receive 
£t«d]t,  how  much  credit  shall  be  extended,  what  types  of  houses  shall  be  financed, 
id  In  what  Im^atiou^  the  fintineini^  shall  tai^e  place,  all  now  reside  in  othcial 
llinils.  In  this  si^stcm  govi^rnmentfd  polic>"  and  administnitiTC  decision  replace 
lndl vidua L  decisions  on  the  market  plat^e.  The  o^ly  thing  preventing  the  new 
^y!$tem  from  liecoming  dominant  is  the  rongre^s tonal  restriction  on  the  scope  of 
Its  operation.  But  the  mechanism  for  dominance  is  present,  awaiting  only  the 
desire  for  it  to  be  ejcerciaed. 

We  itt^  now  at  a  crucial  point  In  this  detelopment.  An  occasion  appears  to 
#icist  for  a  critical  review  <if  policies  und  instttutiont*.  In  face  of  this  occasion, 
•  uumljer  of  questions  should  be  asked.  Van  a  system  of  private  mortgage 
rredit  opt*rate  satisfactorJJy  altumside  a  system  of  social  welfare  mortgage  credit? 
Or  will  uot  a  governmtfntaily  dominaled  system  ultimately  drive  private  funds 
Into  other  uTt^tiii'i  t'an  the  murigai^e  credit  requirements  of  the  country  be  met 
witimui  the  particularized  methi>ils  that  the  Government  has  set  npl^ 

My  own  views  in  this  matter  are  clear.     1  am  convinced  that  Uie  particularized 

welfare  principles  cannot  l)e  mixed  with  market  pHuciples;  and  1  believe  that  the 

long  omtinued  attempt  to  miix  them  can  oniy  end  in  the  vitiating  or  destruction 

of  the  market  system.     I  flrmly  believe  that  in  the  long  rnu  the  impersonal 

«p<^ration  of  tlie  market  system — If  allowed  to  o[K^rate  freely — will  meet  mortgage 

credit  reqnirt*uit*nrs  more  broadly  and  fully  thnn  an  officially  administered  system. 

In  considering  the  maintenance  of  a  market  system^  liowever,  it  is  not  necessary 

guhandoii  the  contributions  to  nu  ample  and  stabilized  flow  of  mortgage  funds 

^B|  can  be  made  by  a  system  of  uittrrgage  iiiwurance  antJ  liy  a  true  secondary 

^^Ef&et  facility.     If  these  con trihut ions  are  to  tie  pre^^erved,  however ^  without 

rconliuulng  the  risks  inherent  in  tmr  present  arra»;^enienis.  soute  draitic  revamp- 

I  tug  of  these  arrangements  must  be  made. 

A  s%*paration  of  welfare  functions  and  credit  functions  in  the  housing  field 
ibould  be  undertaken.  Moreover^  the  control  over  the  mortgage- insurance  func- 
tion should  not  rest  in  the  same  hands  as  the  control  over  the  secondary  market 
function,  since  the  latter  should  always  provide  a  check  on  the  former.  The 
flubstitution  of  a  corptjrate  form  for  the  present  administrative  form  of  the 
•  iUi^urance  function  would  probiibly  reduce  tlie  political  pre^nre  to  vrhiih  it  la 
subject,  while  the  injection  of  private  capital  and  at  least  quasi-private  manage* 
mem  into  the  secondary  market  function  would  contribute  to  the  same  end.  The 
Insurance  function  should  i»e  greatly  simplified^  and  a  form  of  portfolio  insurance 
rather  than  individual  mortgage  insurance  might  be  considered.  Finally  some 
relationship  should  be  establish  eel  between  the  insurance  and  secondary  marfeet 
functions  on  the  one  band  and  the  central  monetary  authority  on  the  other. 

These  are  general  principles.  The  working  out  of  the  details  and  the  appro- 
priate merbodi^  of  handling  these  functions  within  the  administrative  structure 
of  Government  require  study.  It  would  be  well  to  institute  such  a  study  at  once, 
Istfore  same  new  crisis  confronts  na. 

Tlie  Cif  AiHMAN,  There  are  criminal  provisions  in  the  law  for  fraud 

or  misrepresentation,    Wliat  would  you  think  of  an  amendment  to 

include  fraud  and  misrepresentation  on  the  part  of  the  mortgagor^ 

Mr.  Nkkl.  I  don-t  think  I  would  hare  any  objection,  sir* 

Sell  Ji  tor  Brick  1-31.  No  one  can  defend  fraud  or  misrepresentation 

pn  any  body -s  part. 
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The  Chaibman.  I  dont  know  why,  but  the  act  has,  ever  anoeili 
conception,  directed  only  against  the  mortgagee. 

Mr.  Neel.  I  think  this  is  probably  the  answer  to  that,  Senator,  ti 
a  certain  extent :  What  the  Congress  was  trying  to  do,  you  see,  wis  ti 
prevent  a  mortgagee  from  filing  a  claim  with  9ie  Government  TflflA 
would  be  paid  despite  the  fact  that  he  was  guilty  of  fraud.  Hof^ 
therefore  they  said,  **This  claim  will  be  paid,  no  matter  who  w 
involved  in  fraud  if  the  fellow  who  presents  the  claim  was  all  rigbt' 

It  is  like  the  rule  in  connection  with  negotiable  instruments.  H 
the  instrument  is  good  and  is  in  the  hands  of  a  holder  in  due  coam 
without  notice,  it  will  be  paid,  even  though  it  was  made  fraudul^* 
i  think  that  was  what  was  in  Congress'  mind  when  it  passed  tbt 
provision. 

Senator  Bennett.  Mr.  Chairman? 
.  The  Chairman.  Senator  Bennett 

Senator  Bennett.  I  have  been  interested  in  your  last  recommendi- 
tion  which  is  a  warning  that  we  should  be  careiul  not  to  include  vlut 
you  call  welfare  projects  within  the  responsibility  of  FHA.  Toil 
spent  quite  a  lot  of  time  this  afternoon  talking  about  promotion  proj- 
ects. I)on't  you  think  we  should  have  the  same  care  to  protect  FHA 
from  the  responsibility  of  going  out  to  sell  building  programs  or 
housing  programs? 

Mr.  Neel.  That  is  right  I  don't  think  that  ought  to  be  possible. 
r  Senator  Bennett.  Apparently  that  has  led  us  into  one  of  the  traps 
in  which  we  find  ourselves  presently. 

Mr.  Neei^.  I  think  it  has,  sir. 

Senator  Bennett.  In  effect,  we  should — ^no  matter  by  what  mean*- 
restore  FHA  to  the  position  of  being  an  underwriting  instrument,  or 
organization.  ^  It  should  opnerate  from  those  motives,  only,  and  clwcl 
the  values  of  its  imderwriting  without  respect  either  to  the  needs  of 
the  borrower,  or  to  the  desire  of  some  other  part  of  the  Government  to 
develop  a  housing  program  for  other  reasons. 

Mr.  Neel.  If  you  would  do  that  it  would  meet  with  the  heartf 
approval  of  every  person  in  the  lending  field — ^I  think. 

The  Chairman.  Are  there  further  questions? 

Mr.  Neel.  Thank  you  very  much,  Senator. 

The  Chairman.  Are  there  any  other  questions? 

You  have  been  very  helpful  to  us.  We  appreciate  it.  You  havi 
come  up  with  some  suggestions  and  we  may  want  to  talk  to  you  later 
and  get  the  benefit  of  your  experience,  because  we  are  just  as  int^ 
ested  as  you  or  anyone  else  in  getting  this  present  bill  through  tb 
Congress. 

1^.  Neel.  I  will  be  available  at  any  time,  sir. 

The  Chairman.  We  will  try  to  button  up  all  the  loopholes  and  st(y 
this  sort  of  thing  from  happening.  I  think  when  we  get  into  this 
investigation,  you  gentlemen  will  be  convinced  that  it  was  necessai;* 
.  Mr.  Neel.  Thank  you,  sir. 

*  TThe  Chairman.  Tomorrow  our  witnesses  will  be  Mr.  Harry  HelOf 
vice  president.  Bowery  Savings  Bank,  New  York,  representing  ti« 
National  Association  of  Mutual  Savings  Banks;  Jonn  U.  Williamson, 
secretary-counsel.  Realtor's  Washington  Committee,  representing  the 
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onal  Association  of  Beal  Estate  Boards;  John  A.  Beilly,  presi- 
of  the  Second  National  Bank  of  Washington^  D.  C,  representing 
&jnerican  Bankers  Association;  Milford  A.  Vieser,  vice  president, 
.Tial  Benefit  Life  Insurance  Co.,  Newark,  N.  J.,  representing  the 
)  Insurance  Association  of  America  and  the  American  Life 
lyention.  > 

S^e  have  four  witnesses  tomorrow.  I  suspect  we  will  have  to  go 
r  in  the  afternoon.  We  are  going  to  recess  until  10  o'clock 
lorrow  morning. 

Whereupon,  at  4 :  10  p.  m.,  the  committee  recessed  to  reconvene 
0  a.  m.,  Thursday,  April  22, 1954.) 
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THURSDAY,  APBIL  22,  1054 

United  States  Senate, 
Committee  on  Banking  and  Ctjrkency, 

Washington^  D.  C. 
mmittee  met,  pursuant  to  recess,  in  room  301,  Senate  Office 
,  at  10 :  06  a.  m.,  Senator  Homer  E.  Capehart  (chairman) 

b:  Senators  Capehart,  Bricker,  Bush,  Maybank,  Frear,  and 

iairman.  The  committee  will  please  come  to  order. 
•st  witness  will  be  Mr.  Harry  Held,  vice  president,  Bowery 
Bank,  New  York,  representing  the  National  Association  of 
avings  Banks. 

r  Maybank.  May  I  make  a  statement  first? 
aAiRMAN.  Of  course. 

r  Maybank.  It  has  come  to  my  attention  there  are  1^194  units 
I  608  either  still  under  construction  or  where  the  insurance 
3en  worked  out.  Four  projects  have  not,  as  yet,  been  cleared 
[lere  are  two  that  are  not  even  finished. 

) — ^that  is,  4  years  ago — ^you  are  well  aware  that  we  tried  to 
1  this  committee  before  it  ever  got  to  the  Senate  floor  in 
of  that  year.  What  I  would  like  to  have  done  immediately, 
rman,  with  your  permission,  is  to  ask  for  a  thorough  investi- 
these  units  that  nave  not  even  as  yet  been  paid  for,  plus  the 
have  not  been  completed. 

its  are  in  Boston,  Chicago,  AUentown,  Pa.,  and  in  Alaska. 
I  404  in  1  project  in  Chicago,  290  in  another,  28  in  Boston, 
I  understand,  perhaps,  a  little  delay  in  Alaska,  but  I  cannot 
id  why  it  hasn't  been  done  since  1950,  when  the  home  builders 
ance  people  came  in  and  urged  us  to  pass  this  law  to  get  rental 
people.  Here  it  is  4  years  later  ana  still  it  hasn't  been  done. 
)  call  the  attention  of  this  committee  to  a  statement — and  I 
more  to  say  about  this  gentleman  later  on,  a  Mr.  Summer  of 
;ey,  who  took  the  liberty  to  ffo  down  to  South  Carolina  and 
after  he  came  to  a  meeting  here,  and  I'll  have  plenty  to  say 
returns.  This  is  what  he  said,  on  page  396  of  the  hearings 
)using  Act  of  1951-52 : 

innan,  I  wish  to  state  that  for  years  I  have  been  a  strong  advocate 
ity  plan  to  insure  FHA  for  the  construction  of  section  60&— 

'^anted  priorities — 
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which  could  be  rented  at  the  lowest  rentals,  and  to  increase  progressiva  until 
the  units  needed  in  defense  areas  could  be  provided.  I  have  had  coBsitaBbli 
experience  with  section  608  construction  and  have  arranged  the  flnsnrtng  of  il 
many  units,  if  not  more  than,  anyone  else  in  New  Jersey. 

He  advocated  100  percent. 

The  Chairman.  Is  that  Mr.  Summer? 

Senator  Maybank.  S-u-m-m-e-r.  He  came  down  here  and  advo- 
cated  100  percent.    He  said  everything  was  perfectly  honest. 

The  Chairman.  S-u-m-m-e-r? 

Senator  Maybank.  Yes. 

The  Chairman.  He  is  from  New  Jersey? 

Senator  Maybank.  Yes. 

The  Chairman.  Senator  Maybank,  these  projects  you  just  brou^t 
to  the  attention  of  the  committee  are  section  608  projects  which  were 
authorized  in  1950  and  have  not  as  yet  been  finished  ? 

Senator  Maybank.  Two  of  them  have  not  as  yet  been  finished. 
Four  have  been  finished,  but  they  have  not  worked  out  the  insurance 
and  the  financial  arrangements.    Is  that  correct  ? 

The  Chairman.  In  other  words,  there  are  six  that  the  still  un- 
finished? 

Senator  Maybank.  Six  big  projects,  but  there  are  1,000  units. 

Mr.  Parsons.  Six  projects  have  not  been  completed  in  full.  Two 
are  still  under  construction,  and  four  have  been  completed  except  for 
final  financing  arrangements. 

The  Chairman.  If  there  is  no  objection,  we  will  ask  the  clerk  to 
immediately  ask  the  FHA  to  give  us  full  and  complete  inf ormaUon 
on  all  unfinished  projects. 

Senator  Maybank.  I  got  that  from  the  FHA. 

The  Chairman.  Well,  we  better  get  more  information  than  this. 
Get  the  details. 

Unfinished  mortgages  on  section  608,  and  unfinished  projects.  Let's 
have  that  for  the  record  tomorrow  without  fail. 

(The  information  referred  to  follows :) 

Federal  Housing  Adminibtbatton, 
Washington  25,  D.  C,  April  22,  iWf 
Re  Last  projects  completed  nnder  the  provisions  of  section  608  of  title  VI  of 

the  National  Housing  Act. 
Mr.  iRA  Dixon, 

Clerk,  Senate  Banking  and  Currency  Committee, 

Room  SOS  Senate  Office  Building,  Washington,  D.  C. 
Dear  Mb.  Dixon  :    In  response  to  your  telephone  request  this  morning,  tbi 
following  is  a  report  of  the  last  two  projects  completed  or  to  be  completed  under 
section  608  of  the  National  Housing  Act : 

1.  Project  No.  071-40113:  Parkway  Gardens  Trust  No.  1.  Chicago,  ILL;  280 
units ;  mortgage,  $2,530,900. 

This  is  a  colored  cooperative  project  which  was  completed  on  April  1»  196i 
and  is  100-percent  occupied. 

2.  Project  No.  071-42007:  Parkway  Gardens  Trust  No.  2,  Chicago,  HI.;  404 
units;  mortgage,  $3,047,000. 

This  is  a  companion  project  to  the  one  above  and  is  about  85  percent  com- 
pleted and  approxirontply  75  percent  occupied.  Completion  is  now  expected 
about  September  1,  3 

These  two  projects  ••  jlng  completed,  owing  to  extremely 

complicated  circui  er  complications. 

3.  Project  No  *  o.^  Inc.,  Boston,  Mass.;  28  units; 
mortgage,  $215,i 
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This  project  wn9  last  reeentl]^  stftctedv  It  was  held  up  for  a  long  time  by 
ttlgatlon  concemiiig  zoning  ordinances  which  was  carried  to  the  Stipreme  Gourt 
t  MassachnsettB. 

4.  Project  No<  01^-42041 :  Jordan  Park  Apartments,  Inc.,  Allentown,  Pa.;  199 
mlts;  mortgage,  $1,492,500,  decreased  to  $1,400,000. 

This  is  a  State  subsidized  project  in  which  the  State  granted  the  owner 
383,828  which,  added  to  our  mortgage  of  $1,400,000,  makes  a  total  investment 
^  $1,783,828.  Our  mortgage  was  originally  for  $1,492,500,  but  was  decreased 
o  $1,400,000.  ThiB  is  100  percent  completed  and  occupied,  but  it  has  not  been 
Inally  endorsed  for  insurance,  owing  to  negotiations  between  the  mortgagor 
x>rporation  and  the  State  housing  authority  which  controls  this  project  as  to  an 
ncrease  in  rents.  The  owner  also  desires  an  increase  in  the  mortgage  due 
to  unexpected  costs  of  excavation  which  has  not  been  granted  by  our  insuring 


5.  Project  No.  130-42014:  1200  L  Street,  Anchorage,  Alaska;  139  rtnits; 
mortgage,  $1,757,300. 

This  project  was  completed  January  23,  1953,  and  is  100  percent  occupied. 

6.  Project  No.  13(M2015 :  Coffey  House,  Anchorage,  Alaska ;  134  units ;  mort- 
gage, $1,741300. 

This  project  was  completed  January  23,  1953,  and  Is  100  percent  occupied. 
These  two  projects  have  not  been  finally  endorsed  for  insurance,  owing  to 
litigation  between  the  stockholders  and  the  mortgagor  corporation  which  has 
prevented  final  endorsement.    All  of  the  mortgage  money  has  not  been  advanced. 
Very  truly  yours, 

Norman  P.  Mason, 
Acting  Oomtnissioner, 

The  Chairman.  Mr.  Held,  you  have  a  prepared  statement,  I  believe? 

STATEMENT  OF  HAEET  HELD,  VICE  PEESISENT,  BOWEET  SAVXNGS 
BANK,  NEW  TOEE,  BEPEESENTING  NATIONAL  ASSOCIATION  OF 
HUTUAL  SAVINGS  BANKS 

Mr.  Held.  I  have  a  prepared  statement.  However,  we  haven't  had 
time  to  reproduce  it,  and  I  would  like  to  read  from  it,  sir. 

The  Chairman.  Proceed. 

Mr.  Held.  My  name  is  Harry  Held,  and  I  am  vice  president  of  the 
Bowery  Savings  Bank,  New  York  City. 

The  Chairman.  You  say  you  do  not  have  an  extra  copy? 

Mr.  Held.  No,  sir;  I  do  not. 

The  Chairman.  Oo  ahead. 

Mr.  Held.  I  am  appearing  here  as  a  representative  and  on  behalf  of 
he  National  Association  of  Mutual  Savings  Banks  at  the  request  of 
^our  chairman  to  give  testimony  regarding  amendments  as  to  housing 
Qgislation  which  will  prevent  the  recurrence  of  present  conditions. 

As  the  alleged  conditions  concern  the  FHA  title  I  modernization 
►rogram  and  the  rental  housing  program,  particularly  under  the  ex- 
pired section  608,  I  shall  coimne  my  remarks  and  suggestions  to 
hese  two  phases  of  the  FHA  operations. 

With  reference  to  the  title  I  program,  I  made  a  personal  telephone 
urvey  of  a  number  of  institutions  dealing  in  home  modernization 
mns  and  found  that  in  connection  with  the  dealer  type  of  loan,  tiiey 
leal  exclusively  with  reputable  dealers  whom  they  have  had  exper- 
ance  with  over  a  period  of  years.  It  was  the  general  opinion  that  the 
mendments  to  part  1  or  title  I  regulations  of  FHA,  as  transmitted 
0  all  qualified  title  I  lending  institutions  under  date  of  October  28, 
953,  T-1-101,  substantially  tightened  previous  regulations. 
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The  procedural  steps  provided  in  these  new  regulations  wew 
specifically  designed  to  eliminate  the  unethical  operator  from  the 
home-improvement  field.  A  further  bulletin  on  December  28,  1953, 
T-1-102,  enlisted  the  aid  of  all  participating  institutions  in  reporting 
dealer  unreliability  or  irregularities  as  provided  in  regulation  ^ 
section  2  of  the  governing  title  I  regulations. 

I  am  reliable  informed  by  participating  institutions  that  these  steps 
have  had  the  effect  of  curtailing  the  activities  of  unscrupulous  sales- 
men and  dealers  and  have  also  resulted  in  a  tightening  of  loan  pro- 
cedures. As  banking  institutions  have  a  responsibility  in  the  making 
of  title  I  loans,  it  might  be  of  interest  to  the  committee  to  know  that, 
as  reported  on  the  1953  call  record  of  the  FHA  property  loans  out- 
standing, against  a  nationwide  delinquency  ratio  based  on  amount 
of  1.30  percent  delinquent  90  days  or  more,  the  delinquency  ratio  of 
national  banks  was  only  122,  and  State-chartered  banks,  121. 

Incidentally,  these  institutions  held  86.7  percent  of  all  title  I  notes 
outstanding. 

Insofar  as  legislation  is  concerned,  there  seems  to  be  little  that  can 
be  done  by  way  of  amendment  to  add  further  safeguards  to  this  type 
of  money.  Administratively,  it  might  be  advisable  to  prepare  and 
require  a  standard  form  of  home  repair  contract  for  use  in  connection 
with  an  FHA  modernization  loan.  Such  contracts  should  provide 
for  fully  outlining  the  specifications  and  material  in  connection  with 
the  repairs  or  modernization  to  be  undertaken. 

With  an  endorsable  contract,  the  homeowner  would  be  better  pro- 
tected as  to  type  and  quality  of  materials  and  work,  and  would  haTe 
legal  redress  for  nonperformance.  It  would  also  seem  that  the  most 
e^ctive  way  to  combat  the  racketeer  in  home-improvement  loans 
would  be  to  provide  FHA  with  sufficient  investigatory  personnel  to 
run  down  all  complaints  and  ascertain  how,  at  the  moment 

Senator  Maybank.  Would  you  mind  yielding  right  there? 

Mr.  Held.  Yes,  sir. 

Senator  Maybank.  How  can  that  be  done,  and  I  say  that  most  re- 
spectfully— how  could  we  get  enough  to  investigate  into  $11  miUion 
worth  of  loans  ? 

Mr.  Held.  There  wouldn't  be  11  million  complaints. 

Senator  Maybank.  How  many  do  you  think  it  would  take  ? 

Mr.  Held.  It  all  depends  upon  the  area. 

Senator  Maybank.  For  our  information,  is  it  in  California — ^well, 
you  have  seen  the  figures  from  the  General  Accounting  OflBce — ^I  think 
they  ran  about  20  to  1,  we  will  say,  as  against  the  State  I  come  from, 
South  Carolina,  for  instance.  Would  you  have  any  idea  of  the  num- 
ber of  complaints  ? 

Mr.  Held.  No. 

Senator  Maybank.  The  Justice  Department  told  us  there  were  quite 
a  few  complaints,  but  they  have  been  centered  in  certain  sections. 

Mr.  Held.  I  think  probably  from  a  tabulation  of  the  complaints, 
you  could  find  out  ^  ople,  and  have  a  task  force  to  go  out 

to  these  diffe:  m  up. 

Senator  liar  with  the  FHA  loan  sheet  now, 

are  you  n 

Mr.  I 

Senat  Id  be  materially  im- 

provi 


7i      ? 
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Mr.HK».  Thetitlel? 

Senator  Matbank.  Yes. 

Mr.  Held.  No;  all  I  am  suggesting  is  that  the  homeowner  be  sup- 
plied with  a  contract  form. 

Senator  Matbakk.  A  better  contract  form? 

Mr.  Held.  That  is  right. 

Senator  Maybank.  What  do  you  think  about  the  form  we  have 
now? 

Mr.  Held.  Well,  the  form  of  note  and  affidavit,  I  think,  are  satis- 
factory as  revised  back  last  October. 

Senator  Maybank.  You  think,  then,  you  ought  to  have  a  better 
contract? 

Mr.  Held.  I  think  probably  in  a  ^eat  many  of  these  loans  the  small 
fellow  is  the  one  who  writes  on  a  piece  of  paper  that  he  is  going  to  do 
something  for  a  certain  amount  of  money.  That  constitutes  a  con- 
tract. Then  you  get  complaints  because  the  owner  thinks  he  should 
have  gotten  more  uian  he  did,  and  the  contractor  says,  "Well,  I  gave 
you  all  I  promised  you." 

Senator  Maybank.  Well,  in  a  responsible  bank  and  a  restricted 
bulk  such  as  yours  is,  you  wouldn't  be  aware  of  some  of  the  things 
that  have  happened.  I  ask  this  question :  Don't  you  think  we  might 
q)ecify  what  tnese  loans  will  be  based  on  ? 

Mr.  Heij>.  I  think  that  might  be  a  good  idea. 

Senator  Maybank.  Well,  you  know  of  some  of  the  loans  made  in 
California? 

Mr.  Held.  Yes,  sir. 

Senator  Maybank.  Suppose  we  specified  the  type  of  loan.  Could 
we  do  that  in  legislation,  in  your  judgment  ? 

Mr.  Held.  I  would  think  that  would  be  sensible,  to  limit  it  to,  you 
might  say,  home  modernization,  rather  than  auxiliary  types  of 
mraemization. 

Senator  Maybank.  The  auxiliary  types  are  the  kind  that  came  in, 
fire  alarms,  burglar  alarms,  barbecue  pits,  and  things  like  that. 

The  Chairkan.  Do  you  think  title  I  is  necessary? 

Mr.  Held.  From  my  check  with  a  great  many  institutions,  a  great 
many  of  them  originally  started  in  the  title  I  field  and  are  now  making 
their  own  direct  loans  on  home  modernization.  Their  experience  has 
been  90  good  under  title  I  that  they  felt  they  didn't  need  the  10  percent 
cushion  and  they  could  make  them  on  a  direct  basis. 

The  Chairman.  And  they  save  the  insurance  cost. 

Mr.  Held.  And  they  save  the  insurance ;  yes,  sir.  In  other  words, 
they  could  set  up  a  reserve. 

The  Chairman.  There  is  no  question  but  what  title  I  started  back  in 
1934  as  a  depression  measure  to  help  make  jobs. 

Mr.  Held.  Yes,  stimulate  building. 

The  Chairman.  And  it  has  been  in  effect  ever  since. 

Mr.  Heu>.  Yes. 

The  Chairman.  The  strange  thing  was,  it  was  in  effect  during  the 
war. 
Mr.  Held.  Yes. 

The  Chairman.  It  was  in  effect  even  when  we  had  allocation  of 
materials  and  when  we  had  regulation  X  and  regulation  W,  and  price 
control,  it  went  merrily  on.  Wlien  we  wfei-e  trying  to  control  inflation 
by  price,  wage,  and  rent  controls,  and  fought  title  I,  which  was  put 
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in  originally  as  a  dei>ression  measure,  it  was  left  in  the  bilL  It  is  in 
the  present  bill  that  i&  before  us  at  the  moment,  at  the  sucgestion  of 
tlie  Presidential  Commission  and  the  A(hninistration  itself.  I  intro- 
duced the  bill,  calling  for  an  increase  from  $2,500  to  $3,000  and  ui 
increase  from  30  months  to  36  months  in  terms.  Do  you  think  it  is 
needed  at  all  at  the  moment  f 

Mr.  Held.  I  think  title  I,  the  home-modernidation  program,  has 
been  a  great  boon  to  this  country  and  a  great  boon  to  homeowners  in 
providmg  things  like  completing  two  extra  rooms  upstairs  and  put- 
ting^ on  garages,  and  so  foith. 

The  Chairmax.  You  think  it  might  well  be  limited  to  what  m 
normally  consider  home  repair,  such  as  a  new  roof,  painting,  floon^ 
fixing  the  windows,  adding  an  additional  room— just  limit  it  to  wlurt 
we  normally  call  repairs? 

Mr.  Held.  I  would  be  inclined  to  favor  that. 

The  Chairman.  You  would  be  inclined  maybe  to  recommend  that! 

Mr.  Held.  To  favor  that. 

Senator  Bush.  I  believe  you  indicated  that  the  banks'  experieno8 
with  this  has  been  so  satisfactory  that  a  lot  of  them  were  proceeding 
on  their  own  without  reference  to  the  guaranty.  Why  do  you  thimE 
it  is  necessary  to  continue  title  I  ? 

Mr.  Hjsld.  Well,  it  may  not  be  completely  necessary,  I  think,  as 
I  point  out,  a  great  many  banks  are  gradually  taking  these  over 
because  of  the  previous  excellent  experience  in  connection  with  that 
type  of  financing. 

Senator  Bush.  Wouldn't  that  increased  takeover  be  accelerated  bj 
droppiM  title  I  out  of  the  bill  ? 

Mr.  Held.  It  probably  would ;  yes. 

Senator  Bush.  Would  your  institution  favor  that  move? 

Mr.  Held.  Well,  we  don't  have  any  title  I  loans  ourselves,  bein^  a 
New  York  State  bank,  but  most  of  the  banks  that  I  have  checked  with 
are  suburban  banks  which  go  in  for  a  good  deal  of  title  I  paper.  As 
I  say,  a  great  many  of  them  have  indicated  that  a  good  part  of  their 
title  I,  FHA  business  is  now  converted  over  to  direct  lending  on  hcMoe 
modernization.  I  still  think  that  there  is  probably  an  area  in  which 
title  I  home  modernization  under  FHA  should  be  continued. 

The  CHAHUtfAN.  Don't  you  think,  Mr.  Held,  that  possibly  FHA 
got  into  trouble  with  title  I  when  they  went  out  promoting  it  and 
approved  some  600  to  600  items  that  were  subject  to  insurance,  rattier 
than  staying  with  the  original  purpose  of  helping  a  man  to  repair 
his  home,  in  the  true  sense  that  we  think  of  repairs,  rather  than  swim- 
ming pools  and  burglar  alarms  and  landscaping  and — ^well,  we  have 
fkcdcra  for  a  complete  list,  as  you  know,  of  the  oetween  500  and  600 
items  that  Mr.  Frentz  testified  they  were  insuring.     (See  p.  1697.) 

Have  we  received  that  yet,  Mr.  Clerk? 

Mr.  Dixon.  No  ;  we  have  not. 

The  Chahimax.  I  wonder  why  it  takes  them  so  long  to  set  this 
ililotmation  to  us.  Is  anyone  here  this  morning  from  FHA — tb$t 
iS)  who  is  still  working  over  there! 

Senator  Matbank.  Mr,  Greene 

'1  AH      .N.  You  are  not  with  them  any  more,  are  you? 

\'^        J.  No. 

AH     lX.  Is  anyone  here  with  FHA? 
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Itisn^qnitB'cleartome.  We  asked  for  that  2  or  3  days  ago.  Why 
Quldn^  they  just  send  it  up  within  10  minutes  f  I  would  tmnk  there 
roiild  be  a  list  there  someplace  where  a  man  cpuld  look  ftt  it  and 
full  it  out  and  say,  "Here  is  the  list." 

Call  them  on  the  phone,  will  you  please,  because  it  is  important 
iat  we  have  this.  I  would  like  to  have  it  this  afternoon.  It  is  im- 
ortant  that  we  have  this,  in  discussing  the  matter  with  these  gentle- 
len  today,  sir.  ^^.^^.^ 

Mr.  McMuRRAT.  Here  is  Mr.  Welsh,  from  HHFA. 
Senator  Lehkan.  May  I  ask  you,  Mr.  Chairman,  if  we  received 
le  memorandum  which  was  promised  to  us  by  Mr.  Cole,  setting 
nrth   the  exact  standards  that   are  used   in   making   estimates, 
(dilations  ! 

The  Chahocan.  Section  608  or  title  I? 
Senator  Ioshman.  Section  608. 

The  Chaihmak.  Mr.  Clerk,  have  we  received  that?    Did  you  hear 
hat  Senator  Lehman  said?    Will  you  say  it  again,  please? 
Senator  Lehman.  Several  days  ago,  I  asKed  Mr.  Cole,  in  the  pres- 
ice  of  some  of  his  assistants,  to  give  us  a  memorandum  of  the  exact 
isis  that  is  used  in  making  estimates  in  valuations.     (See  p.  1408.) 
The  Chairman.  Under  section  608. 
Senator  Lehman.  Under  section  608. 
The  Chairman.  You  have  not  received  that,  either? 
Mr.  Dixon.  No,  sir. 
The  Chairman.  Check  them  on  that. 

Anotiier  thing  we  asked  for,  which  is  very,  very  important,  and 
[ey  promised  to  give  it  to  us,  was  a  list  of  dealers  that  they  have 
acklisted  or  rais^  a  caution  about. 

They  promised  to  give  us  the  names  of  the  dealers  in  the  United 
)ate3  that  have  been  olacklisted  or  canceled  out,  and  said,  ^^No  longer 
n  you  insure  under  title  I  without  fulfilling  special  conditions." 
Now,  they  promised  to  give  us  that  2  or  3  days  ago.  Do  we  have 
at  yet?  I  understand  we  have  part  of  it  through  November  1958. 
think  it  is  important  that  we  have  that.  It  is  public  information, 
id  we  ought  to  have  it  for  our  record,  here.  (See  p.  1905;) 
Those  t&ee  things,  Mr.  Clerk,  we  would  like  to  have  this  morning. 
Mr.. Dixon.  I  would  like  to  get  the  first  one.  I  thought  it  was  the 
alers. 

Senator  Lehman.  May  I  ask  a  question? 
The  Chairman.  Senator  Lehman. 

Senator  Lehman.  Mr.  Held,  under  the  laws  of  the  State  of  New 
ork — I  used  to  know  something  about  them,  but  I  haven't  kept  up 
ith  them  very  closely  in  12  years — under  the  laws  of  the  State  of 
5W  York,  are  the  mutual  savings  banks  allowed  to  make  character 
ms? 

Mr.  ELeld.  No,  sir,  no  direct  personal  loans. 
Senator  Lehman.  Are  they  allowed  to  make  direct  rehabilitation 

IDS? 

Mr.  Heij>.  On  properties  which  are  being  rehabilitated? 

Senator  Lehman.  Yes. 

Mr.  Held.  If  there  is  a  mortgage  involved. 

Senator  Lehman.  Do  you  mean  a  mortgage  that  runs  to  the  bank? 

Mr.  HeU).  That  is  right.    Not  on  a  note. 
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Senator  Lehmak.  In  other  words,  if  a  mutual  savings  bank  made 
a  $1,000  rehabilitation  loan,  it  would  have  to  take  a  mortgage  for 
that  amount? 

Mr.  Held.  That  is  correct;  yes. 

Senator  Lehmax.  Can  you  tell  us  what  the  ratio  is  today,  appron- 
mately,  between  direct  rehabilitation  loans  and  the  title  I  loans  I 

Mr.  Hi2J>.  I  do  not  have  that  fi^re,  Senator  Lehman, 

Senator  Lehman.  Is  it  substantial  ? 

Mr.  Held.  I  wouldn't  know  about  the  ratio. 

Senator  Lehman.  You  mentioned  that  in  your  opinion  that  is  quite 
a  prevalent  practice. 

Mr.  Held.  I  said  in  the  institutions  with  whom  I  have  checked  thit 
a  great  many  of  them  who  were  originally  in  the  title  I  program  are 
now  making  some  of  those  loans  direct.  The  trust  companies ;  some  of 
the  savings  banks  in  Connecticut — savings  banks  in  Connecticut  cm 
make  this  type  loan,  and  they  are  doing  a  large  direct  business  in 
home  modernization  loans. 

Senator  Lehman.  Have  you  any  figures  on  the  loss  experience  or 
direct  rehabilitation  loans? 

Mr.  Held.  No,  sir.    I  would  ^ess  that  it  was  less  than  1  percent 

Senator  Lehman.  What  was  the  loss  on  the  title  I  loans  ? 

Mr.  Held.  I  understand  that  was  also  less  than  1  percent.  I  have 
some  figures  that  I  just  gave  on  the  call  report.  Against  a  nationwide 
delinquency  ratio  basea  upon  an  amount  of  1.30  percent  delinquent 
90  days  or  more,  the  delinquency  ratio  of  national  banks  was  only 
1.22  percent,  and  State-chartered  banks,  1.21  percent. 

Senator  Lehman.  When  the  bank  makes  a  direct  rehabilitation 
loan,  what  inspection  do  they  make  with  regard  to  the  work  and  the 
progress  of  the  work  ? 

Mr.  Held.  They  probably  make  the  same  type  of  inspection  that 
they  make  in  connection  with  a  title  I,  FHA  loan.  Actually,  these 
are  loans  based  upon  personal  notes.  Actually,  it  is  a  credit  factor 
that  is  involved,  as  well  as  rehabilitation. 

Senator  Lehman.  You  say  they  make  about  the  same  inspection  as 
they  do  on  the  title  I  loans? 

Mr.  Held.  That  is  right. 

Senator  Lehman.  Do  they  make  any  substantial  inspection  on  Uieir 
title  I  loans? 

Mr.  Held.  I  think  the  general  practice  has  been,  in  the  institutions 
I  have  talked  to,  that  they  have  spot -checked  these  things  and  in 
dealing  with  reputable  dealers,  when  they  get  their  completion  cer- 
tificate, they  are  generally  satisfied,  but  being  in  a  local  area,  they  can 
fo  out  and  spot  cmeck  4  or  5  or  6  in  a  day  to  see  that  the  job  has  been 
one. 

Senator  Lehman.  Don't  they  depend  very  largely  on  the  certificate 
that  they  get  from  the  homeowner,  himself,  as  to  work  that  has  been 
complet<     ^ 

Id  think  that  is  so ;  yes. 

Mv  ir^*^*^ession  is'that  there  is  very  little,  if  any 

inder  title  I.     Now,  on  these  reha- 

ion  with  i-egard  to  the  diaracter 

uould  it  be  limited  to  the  house 

langes,  or  would  there  be  a  wide 

Hoans? 
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Mr.  Heux  As  my  experience  goes  in  the  New  York-Connecticut 
northern  area,  the  modernization  loan  has  been  pretty  well  limited 
to  actual  home  repairs.  I  know  of  no  cases — ^no  cases  have  come  to 
my  knowledge  whereby  any  auxiliary  type  of  improvements  have  been 
made. 

Senator  Lehman.  Concretely,  would  they  make  a  modernization 
loan  for  landscaping? 
Mr.  Held.  That  may  be  possible,  but  I  wouldn't  know. 
Senator  Lehman.  It  has  been  testified  here  that  some  of  these  own- 
ers were  pei'suaded  to  make  small  fire-insurance  allowances.    Would 
the  bank  recognize  that? 
Mr.  Heu).  I  doubt  it  very  much. 

Senator  Lehman.  If  the  banks  can  limit  the  purposes  to  which 
these  loans  can  be  used,  wouldn't  it  be  possible  under  title  I  to  limit 
the  purposes,  instead  of  spreading  them  all  over  the  lot,  as  we  do 
now? 

Mr.  Held.  Yes.  I  believe  I  have  already  said  that  I  would  favor  the 
idea  of  cutting  down  the  list  to  keep  it  to  true  home  improvement, 
rather  than  auxiliary  types  of  improvements  such  as  may  be  in  the 
program  at  the  present  time. 

Senator  Lehman.  Would  that,  in  your  opinion,  reduce  the  oppor- 
tunity of  the  salesman  to  persuade  the  homeowner  to  buy  or  contract 
for  tnings  that  really  were  not  needed  or  useful  in  the  house? 

Mr.  Held.  It  may.  It  would  probably  minimize  it  to  a  great 
d^ree. 

Senator  Lehman.  Have  the  mutual  savings  banks — ^your  bank,  for 
instance — ^have  they  got  any  list  of  the  improvements  which  they 
would  recognize  as  justified  under  a  direct  modernization  loan? 

Mr.  Held.  As  I  mentioned  before,  Senator  Lehman,  we  do  not  make 
title  I  loans.  Being  a  New  York  City  bank,  we  get  veij  little  call 
ioT  them.  Most  of  those  loans  are  made  by  the  commercial  banks  in 
the  city,  and  mostly  in  the  suburban  banks,  where  the  local  contractor, 
or  the  owner,  goes  to  a  local  bank  and  arranges  his  loan. 

Senator  Lehman.  Are  you  representing  all  the 

Mr.  Held.  The  national  association. 

Senator  Lehman.  You  were  talking  about  the  growth  of  these  re- 
liabilitation  or  modernisation  loans.    1  was  under  the  impression  that 
you  were  referring  to  loans  made  by  thaNew  York  City  banks. 
Mr.  Held.  I  was  talking  in  a  general  sense. 

Senator  Maybank.  Mr.  Held,  have  you  heard  of  some  banking  cor- 
porations formed  for  the  particular  purpose  of  making  title  I  loans? 
Mr.  Held.  No,  sir ;  I  have  not. 

Senator  Maybank.  Have  you   ever  heard   of  banks  that  have 
branches  in  various  sections  to  make  title  I  loans  ? 
Mr.  Held.  No,  sir. 

It  would  also  seem  that  the  most  effective  way  to  combat  the 
x^cketeer  in  home-improvement  loans  would  be  to  provide  FHA  with 
sufficient  investigatory  persoiinol  to  run  down  all  complaints  and  to 
ascertain  how  and  from  whom  loans  to  unscrupulous  dealers  and 
their  representatives  are  made.  Effective  action  under  existing  law 
and  regulations  can  be  taken  in  these  cases  to  prevent  recurrence  of 
Such  activities. 

Rental  housing :  With  reference  to  the  rental  and  cooperative  hous- 
ing provisions  under  sections  207  and  213  of  S.  2939, 1  testified  before 

44750— 54— pt.  8 1© 
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this  committee  on  March  25  and  stated  in  connection  with  the^^ 
posed  changes  in  section  218,  as  follows :  Our  association  belierBBltat 
the  provision  which  would  base  mortg^am  limits  on  ajipiaiaed  Tabm 
instead  of  replacement  costs  as  proviited  under  section  218^  iadb* 
cidedly  a  forward  step  toward  providing  relatively  sound  coopentni 
housing. 

We  also  stated  we  are,  however,  not  at  all  certain  that  section  ill 
should  provide  for  higher  basic  mortgage  limits  than  those  provided 
under  section  207.  While  in  theory  it  may  seem  advisable  to  mab 
provision  for  higher  limits  on  cooperative  projects  and  rental  projedv 
such  higher  limits  might  in  effect  lead  to  the  promotion  of  unsound  eo^' ' 
operatives  under  the  sponsorship  of  speculative  developments. 

Inasmuch  as  section  207  continued  to  provide  for  estimated  vabi 
based  upon  economic  soundness,  we  did  not  address  ourselves  to  taf 
further  recommendation  for  additional  amendments. 

Senator  Bush.  Section  207  is  what  type? 

Mr.  Held.  That  is  the  rental  housing  under  the  economic-vahn 
standpoint. 

However,  in  the  light  of  the  committee's  invitation  to  give  tntir 
mony  regarding  amendments  to  housing  l^^lation  which  wiU  mt>r 
vent  recurrence  of  conditions  recently  allegedin  connection  with  FHA, 
we  would  like  to  make  the  following  sugsestions:  It  is  our  opinuB 
that  the  provision  for  insuring  loans  on  leaseholds  in  both  secticM^ 
207  and  213,  should  be  eliminated.   It  is  our  belief  that  this  proviooi  i 
was  originally  put  into  the  law  to  enable  rental  projects  to  be  haSt 
in  those  States,  particularly  Maryland,  where  the  use  of  the  leasehold 
type  of  land  tenure  was  traditional.    Where  the  leasehold  type  of 
transaction  was  resorted  to  in  other  areas  in  connection  with  FHAr 
financing  of  rental  projects,  the  motivating  influence  in  all  prob- 
ability was  one  of  profit  and/or  tax  consideration. 

The  leasehold  type  of  mortgage  in  effect  could  increase  Che  VBL 
liability  in  the  event  of  a  default  on  the  mort^i^  if  the  AdminiatiK 
tion  bought  the  fee  at  the  prescribed  price  m  lieu  of  continuing  tt; 
pay  ground  rent  to  the  lessor,  in  the  event  of  default. 

in  view  of  these  circumstances  it  would  seem  to  us  that  the  elimini* 
tion  of  provisions  for  insurance  of  FHA  mortgages  on  lease  knd 
would  produce  sounder  rental  and  cooperative  housing  loans  vaoM 
sections  207  and  218.  ^ 

We  also  would  favor  an  amendment  to  sections  207  and  218  simikr 
to  the  one  this  committee  added  to  title  VIII  and  title  IX  of  fb 
FHA  act  to  provide  a  re(][uirement  that  the  mortgagor  certify  as  tt 
actual  costs  upon  completion  of  physical  improvement.  Also  if  tib 
mortgage  amount  exceeds  the  permissive  percent  of  the  certified 
actual  cost  the  mortgage  amount  should  be  reduced  by  sndli  p» 
missive  percentage.  While  we  would  favor  such  an  amendmei^  i» 
would  feel  remiss  if  we  did  not  point  out  that  such  provision  woidd 
tend  to  favor  the  least  efficient  builder  as  against  the  most 
one.    Also  that  if  the  general  construction  costs 

The  Chaibman.  Will  you  yield  there  a  moment? 

Mr.  Held.  Yes. 

The  Chatrman.  Why  do  you  make  that  statement!    I  m 
ested  in  it. 

Mr.  Held.  The  least  efficient  builder,  obviously,  would  havegmttr 
costs  than  a  more  efficient  builder,  on  a  similar  type  of  project* 
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EBKAK.  Maybe  I  dont  understand  this  business  and  maybe 

Erne :  Here  is  a  case  where  the  builder  continues  to  be  the 
e  takes  out  a  mortgage  and  regardless  of  the  size  of  the 
le  must  pay  it. 
>.  That  is  right. 

IRMAN.  So  why  isn't  he  better  off,  then,  in  having  a  small 
md  building  the  property  at  the  least  possible  amount? 
u  say  that  it  will  penalize  the  efficient  builder? 
ix  It  would  penalize  the  efficient  builder  because  on  the 
BT  of  units — assuming  that  two  builders,  an  inefficient  and 

builder 

iRMAN.  One  would  get  higher  rent  than  the  other. 

>.  One  would  get  higher  rental  than  the  other,  that  is  one 

Jid  the  other  situation  would  be  that  while  this  fellow^s 

come  down,  he  would  have  to  pay  back 

IRMAN.  The  only  way  he  would  really  get  hurt  is  because 

iie  mortgage,  of  course,  the  less  the  rents. 

>.  Yes. 

iRMAX.  The  only  way  the  efficient  builder  would  get  hurt^ 

i  be  by  charging  lower  rents? 

D.  That  is  right. 

JRMAX.  Therefore,  the  inefficient,  and  the  fellow  who  can 

d  appraisals — the  higher  he  can  get  the  mortgage,  the  more 

me  ne  is  going  to  have ;  is  that  correct  ? 

>.  It  mi^t  cause  your  efficient  builder  to  become  inefficient. 

Br  might  lay  from  300  to  600  bricks  a  day.    In  some  cases, 

►  get  projects  finished  in  a  short  period  of  time,  builders 
pay  overtime,  et  cetera,  to  get  the  buildings  up  as  fast  as 

against  another  type  of  building.  There  are  many  factors. 
iiRMAN.  It  seems  to  me,  then,  perhaps  what  is  wrong  with 
id  what  is  wrong  with  what  FHA  has  been  doing  is  that 
)een  setting  these  rents  on  the  basis  of  the  mortgage,  rather 
Gtybe  some  other  standards. 
D.  I  believe  that  that  is  so. 

JRMAX.  I  cannot  conceive  of  a  practice  that  permits  people- 
re  rent  because  the  builder  was  inefficient  and  because  the 
NBS  wrong  in  his  appraisals.  It  seems  to  me,  then,  that  it 
in  this  procedure  and  in  the  law  and  in  the  policies  FHA  is 
setting  the  rents  based  upon  the  amount  of  the  mortgage. 
D.  Well,  in  connection  with  any  replacement  cost  formula, 

>  use  an  average.  You  can  take  all  of  the  large  construction 
«  from,  oh,  15  or  20  different  organizations,  and  you  will 
he  cubic-foot  cost  for  the  same  building  will  vary  in  the 
and  also  in  different  areas. 

ORMAX.  You  see,  what  we  have  been  talking  about  or  pro- 

you  saj,  as  we  did  in  military  housing,  that  you  can  go 

appraise  them  and  get  a  mortgage  for  that  amount,  but 

>ro]ect  is  completed,  9ien  you  adjust  your  mortgage  to  the 

D.  Yes. 

lAiBMAX.  You  feel  that  that  will  penalize  the  efficient 

i>.  We  were  just  pointing  that  out.  We  would  favor  it,  but 
atmg  that  out 
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The  Chairman.  I  can  see  where  it  does  penalize  the  efficient  builder 
because  he  will  get  less  rent.  That  is  why  I  say,  the  principle  is  just 
1,000-percent  wrong  in  arriving  at  the  rates  on  that  oasis. 

Mr.  Heu).  For  instance,  on  a  two-and-a-half  home  unit,  you  would 
have  an  $8,100  evaluation  and  next  door  you  would  have  a  $7,100 
valuation  because  one  fellow  was  more  efficient  than  the  other.  There 
is  a  certain  inequity  in  thia 

The  Chairman.  The  tendency  has  been  on  all  these  section  608% 
then,  to  get  the  appraisal  as  high  as  possible  and  get  the  mortgage  as 
high  as  possible.  "Even  though  I  do  own  the  property  and  will  na?e 
to  pay  back  the  mortgage,  I  can  get  the  money  and  get  higher  rents." 
Is  that  the  practice? 

Mr.  Held.  The  rents  were  based  upon  the  amount  of  the  mortgage, 

Elus  the  operating  expenses  and  the  per  room  rent  was  wonang 
ackwards  from  the  expenses  necessary  to  be  paid  out  of  the  rentw 
income. 
The  Chairman.  In  other  words,  if  I  could  talk  an  appraiser  into 

E'ving  me  an  appraisal  and  letting  me  get  a  million-dollar  mortgage 
lowmg  that  the  property  would  only  cost  me  $600,000,  then  I  could 
charge  40  percent  higher  rentals.  A  little  less  than  40,  but  I  mean 
in  round  figures. 

Other  things  enter  into  it,  of  course. 

Mr.  Held.  There  are  a  great  many  factors. 

The  Chairman.  Using  the  formula  I  just  used,  I  could  get  higher 
rents.  I  don't  know  whether  it  is  40  percent  or  not  but  I  could  get 
higher  rents? 

Mr.  Held.  That  is  right. 

Senator  Bush.  Probably  the  reason  he  would  be  able  to  get  the 
higher  rents  is  due  to  the  scarcity  value  of  the  accommodations  of  that 
kind,  at  such  periods  as  these  rentals  came  on  the  market;  is  that 
not  so  ? 

Mr.  Held.  The  surprising  thing  about  the  rentals  in  section  608 
is — I  have  some  figures  here  which  I  got  which  indicate  that  rentals  in 
section  608  projects — the  survey  of  vacancy  percent  in  completed  FHA 
section  608  rental  prospects. 

March  31,  1953,  2.8  percent. 

March  31,  1962,  3.9  percent. 

March  31,  1951,  5.8  percent. 

March  31,  1950,  7.2  percent. 

Senator  Bush.  What  is  that? 

Mr.  Held.  Percentage  of  vacancies  in  completed  section  608 
projects. 

Senator  Bush.  Those  are  very  low  figures. 

Mr.  Held.  Yes,  sir. 

Senator  Bush.  My  point  is  this,  pursuing  the  Senator's  question  a 
little  further.  If  these  propcg^es  had  been  marked  up  as  so  many 
of  them  are,  ac^^^H||ig|iflM^we  have  here — let  us  say  prop^y 
is  marked  ^PjiBBj^^^^^'fe^^  million  actually,  but  they  are 
getting  a  $1^^^^^^  ^l^llALmicka  the  whole  thing  up  20 

percent  so  Jl*  "^  ^    *^«  to  be  up  20  percent 

in  order  f ' 

Mr. 
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Senator  Bitsh.  So,  as  we  catch  up  on  housing  here,  gradually,  those 
properties  which  have  that  padded  factor  in  them  are  going  to  be  in 
rather  poor  competitive  position,  are  they  not  ? 
Mr.  Heu).  They  mi^ht  be  if  a  great  many  new  units  were  built  to 
«ut  them  in  competition.  For  instance,  if  rent  control  were  to  go 
ff  in  certain  areas  and  rents  in  older  builders  were  to  shoot  up  be- 
ond  these,  then  these  would  be  really  bought. 

Senator  Bush.  As  prices  are  stabilized  and  the  demand  for  housing 
icreases,  would  the  population — chances  are  the  builders  have  gone 
head  and  built  new  buildings,  and  if  they  are  built  and  priced  on 
fair  basis  and  not  on  a  padded  basis,  then  they  are  going  to  come  into 
3mj>etition  with  these  units,  at  a  20-percent  differential  for  new 
uarters,  are  they  not? 
Mr.  HeU).  That  is  correct. 

Senator  Bush.  Do  you  have  an  opinion  as  to  whether  that  possi- 
ility  doesn't  threaten  to  bring  an  awful  lot  of  trouble  to  the  Govern- 
lent,  which  isguaranteeing  fliese  mortgages  ? 
Mr.  Held.  T^U,  I  might  say  this :  Of  course,  amortization  on  these 

>ans  are  working  in  favor 

Senator  Bush.  That  is  right 

Mr.  Held.  Also  the  fact  that  there  are  replacement  reserves  that 
re  set  up  and  there  is  the  only  type  of  mortgage  upon  which  replace- 
lent  reserves  could  be  set  up  to  take  care  of  future  replacements  on 
cash  basis.  In  the  ordinary  amount  they  do  not  have  replacement 
Bserves.  They  may  carry  a  depreciation  factor  on  their  statement, 
ut  when  they  come  to  a  point  where  they  have  to  replace  refrigerators, 
ley  usually  do  it  based  upon  a  chattel-mortgage  type  of  arrangement 
hereby  they  replace  them  and  pay  them  out  of  rents  over  the  next 
years.  But  in  each  one  of  these,  there  is  a  replacement  reserve,  which 
think  is  another  safety  factor. 

Senator  Bush.  That  would  be  a  safety  factor  so  long  as  the  rentals 
ere  competitive  and  so  long  as  they  could  keep  that  fine  occupancy 
jeord  up. 

Mr.  Held.  That  is  right. 

Senator  Bush.  But,  if  competition  comes  in  on  the  basis  of  true 
>st  and  fair  profit,  it  would  put  these  properties  at  very  considerable 
isadvantage,  it  would  seem  to  me. 

Mr.  Held.  That  is  true,  but  based  upon  the  record  of  rental  housing 
mstruction,  in  our  area,  there  has  been  no  housing  that  has  been 
»mparable  to  the  FHA  rental  projects  that  were  constructed  as  far 
I  rents  are  concerned.  The  rents  were  $35  and  $40  a  room,  as  against 
\5  to  $30  a  room  in  the  other. 

Senator  Bush.  As  time  goes  on  and  we  get  caught  up  with  the  build- 
g  situation,  builders  are  going  to  come  in  and  see  these  high  costs 
id  be  tempted  to  build  competitive  buildings  on  a  private  basis  and 
pply  severe  competition. 

Mr.  Held.  You  would  have  to  have  a  substantial  decrease  in  build- 
s  costs  in  order  to  build  at  1^47  or  1948  or  1949  levels. 
You  would  have  to  have  a  very  substantial  decrease  in  building  costs, 
kd.  of  course,  land  is  increasing  in  value  all  the  time,  particularly 
tnese  areas. 

Senator  Bush.  I  am  thinking  particularly  of  that  padded  factor 
at  is  in  so  many  of  these  section  608  loans.    That  is  wnat  I  am  talk- 
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ing  about.  Not  the  costs.  I  don't  expect  to  get  back  to  1M6  or  1M7 
coSte.    And  neither  do  you ;  do  you  f 

Mr.  Held.  No.  I  know  of  no  formula  whereby,  based  on^eelittialei 
current  costs  as  of  today,  you  could  saythat  that  would  be  tiie  idti- 
mate  cost  18  or  21  months  from  now.  The  way  the  tiling  was  set  Wf 
4ill  in  advance  of  the  actual  construction  of  the  building,  and  many 
things  can  happen  during  that  period. 

Senator  Bush.  I  am  smiply  trying  to  point  out  or  feel  out  whether 
it  isn't  true  that  because  of  this  padded  factor,  those  building  whkk 
have  been  put  on  the  market,  are  going  to  find  themselves  in  just  that 
much  of  an  unenviable  position  in  competition,  eventually,  as  the 
whole  market  catches  up  with  this  situation.  That  that  might  put 
the  FHA  in  a  very  embarrassing  position,  as  guarantor  of  these 
padded  loans. 

Do  you  not  see  that  that  is  a  real  possibility  ! 

Mr.  Held.  It  may  be  a  possibility,  although  as  I  have  pointed  out 
you  do  have  amortization  working  m  favor  of  this  ^tuatioh  and  yon 
do  have  at  the  present  time  a  loss  experience  of  3  percent,  on  a  very 
liberal  program. 

Whether  that  loss  experience  will  increase  over  a  period  of  time  is 
problematical.  Whether  the  fund  will  be  sufficient  to  take  care  of 
it— actually  there  is  a  salvageable  value  in  all  of  these  properties 
upon  a  resale,  if  FHA  takes  uiem  over,  and  that  is  what  I  believe  the 
fund  was  set  irp  for  and  they  may  not  have  to  go  to  the  Treasury  for 
any  money.  1  don't  know.  I  can't  predict  what  is  going  to  happoi 
but  I  do  sav  that  time  is  running  in  the  favor  of  these  section  606'fl, 
by  virtue  of  the  amortization  anathe  buildup  of  replacement  reswrws 
which  in  the  event  of  default,  the  sponsor,  or  owner  losses  and  it  haste 
be  turned  over 

Senator  Bush.  It  runs  in  their  favor,  but  that  will  not  let  ihsm 
get  to  a  competitive  basis  in  the  rentals. 

Mr.  Held.  That  is  right,  but  it  does  have  an  effect  on  the  ultimitB 
loss. 

Senator  Bush.  Thank  you  very  much. 

Senator  Lehman.  Mr.  Held,  I  would  like  to  ask  you  a  question :  Dis- 
regarding at  the  moment  the  possibility  of  criminal  violation  in  ocm- 
nection  with  section  608, 1  think  it  is  perfectly  dear — ^I  say  this  with- 
out having  been  on  the  committee  at  that  time — that  when  this  law 
was  drafted,  there  was  no  expectation  that  the  Government  was  going 
to  permit  the  section  608  builders  to  be  paid  a  substantial  amoont 
larger  than  their  investment  so  that  they  could  mortgage  out  without 
any  difficulty  and  immediately  make  a  profit.  I  think  there  is  no  ques- 
tion about  that. 

Mr.  Held.  That  is  correct. 

Senator  Lehman.  Now,  we  find  they  have  been  able,  because  d 
the  careless,  or  inept,  or  possibly  corrupt  valuation  that  has  been  made, 
to  obtain  a  sum  of  money  that  is  vastly,  in  some  cases  very  greatly  in 
excess  of  the  actual  cost  of  the  buildings. 

You  were  saying  that  to  base  the  mortgage  on  the  actual  cost  of 
the  building  would  penalize  the  efficient  builder.  To  some  extent  I 
think  that  may  be  true,  but  there  are  always  variations,  there  ar^  al- 
ways unknown  factors  that  affect  the  cost  of  a  project.  You  can't  ff^ 
away  from  that  And  if  you  based  your  mortage  on  the  actual  eStt 
then  there  would  be  no  iimated  valuations  which  would  inevitably  in- 
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use  the  rent.   So  that  you  can  either  do  it,  it  seems  to  me,  on  a  cer- 

ation,  or  jrou  can — ^I  would  ask  you  whether  in  your  opinion  it 

dd  be  possible  to  place  a  provision  in  the  law  compelling  people 

>  have  received  sums  larger  than  the  actual  cost,  plus  a  profit,  to 
that  back  in  the  reduction  of  the  mortgage  upon  which,  after  all, 

rentals  are  based. 

[r.  Held.  I  said  we  would  favor  that. 

enator  Lehman.  You  would  favor  it. 

£r.  Heij>.  Yes ;  I  said  we  would  favor  that. 

enator  Lehman.  Would  that  limit  the  operations  of  any  of  the 

ions? 

[r.  Held.  It  probably  would ;  yes,  sir. 

enator  Lehman.  To  what  extent? 

[r.  Held.  It  probably  would  to  a  certain  extent.    To  what  extent, 

nnot  say. 

'he  Chairman.  Mr.  Held,  while  we  are  talking  about  that,  has 

r  bank  financed  a  lot  of  section  608  projects? 

[r.  Held.  Yes. 

Tie  Chairman.  All  in  and  around  New  York  City  ? 

[r.  Heij>.  All  over  the  country, 

'he  Chahiman.  Would  you  remember  any  specific  ones?     For 

mple,  if  I  named  one  to  you,  are  you  close  enougn  to  it  to  remember  ? 

[r.  Held.  I  believe  I  might. 

"he  Chairman.  Did  you  finance  the  Farragut  Gardens,  Van  Deveer 

ates,Inc.? 

[r.  Held.  That  doesn't  ring  a  bell.    Some  of  these  go  by  corporate 

les  and  then  they  change  the  name  of  the  project,  or  something. 

m't  know  offhand. 

*he  Chairman.  Are  you  familiar  with  the  fact  or  have  you  had 
experience  with  it,  the  fact  that  these  gentlemen  imder  section 
were  mortgaging  out  and  declaring  dividends  and  making  what 

f  considered  to  be  a  profit  on  their  mortgages  ? 

[r.  Held.  No,  sir;  we  were  not  aware  oi  the  fact.    As  a  matter 

•act,  I  testified  before  this  committee  that  there  was  a  possibility 

'j  that  could  happen  under  the  existing  law. 

he  Chairman.  You  say  your  bank  has  participated  in  a  lot  of 

le section  608  projects? 

[r.  Held.  Yes. 

he  Chairman.  Did  you  reauire  that  the  borrower  from  you,  the 

I  from  whom  you  bought  tne  mortgage,  did  you  require  that  he 

^  you  an  actual  cost  of  me  project  ? 

[r.  Held.  No,  sir;  we  did  not.    The  entire  responsibility  for  ap- 

Lsal — we  worked  on  a  commitment,  entirely  from  the  FllA. 

he  Chairman.  In  other  words,  you  accepted  100  percent  the 

A's  appraised  figures? 

'x.  Held.  That  is  correct. 

he  Chairman.  And  did  not  send  anyone  out  to  check,  yourselves? 

>.  Held.  Yes,  sir.    We  checked  the  site.    We  checked  the  rents 

M  that  the  rents  were  at  the  level  of  rents  in  the  general  area  and 

too  high  for  that  particular  area.    We  also  checked  the  layout 

de^  that  that  was  satisfactory  as  far  as  we  were  concerned.    We 

ked  the  rents  and  made  a  comnutation  as  to  how  far  down  those 

8  could  go  before  a  default  mignt  occur  on  the  mortgage. 
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In  other  words,  we  wanted  to  find  out  whether  the  mortgage,  as  it 
was  presented  to  us,  would  live. 

The  Chairman.  You  don't  think,  then,  if  I  named  some  of  fliesB 
section  608's  around  New  York  City,  you  would  be  able  to  remember 
any  of  the  names,  whether  you  did  or  did  not  finance  them? 

Mr.  Held.  I  doubt  very  much  that  I  would,  Senator. 

The  Chairman.  For  example,  these  projects  on  which  they  made 
a  lot  of  profit  at  the  end  of  their  construction  period,  or  when  they  are 
finished — the  general  counsel  for  the  Mortgage  Bankers  Association 
yesterday  testified  that  in  his  opinion,  this  was  not  illegal. 

Is  that  your  opinion,  or  what  is  your  opinion  ? 

Mr.  Held.  Well,  Mr.  Chairman,  not  being  a  lawyer  I  don't  think 
I  could  pass  upon  the  legality  of  the  situation.  I  do  know  that  they 
had  to  set  up  average  values,  18  to  21  months  in  advance  and  a  great 
many  things  can  happen  in  that  period  to  either  increase  or  decieaaB 
the  cost  of  a  project. 

The  Chairman.  Here  is  one  where  the  total  capital  invested  il 
$2,000.  They  have  five  stockholders.  The  mortgage  ran  $4,85O,00a 
Distribution  to  stockholders  at  the  end  of  it  was  $500,000.  In  (Ahet 
words,  they  had  five  stockliolders,  they  invested  $2,000.  The  cost  of 
the  building  was  $4,226,000,  approximately.  The  insured  loan  was 
$4,850,000,  and  they  declared  distribution  to  stockholders  of  $500,0(Kll 
The  total  capital  invested  by  them  was  $2,000  and  this  particular  com- 
pany had  5  such  projects,  in  which  the  figures  are  substantially  tto 
same  as  I  just  mentioned. 

When  you  bought  one  of  these  mortgages,  and  you  say  you  dealt 
with  them  extensively,  these  section  608s,  did  you  pay  any  attention 
wliatsoever  to  the  equity  behind  the  mortgage — that  is  the  corporation 
that  was  giving  you  the  mortgage? 

Mr.  Held.  No,  sir.  We  were  standing  between  the  sponsor  and 
the  FHA. 

The  Chairman.  Mr.  Held,  I  don't  want  to  be  critical  but  you  just 
depended  upon  the  FHA's  guaranty  didn't  you? 

Mr.  Held.  We  depended  upon  the  FHA  guaranty,  plus  our  own 
check  of  the  factors  which  I  mentioned  before. 

The  Chairman.  Let  me  ask  you  this  question,  without  being  criti- 
cal. Some  people  thought  I  was  a  little  too  critical  yesterday.  Lei 
me  ask  you  tliis  question :  In  private  business,  where  the  Government 
wasn't  involved,  where  you  were  just  buying  the  mortgage  of  Senator 
Bush  or  Senator  Lehman  or  anybody  else,  would  you  take  a  $4,860,000 
mortgage  for  25  or  80  yeai's,  with  a  corporation  that  had  only  $2,000 
of  capital  ? 

Mr.  Held.  It  would  depend  upon  what  the  earnings  of  the  property 
were. 

Tlie  Chairman.  In  other  words,  would  you  take  the  mortgage  based 
entirely  upon  the  property  itself  without  any  other  security  b^ind  it! 

Senator  Bush.  If  I  might  suggest,  it  might  also  depend  upon  who 
was  guaranteeing  it.  Maybe  some  very  important  fellow  was  guaran- 
teeing the  thing  and  the  bank  has  got  to  look  at  the  value  of  the  se- 
curity that  they  are  buying. 

The  Chairman.  In  the  case  I  am  talking  about,  that  wasn't  true. 

Senator  Bush.  The  Government  was  guaranteeing  it. 

The  Chairman.  That  is  my  point. 

Senator  Matbank.  He  is  a  very  important  fellow. 
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The  Chairman.  Would  you  have  taken  it  if  it  had  been  a  private 
business,  without  the  Government's  guaranty  ? 

Mr.  HEti>.  Of  coyi'se,  we  couldn't  taJce  it  under  our  State  law.  We 
can't  make  loans  in  eJccess  of  66%  percent. 

Senator  Bush.  If  SIr<  Roekefeller  made  the  guaranty,  I  tliink  he 
irould  be  willing  to  take  it, 

Mr.  Heijj.  If  we  could  under  the  State  law,  we  might. 

Senator  Busiu  They  liave  to  look  at  the  vahie  of  Oie  security.  Not 
just  the  invested  capital  in  it.  If  there  i^  a  guarantor  of  substantial 
value  it  is  perfectly  proper  for  a  bank  to  make  a  loan  on  a  guaranty. 

The  CH.iiHMAN*  Here  is  a  series  of  New  York  projects — I  will  not 
isk  if  you  tinanced  them  or  not — here  is  the  insurance  mortgage,  $3 
milhon,  $4  million,  $^2  million,  $1,680,000.  Here  is  one  of  $2  million 
in  which  the  invested  capital  by  the  corporation  was  $1,000.  Here  is 
one  %vhere  the  mortgage  was  $ii  miHion,  and  invested  capital  $1,000, 
Here  is  one  of  invested  capital  $1,000,  where  the  mortgage  was 
^,4€G,000.  Here  is  another  one  with  an  invested  capitalisation  of 
$1,000,  and  a  mortgage  of  $3,210,000.  They  took  out  $325,000,  $112,000, 
$550,000,  $117,000,  $425,000,  and  $8T,0O0. 

That  is  the  pattern  throughout  this  whole  business. 

What  we  are  trying  to  do  here  is  to  find  out  how  we  can  tighten 
up  this  proposed  bill  to  eliminate  that  sort  of  business.  I  just  dont 
Ikink  it  is  sound  business  for  a  nuin  to  invest  $1,000  and  t^ake  out 
$500,0(KX  and  get  a  $^5  million  mortgage* 

Uktr.  Heijj.  Well,  I  dou't  know  any  tiling  about  the  figures.  I  do 
Km*  that  at  the  time  of  the  closing  of  any  of  these  FHA  loans,  the 
sponsor  Iiad  to  put  up  sufficient  cash  between  the  amount  of  the  mort- 
gage and  the  FHA  estimated  cost,  and  that  money  was  used  fii^t  in 
ucem  with  construction,  liefore  any  mortgage  loan. 

Now,  of  course,  if  FHA  insured  advances  throughout  these  mort- 
piges,  and  yon  got  to  a  ceriain  [joint  ami  tlie  e^stimate  wasn^t  suffi- 
cient to  take  care  of  the  project,  they  might  have  to  complete  it. 

The  Chairman.  Do  you  see  any  other  way  of  handling  this  sort  of 
tiling,  where  the  Government  guarantees  90,  95  percent,  or  80,  or  85 
percent^  and  makes  a  firm  coinniitnient  before  a  project  is  begun,  to 
eliminate  this  sort  of  thing  other  than  liavkng  a  svi^tem  where  when  tlie 
project  is  finally  finished,  the  costs  are  totaled  up  and  then  you  adjust? 

Mr.  Held.  That  is  probably  the  only  way  you  can  do  it,  is  through 
In  audit  of  final  costs,  tiecunse  to  project  eitlier  on  an  economic  value, 
Or  on  a  replacement  value  is  boiuid  to  have  repercussions  one  Avay  or  the 
Dther. 

The  CHAJKHfAN.  You  see  the  reason  we  are  so  concerned  about  this 
lofttter  is  that  we  have  in  that  bill  passed  by  the  House,  40-year  mort- 
gages, with  a  100-percent  guaranty.  That  is  under  section  22L  That 
^  5ie  new  section,  and  if  we  have  abuses  on  90  percent,  what  are  we 
ing  to  have  on  100  percent. 

Bir,  Held.  I  think  under  the  audit,  I  would  imagine  you  would  have 
to  set  up  certain  standards.  In  other  words,  if  a  building  concern 
rhich  does  all  its  own  building  comes  in^  are  they  entitled  to  an  archi- 
ecii^s  fee  and  so  forth. 

Tlie  Chairman.  There  is  no  question  in  my  mind  but  what  they  are 
nfciiled  to  all  their  expenses*  If  they  have  to  hire  architects  and 
ligin€€i"s,  that  is  an  expense*    That  is  a  business  expense* 


e  architects  and 

mse<  ^^fl 
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Senator  Bush.  Isn't  it  true  that  so  long  as  the  Govermnent  is  vir- 
tually and  in  practice  and  experience  tne  full  guarantor  of  then 
advances,  that  that  suggests  to  the  bank  that  their  precautions  in 
not  invited  by  that? 

Mr.  Held.  That  is  absolutely  correct 

Senator  Bush.  If  that  is  true,  would  it  not  also  be  true  that  a  larger 
sharing  of  the  risk  by  the  lenders,  whoever  they  might  be,  woud 
increase  their  vigilance  in  connection  with  making  sound  loans! 

Mr.  Held.  Do  you  mean  that  if  instead  of  a  100-percent  guurantyi 
the  lender  had  only  an  80-percent  guaranty? 

Senator  Bush.  Yes ;  something  of  that  order.  Just  as  in  the  cfffi- 
nary  mortgage  lending  business  over  the  years,  not  many  years  ago  it 
was  customary  to  lend  60, 65,  or  70  percent,  ana  the  lender  was  pretty 
careful  about  making  sure  that  that  was  a  conservative,  reasraabh^ 
sound  loan.    Is  that  not  so  ? 

Mr.  Held.  If  a  loan  is  on  an  economic  value  and  it  is  an  80  percent 
loan,  actually  the  Government  is  only  guaranteeing  80  percent  of  ihi 
value.  With  this  veterans'  emergency  housing  in  ue  rental  field^tiM 
requirement  goes  to  90  percent  mor^ages. 

Senator  Bush.  We  are  looking  toward  rewriting  this  bill  and  we  tn 
trying  to  find  some  way  of  increasing  the  vigilance  on  the  part  of  ill 
lender  so  as  to  decrease  the  risk  of  the  insurer,  so  to  speak. 

Mr.  Held.  Well,  I  think  this.  If  the  loan  is  to  be  insured,  IB4 
issuing  the  charter  to  the  owning  corporation  and  holding  the  pn- 
f  erred  stock,  is  certainly  in  a  much  better  position  to  police  wm 
things  than  a  lender  would  be. 

Senator  Matbank.  Who  did  you  say  was  in  a  better  polidug 
position? 

Mr.  Held.  The  FHA  which  issues  the  corporate  charter  and  holds 
a  share  of  preferred  stock  in  the  corporation.  I  believe  it  would  be  in 
ft  much  better  position  to  enforce  a  requirement  for  an  audit  at  the  end 
of  a  job  and  conduct  such  an  audit. 

Senator  Lehman.  Do  you  know  of  any  substantial  number  of  caaee 
where  the  cost  of  the  project  exceeded  the  mortgage? 

Mr.  Held.  No,  sir,  I  do  not  have  any  knowlrage  about  that,  whit- 
soever. 

Senator  Lehman.  One  of  the  witnesses  testified  that  in  certiii 
cases,  the  cost  was  considerably  in  excess  of  the  mortgage  and  6i0 
owners  had  to  put  in  their  own  money. 

Mr.  Held.  We  have  had  many  cases  like  that.  We  have  had  cm* 
where  they  have  put  in  one  hundred  and  fifty  to  two  hundred  tiliomol 
dollars — at  least  laid  it  on  the  line  at  the  time  of  closing.  Betweon  the 
mortgage  and  the  other  thing,  to  guarantee  the  completion,  and  thit 
iittoney  was  used. 

**  The  Chahiman.  That  is  where  you  were  making  progress  paymentBt 
%  Held.  That  is  where  we  closed  the  loan.    There  are  two  wtji 
» it    In  some  cases,  the  loans  which  we  purchased,  we  purchttei 
r  the  properties  were  up  and  had  been  up  for  a  year,  went  out  $xA 
,  then  and  again  did  our  usual  check  of  location,  rendl^ 
and  then  decided  whether  we  wanted  it  or  didn\  want  it 
•  Lehman.  That  $160,000  to  which  you  refer,  did  tSiat  re- 
property  as  equity  money  ? 
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Mr.  Held.  That  I  cannot  say,  Senator  Lehman.  All  I  know  is  that 
^ihe  time  of  closing,  the  owner  or  sponsor  had  to  put  up  the  difference 
Btween  the  amount  of  the  mortgage  and  the  FHA  cost,  and  that  that 
loney  would  be  drawn  down  first  oef  ore  any  mortgage  money  would 
e  disbursed. 

Senator  Lehman.  The  reason  I  asked  that  is  that  we  have  a  con- 
dential  list  of  projects  in  which  the  costs  were  considerably  less  than 
be  mortage  and  it  permitted  these  people  to  mortgage  out.    What 

am  trymg  to  get  at  is  whether  there  is  any  substantial  number  of 
ases  on  the  other  side  where  the  cost  of  the  project  is  in  excess  of  the 
M>rtS&ge. 

Hr.HELD.  That,  I  wouldn't  know. 

The  CHAntMAN.  We  had  testimony  yesterday  that  there  were  many 
Qch  cases.  Which,  of  course,  makes  us  wonder  just  what  sort  of 
ppraisers  we  had. 

Mr.  Held.  Li  every  case  before  FHA  issued  a  commitment  they  had 
ohave  a  financial  statement  of  the  corporation  and  they  had  to  pay  us 
n  the  financial  stability  of  the  corporation. 

The  Chairman.  Under  the  law,  FHA  sets  the  rents  and  they  cannot 
hange  them  without  their  approval.  They  are  required  to  give  FHA 
inancial  statements  every  year,  and  they  cannot  sell  the  property 
rithout  their  ajjproval.  In  most  instances  FHA  owns  $100  worth  of 
^referred  stock  in  the  corporation. 

^  Mr.  Held.  But,  I  am  talking  about  the  sponsors.  A  regional  finan- 
ial  statement  of  the  corporation  which  they — ^to  whom  tfiey  issued  a 
barter.    They  had  to  have  a  financial  statement  on  that.^ 

The  Chairman.  That  is  my  point.  I  just  named  5  projects  here 
rhere  it  was  $2,000. 

Senator  Bush.  Mr.  Chairman? 

The  Chairman.  Senator  Bush. 

Senator  Bush.  In  a  general  way  do  you  think  it  is  desirable  to  con- 
inoeFHA? 

Mr.  Held.  I  think  it  would  be  very  bad  if  FHA  were  discontinued. 

tiiink  that,  No.  1,  FHA  has  provided  a  certain  degree  of  liquidity 

nd  movabili^  of  mortgages  which  is  not  inherent  in  any  other  type 

f  mortgage  fmancing.    In  other  words,  savings  banks  in  New  York 

in  invest  in  FHA  and  GI  loans  anywhere  in  the  United  StatesL    We 

umot  on  a  conventional  loan  basis.   We  can  only  go  into  our  adjacent 

tate&    Therefore,  I  think  that  that  factor  alone — and  in  order  to 

lannel  funds  into  areas  where  there  is  a  shortage  of  mortgage  capital, 

here  the  banking  institutions  have  not  kept  apace  with  the  popula- 

on  growth,  that  that  type  of  security  is  very  desirable. 

Senator  Bush.  That  is  very  good  reasoning,  I  think. 

Senator  Maybank.  Do  you  think  that  we  should  write  something 

i  the  law,  though,  to  have  an  audit  as  to  cost  of  these  FHA  projects! 

Mr.  Held.  Yes,  sir;  we  would  favor  that. 

-Senator  Matbank.  I  can't  speak  except  for  myself  but  I  don't  be- 

m  Congress  would  enact  any  law  after  these  scandals,  these  scan- 

ili  in  tiue  I,  unless  there  was  some  sort  of  check  when  this  thing 

M^dcme  to  see  that  they  got  90  percent  and  no  more. 

^Sipstor  Bush.  Are  you  going  to  come  to  the  question  of  FNMA  in 

Mrtestimonvf 

Ib.SbLOw  No,  sir,  I  am  not 
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Senator  Bush.  Could  I  a^  you  a  general  question  on  that  subject! 

Mr.  Held.  Yes. 

Senator  Bush.  Do  jou  feel  it  is  desirlJ^le  to  continue  FNMA? 

Mr.  Held.  We  testified  before  this  committee — I  believe  we  have  a 
copj  of  our  testimony  here — with  reference  to  secondary  mortgage 
facilities  and  we  said : 

Section  301  is  a  complete  rewriting  of  the  charter  statute  of  the  Federal  Na- 
tional Mortgage  Association. 

I  will  get  down  to  the  meat  of  this. 

There  is  Uttle  doubt  that  the  past  expansion  of  Federal  National  Mortgage 
Association's  operations,  particularly  since  1947,  were  influenced  primarily  by 
the  retention  of  an  inflexible  and  urealistic  rate  on  Government  insured  and 
guaranteed  loans  until  the  middle  of  1953.  If  a  flexible  interest  rate  patten  i 
such  as  proposed  in  this  bill  had  been  available  and  had  been  put  into  effect  if 
such  were  required,  the  need  for  a  secondary  mortgage  market  facility  would 
have  been  materially  minimized. 

We  have  never  believed  in  the  philosophy  of  using,  a  secondary  market 
facility  to  peg  an  unrealistic  interest  rate.  We  believe  this  bill  recognliesHhe 
importance  of  a  realistic  and  competitive  interest  rate  on  mortgage  investments. 
If  future  mortgage  interest  rates  are  set  on  a  basis  whereby  the  yields  obtain- 
able are  truly  competitive  in  the  capital  market,  the  need  for  a  secondary 
market  for  mortgages  would,  for  all  practical  purposes,  be  obviated.  Regard- 
less of  these  factors,  our  association  voices  no  objection  to  the  supplemental! 
second  mortgage  market  plan  as  proposed  in  this  bill,  based  upon  the  Mi^ 
that  such  plan  could  be  of  so  much  beneflt  in  directing  mortgage  funds  to  areas 
of  scarcity  and  in  relieving  temporary  situations  of  lack  of  liquidity. 

Senator  Bush.  You  point  out  there  that  the  suppression  of  interest 
rates  was  the  real  reason  why  FNMA  picked  up  $6  billion  worth 
of  mortgages  and  the  Government  now  owns  them. 

Mr.  Held.  I  think  it  was  $3.5  billion,  or  something  like  that,  of 
which  about  $2  billion  worth  are  outstanding,  of  which  about  ^.8 
billion,  as  I  recollect,  is  in  GI  loans. 

Senator  Bush.  I  was  under  the  impression  it  was  a  larger  figure,  j 
but  I  won't  insist  on  that. 

The  fact  that  the  rate  was  held  down  when  the  lenders  were  getting  , 
more  money  all  around,  made  those  mortgages,  at  par,  not  attractive  ' 
to  the  investing  community  generally,  for  a  long  time,  is  that  not  so? 

Mr.  Held.  Yes,  sir. 

Senator  Bush.  So  that  resulted  in  the  Government  having  to  stand 
there  with  a  bi^  basket  and  take  in  all  these  mortgages? 

Mr.  Held.  That  is  right. 

Senator  Bush.  And  that  is  why  we  have  such  a  big  portfolio  in  the 
Government  now. 

Mr.  Held.  I  believe  that  is  so,  yes. 

Senator  ALvtbank.  Wasn't  it  true  that  the  Government  raised 
interest  rates  on  bonds  about  the  same  time? 

Mr.  Held.  Pardon  me? 

Senator  Mayb.vxk.  Wasn't  it  true  that  the  Grovemment  raised  in- 
tere  rai  on  bonds  about  the  same  time  and  rediscount  rates  to  Ae 
Tre»i  of  this  was  taken  up  so  the  Government  was 

•tion  I  would  like  to  place  into  the 

.  Arthur  J.  Frentz,  in  which  he 

title  L    We  will  not  print  tlus 
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»ut  I  want  to  make  it  a  part  of  the  record  and  have  the  forms  kept 
rith  tlie  record* 

(The  forms  inferred  to  will  be  found  in  the  files  of  the  committee*) 

The  CiL\iRMAN,  Tlien  we  will  put  in  tlie  rec*jrd,  "List  of  dealers 
i«bjet*t  to  tlie  provisions  of  regiilation  VIIIj  section  2,  1953*"  (See 
ippendix,  p,  1509.) 

iTiat  is  jii?t  a  technical  ^ny  of  talking  aboiit  the  dealers  that  have 
been  taken  off  the  list*  That  is  what  the  project  suys  there.  That  is 
the  name  of  it  un  the  out  side. 

That  is  just  those  that  have  been  taken  off  of  the  list,  meaning  the 
right  to  tinanoe  title  I  pix)jpcts  ns  of  Jiimiary  31,  1953*  Yon  see,  that 
Bpyer  a  year  old.  Thev  are  gfoin^  to  hnng  it  up  to  date  and  we  will 
Kft  the  list  of  those  tfiey  have  taken  off  of  the  rolls  since  January 

Mr,  Hfjjk  I  have  that  supplemental  list,  February  1, 1953,  through 
November  30,  1P53. 

The  Cit A  iioi  \N .  AMi  ich  is  that  ? 

Mr,  Held.  That  is  the  supplemental  list. 

The  CiiAiaMAN.  That  is  the  list  tliat  was  sent  jou? 

Mr,  Hki.d.  Yes?. 

The  CiiAUBtAN,  We  have  that,  too* 

I  gather  that  the  FHA  mails  that  list  to  all  the  participating  banks, 

Jlr.  tir.uy.  Yes,  ^ir. 

llie  CirAiRMAM.  Tluit  is  where  you  got  it? 

Mr.  Helr.  Yes,  sir. 

The  CiiAmMAX.  Without  objection  we  will  put  a  later  list  in.  This 
is  the  su|>pk^mental  list  of  dealers  suhjeict  to  the  provisions  of  regula- 
Itou  K  serf  ion  2.  Tins  is  t!irougli  November  30, 1953.  November  30 — 
Hft  is  still  putting  us  about  5  months  behind.  That  will  go  into  the 
Krd.     (8ee  appendix,  p,  1509,) 

Mr,  Hkij>.  They  come  out  in  sheets. 

The  C  ifAta^rAx.  From  day  to  day< 

Mr,  Heijk  During  the  month  you  may  get  1  or  S  or  3, 

The  Chaihmax,  In  other  word?,  as  the  FHA  here  in  Washinr^ton 
^aeklists  a  tiealer  they  automatically  send  that  list  to  all  the  autlior- 
aed  banks  in  the  United  Statea 

Mr<  Held,  That  is  right,  and  then  they  later  compile  it  into  that 
>rinted  list. 

Tlie  Chairman,  Do  you  have  any  idea  how  many  names  there  are 
hat  have  fieen  blacklisted? 

Mr.  Hkld.  I  haven  ^t;  no,  sir. 

The  CHAifDf  AN,  I  don\  believe  there  ai*e  any  further  questions. 

Are  you  iinished  with  your  statement,  Mr,  Held! 

Mr,  Heijj,  1  have  one  further  su^irestion  in  connection  with  section 
13,  w^hich  would  be  purely  lulniinistrative,  and  that  has  been  made  by 
me  of  our  members,  which  we  believe  should  merit  consideration, 
liiii  suggestion  is  that  FHA  should  no  longer  be  receptive  ta  the 
ppointtnent  of  the  builder- promoter  of  a  section  213  project  coming 
1  under  a  different  corporate  entity  and  being  given  the  management 
f  the  property.  Tlie  reason  given  for  this  siij^gestion  is  that  the 
tiilder-promoter  should  not  be  permitted  to  act  in  two  capacities. 

On  !K*ljalf  of  the  association,  I  wish  to  thank  the  committee  for  this 
|>port unity  to  present  our  views  and  hope  our  suggestions  will  be  of 
Vine  assistance . 
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Senator  Maybank*  Ton  think  the  buildeivpromotcaT  should  be 
written  into  the  law,  rather  than  "administrative  action''! 

Mr.HsxD.  Well,  it  could  be  administrative  action.   It  could  be  doM 
that  way,  because  FHA  has  the  right  to  choose  the  managemeot  or  | 
approve  or  disapprove  the  management.   This  suggestion  comes  tarn 
one  of  our  memoers. 

The  Chairmax.  We  appreciate  very  much  your  testimony  and  iri 
wish  you  would  do  this,  your  association — that  is  the  National  Asti^ 
ciation  of  Savings  Banks:  We  wish  you  would  further  study  Oil 
proposed  bill  in  the  light  of  the  supposed  irregularities  that  hut 
been  turning  up  here  in  the  past  couple  of  we^s,  and  give  us  fht 
benefit  of  how  ^ou  think  we  can  write  this  new  proposal  to  elirointb 
these  irregularities.  We  know  we  can't  legislate,  of  course,  hoiieriy 
and  integrity,  but  we  can  make  certain  that  there  is  no  hiown  loop- 
hole, and  that  is  what  we  want  to  do.  Because  the  FHA  has  no 
doubt  done  a  tremendous  amount  of  good  and  has  developed  u4 
produced,  indirectly,  several  million  homes,  we  don't  want  to  do 
anything,  and  we  don't  want  to  see  anybody  else  do  anything,  to 
injure  it. 

On  the  other  hand,  we  are  certainly  not  knowingly  going  to  hi 
a  party  to  any  graft,  corruption,  collusion,  and  mismanagement,  inr 
having  inherent  weaknesses  in  the  law  that  permit  irr^galantNl^ 
and  make  it  easy  for  people  to  violate  the  law.  Make  it  easy  ftiK 
people  to  get  around  it.    That  is  not  the  intention  of  it. 

Mr.  Held.  We  will  be  very  happy  to  give  it  further  study. 

The  Chairbian.  We  are  very  sincere  and  honest  in  what  we  m- 
trying  to  do  here,  and  this  is  a  big  operation,  as  you  know:  it  il 
widespread.  I  have  often  said  that  I  think  the  housing  bill  is  tha 
toughest  piece  of  legislation  in  the  Congress  to  handle,  and  I  thbk 
it  is  probably  the  hardest  administrative  problem  in  the  Qovero- 
ment.^  It  is  the  complexity  of  this  thing.  FHA  is  tremendous.  B 
runs  into  billions  ana  billions  of  dollars,  and  we  want  to  accept  our 
responsibility  here,  now,  by  writing  a  good  law,  so  that  no  one  cin 
say,  **Well,  it  was  inherent  in  the  law/'  We  will  appreciate  your 
cooperation. 

Senator  Matbank.  Let  me  ask  one  thing:  What  you  have  said  about 
the  checks  on  these  mortgages  or  the  final  check  on  the  figures,  wooH 
apply  to  sections  220  and  221,  also,  in  your  jud(pient? 

Mr.  Held.  Yes ;  I  believe  so.    In  connection  with  any  rental  project 

Senator  Maybank.  In  section  221  where  there  is  100  percent,  the  co* 
ahoiild  be  certified  when  the  project  is  completed? 

Mr.  Held.  I  think  the  important  thing  is  the  setting  up  of  the 
nxrroula. 

The  Chaikman.  Would  you  say  that  your  bank  does  not  handle 
y  title  I  loans? 
'.Held.  No, sir. 

J       Chairman.  Do  you  know  whether  or  not  in  any  instance  the 

u     5V      require  the  dealers  to  endorse  the  notes  and  guarantee  the 
al 
•  XI     J).  No ;  I  don't  know  of  any  cases  where  that  would  be.   I 
c         w  whether  the  dealers  woutd  want  to  sign  a  note  and  obli- 
■^  ves  for  the  payment  of  the  note. 

■  Ai       iN.  They  would  have  to  do  it  if  it  wasn't  guaranteed 

aent.    If  the  dealer  brought  a  note  in  to  you  and  a^ed 
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:ou  to  discount  it  and  it  wasn't  guaranteed  by  the  Government  as 
itle  I,  you  certainly  would  require  that  he  stay  on  the  note  until  it 
fas  paid. 

Mr.  Held,  Tliat  is  right;  unless  he  had  the  owner  of  the  propeity 
Ign  the  note  and  his  credit  was  satisfactory. 

The  Chairman-  I  have  always  had  pretty  good  credit,  but  they 
Wive  always  required  that  I  stay  on  the  note  as  the  second  endorser. 
Kaybe  my  credit  hasn't  been  as  good  as  I  thought  it  was,  but  I  think 
[  am  100  percent  right  that  these  finance  companies  and  banks,  when 
lou  go  to  a  bank  to  sell  them  a  note  from  one  of  your  customers, 
I  think  99^^10  percent  of  the  time  tliev  say,  *'Sure,  well  take  it.  Just 
flgn  on  the  back  of  it*'*    You  know  tney  do. 

Itr*  Held,  Yes;  I  think  that  probably  is  the  basis. 

The  Chairman.  Thank  you  very  much. 

Senator  Lehman,  Do  you  think  Ruy  substantial  number  of  houses 
fian  be  built  as  a  practical  matter  under  section  221,  on  a  $7,000  limit, 
ftr  even  an  $8,600  limit,  as  provided  for  in  the  House  bill  ? 

Mr,  Hfjj>,  I  doubt  very  much  in  and  around  urban  centers  such  as 
iround  New  York,  Philadelphia,  and  so  forth,  because  of  the  high 
laud  cost,  I  do  know  there  is  a  considerable  number  of  houses  below 
fhe  $7jOO0  range  being  built  in  Suffolk  County,  around  Babylon  and 
those  places,  and  also  in  the  southern  areas  of  New  Jersey  at  the 
present  time,  under  title  I,  section  8,  which  is  somewhat  similar  to  this. 

The  Chairman,  Let  me  ask  you  this  question;  Would  you  object 
tnd  do  you  think  it  would  completely  ruin  title  I,  if  we  required  in 
even'  instance  that  it  be  two*name  paper? 

Mr.  Held.  I  don't  think  so.  I  don-t  think  it  would  make  any  dif- 
ference  as  far  as  the  ass^x^iiition  is  concerned. 

The  Chaieman,  The  dealer  gets  the  loan  and  then  the  individual 
Wmeowiier  can  go  down  and  borrow  up  to  $2,500  and  spend  the  money 
U  he  sees  fit.  But,  as  lie  spends  it,  he  certainly  has  got  to  spend  it 
with  the  dealer,  a  dealer  of  some  kind,  a  builder  or  a  painter. 

What  would  be  wrong  with  making  it  two-name  paper! 

Mn  Heij>.  We  would  raise  no  objection  to  the  additional  security 
that  would  be  provided  by  the  additional  name. 

The  Chairman,  Wliy  should  dealers  object  to  it? 

Mr,  Held.  Except  to  the  contingent  liability  that  may  be  involved 
b  endorsing  a  large  number  of  notes,  that  would  be  the  only  reason. 

The  Chaihmak.  I  still  say  in  private  business,  where  the  Govern- 
lient  isn't  involved,  they  do  it.  Maybe  we  better  call  some  of  the 
luance  companies  and  these  people  who  buy  bills  receivable  and  notes 
fec^eivable  and  financial  sales,  and  see  if  I  am  not  correct. 

Mr.  IIfj.d*  Of  course,  you  are  dealing  with  a  lot  of  small  contractors 

I  a  great  many  places  and  they  may  sort  of  pull  back  from  endorsing 
fou  might  say— perfect  stranger's  note. 

^i f  AiBMASf  *  He  isn^t  a  stranger  if  he  is  doin^  business  with  him* 

*■        Well,  he  is  doing  a  job  for  him.    He  is  doing  a  caipenter 

ibingjob. 

-^KAN.  If  you  wonid  require  two-name  papers — I  haven't 

*iy  mind  that  that  is  a  practical  thing  to  do^  but  I  am 

nng  about  it — if  you  require  two-name  paper,  I  think 

mte  all  the  abuses  that  I  have  seen  that  have  shown  up 

I  just  believe  it  would  eliminate  all  of  it 
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Mr.  Held.  You  would  probably  still  have  the  racketeer  with  joii 
though. 

The  Chairman.  Well,  I  don't  know.  I  think  you  would  find  titf 
dealers  and  the  people  who  sold  the  homeowner  tlie  painting  job  or 
the  roofing  job  or  the  flooring  job  or  whatever  it  was,  he  would  cheek 
into  it  thoroughly,  if  he  knew  he  was  going  to  have  to  stay  on  thai 
paper  until  it  was  paid  in  full. 

Mr.  Held.  He  probably  would  check  into  it. 

The  Chairman.  There  is  no  question  about  it. 

I  don't  know  that  it  would  be  100  percent  effective,  but  I  think  % 
would  eliminate  90  percent  or  more  of  the  troubles  that  we  have  hadi 

I  think  the  trouble  has  been  that  everybody  said,  "Oh,  well,  Undr 
Sam  will  make  this  good,  so  what  do  we  care." 

Mr.  Held.  I  don't  believe  that  has  been  the  attitude. 

The  Chairman.  I  don't  believe  on  the  part  of  everybody,  of  conrae 
not,  but  I  am  talking  about  the  fellow  who  has  caused  the  trouble, 
I  think  that  probablv  was  his  attitude.  Of  course,  there  are  just  tens 
and  tens  and  tens  of  thousands,  the  great  majority,  by  far  the  great 
majority  of  everybody  who  has  participated  in  this  FHA  program^ 
title  I  and  otherwise,  been  honest  and  conscientious  about  it.  Butyot 
don't  have  jails  for  those  fellows,  you  know. 

The  jails  are  for  the  other  fellows.  You  don't  have  courts  for 
those  fellows,  the  courts  are  for  the  other  fellows. 

Well,  I  think  that  is  one  way  that  we  might  completely  tighten 
that  up.  And  the  other,  on  section  608's,  or  where  we  guarantee  9S 
percent  of  the  mortgages,  if  we  require,  when  the  project  is  finished, 
an  accounting  and  adjustment,  I  think  maybe  we  can  eliminate  all  the 
problems  handled  there. 

Give  it  some  thought,  will  you,  and  see  if  you  can  find  any  loop- 
holes in  what  we  are  talking  about. 

(The  following  was  received  for  the  record :) 

National  Association  of  MinrrAL  Savings  Banks, 

New  York  17,  N,  Y.,  Apnl  SO,  1954. 
Hon.  Homer  E.  Capehart, 

Chaimuin,  Senate  Banking  and  Currencv  C<ymmitte€f 
Senate  Office  Building,  Washington  25,  D.  C, 

Dear  Senator  Capehart:  At  the  conclusion  of  my  testimony  before  yow 
committee  last  Thursday,  April  22,  you  requested  that  the  National  Associatioa 
of  Mutual  Savinp:s  Banks,  for  whom  I  si>oke,  submit  in  writing  its  suggestioo> 
for  amendment  of  the  housinpr  bill  now  before  you,  to  prevent  the  recurrence 
of  the  abuses  of  the  character  that  were  allepred  to  have  taken  place  under  Ui8 
old  section  (508,  emergency  rental  housing  program,  and  under  title  I,  the  home 
improvement  and  repair  program. 

The  CJommittee  on  Mortgage  Investments  of  the  National  Association  of  Mutual 
Savings  Banks  considered  these  problems  at  a  special  meeting  held  on  April  26, 
3954,  and  has  authorized  me  to  incorporate  its  recommendations  to  you  in  thto 
letter. 

With  regard  to  the  prevention  of  the  abuses  of  the  character  alleged  to  lay^ 
occurred  under  the  old  section  608  program,  it  is  our  recommendation  that  all 
multiple-family  housing  programs  and  all  special  purpose  rental-housing  pro- 
grams should  be  j  )lect  t^  tho  le  insurance  eligibility  requirements  as  art 
now  mandate-"  lOnal  defense  housing  insurance  loans.    That 

is  to  say  +>le  amounts  sliould  always  be  initially  baaed 

upon  FELci  ^^  the  proixn-ty  when  the  proposed  improte- 

ments  a  i^fes  that  the  mortgagor  must  certify 

prior  her   (a)   that  the  cost  <rf  th« 

physi  oceeds  of  the  mortgage  loan; 

or  0  mortgage  loan  exceeded  tbe 

acti  this  case  the  mortgagor  is 
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Hired  t<j  pay  the  eice«is  of  the  loiin  over  the  costs  to  tlie  mortgagee  for  n^kpU-^ 
loo  in  reduction  of  the  debt.  Our  association  also  recommejula  that  It  bft 
ie  moiidmtori'  upon  the  borrower-builder  to  submit  his  constru(!tlon  or  project 
auditing  of  costs  at  various  stages  of  the  coofltnictlon  by  a  certified  public 
jountaut  aelected  by  the  Federal  Housing  AdminlBtratton.  The  ftnal  amount 
tbt  loan  should  not  l>e  permitted  to  exceed  the  certified  costs  as  BUbstantlated 
tbe  floal  audit.  Cost  of  such  audit  shoiiU!  be  borne  by  the  mortgagor  and 
allowable  ns  an  item  of  exiiense  In  the  final  audit. 
In  otir  oiiinlor^  the  above  sugvcestions  have  the  following  merits: 
(1)  Ail  initial  ealeulationa  of  maximum  loan  wo«ld  be  based  on  "estimated 
loe^'  rather  than  ^'replacement  costs/*  It  is  our  understanding  that  the  ex- 
e§sioQ  '^estimated  value*'  has  dednite  meaning  both  with  FllA  and  with  the 
Hjiing  tndnatry  as  synonymous  %vith  economically  sound  lon^-term  value.  It  is 
Kt  our  understanding,  from  Hsteuing  to  the  recent  testimcmy  Itefore  your  com- 
lltee,  that  the  use  of  '^replacement  costs*'  or  *" necessary  current  eostw"  as  a  basia 
rftgiirlng  maximum  loan  was  in  part  reij^poneible  for  some  of  the  alleged  over- 
Bding  In  the  old  6*>8  program. 

|2>  The  borrower-builder  would  be  required  to  certify  to  bis  construction  costs*' 
13)  The  costs  would  be  audited  by  comi^tent  and  indei>endent  aecwuntants. 
(4)  The  tentative  loan  would  be  reduced  to  audited  costs  in  case  it  exceeded 
mt  coets. 

We  would  like  to  repeat  our  suggestion  that  the  provisions  for  Insuring  loans 
I  lea^holds  in  both  section  207  and  213  ?4hould  be  eliminated  and  that  this 
Ori:^on  should  not  b&  introduced  into  any  Government-insured  or  Government- 
laranteed  program.  It  is  our  opinion  that  this  leasehold  type  of  transaction 
TiJd  be  an  invitation  to  promoters  to  u.se  the  FFIA  devices  and  procedures  for 
loflt  and  tax  advantages  rather  than  for  the  construction  of  rental  and  true 
operative  projects.  It  is  our  understanding  that  the  leasehold  provisi<in  was 
Iglnally  Incorporated  Into  the  FIIA  sections^  in  order  to  enable  rental  properties 
be  built  Ln  those  States  where  the  use  of  the  leasehold  ty^te  of  land  tenure  wa» 
iditional.  We  have  been  informed  that  it  is  not  necessary  to  the  production 
*mch  rental  projects,  and  its  deletion  from  the  FHA  basic  law  is  recommended* 
We  again  question  the  advisability  of  continuing  the  section  213  cooperative 
oaing  insurance  as  an  FHA  program.  As  we  have  said  In  our  statement  before 
ear  committee  of  JIareh  25,  1054,  and  again  in  our  statement  of  April  22,  11J54, 
le  high  Limits  on  cooperative  projects  under  section  213  might  lead  to  the 
rmnotion  of  unsound  cooperatives  under  ttie  sponsorship  of  speculative  de- 
elopers*  Section  207  has  adequate  provision  for  the  flnnncing  of  cooiJcratU*e 
fDjeets,  and  its  lower  limits  on  mortgage  insurability  might  have  a  restraining 
ITect  on  the  production  of  unsound  projects. 

Tbe  National  Association  of  ]diitua]  Saving.-?  Banks  has  favored  and  supported 
lust  of  the  FHA  programs  for  many  years.  It  Ss  our  lielief  that  the  encourage- 
ment that  FHA  f^ave  to  private  building  and  private  financing  of  homes  was  a 
eaithy  occurrence  for  the  cfiuntry*  In  our  opinion,  the  succcj^s  of  the  FHA 
rograms  stood  off  the  strong  demand  In  some  quarters  for  the  production  of  vast 
UiLtities  of  public  housing.  We  are  of  the  further  opinion  that  the  housing  that 
itolted  from  the  FHA  programs  represented  better  value  and  was  produced  at 
wer  costs  than  comparable  public  housing. 

Hie  background  of  the  now-expired  s^e^tion  008  program  should  be  briefly  exam- 
M  In  making  suggestions  for  aiueiHiiTient  of  our  present  bousing  statutes. 
Rrtion  608  came  Into  being  during  World  War  II  and  continued  to  operate  for 
une  time  during  the  postwar  period*  During  these  years  the  country  faced  a 
rtngent  shortage  of  rental  housing.  The  country  was  faced  with  a  real  emer- 
^ey,  and  It  Is  our  understanding  that  Congress  wanted  the  production  of  a  large 
)tume  of  rental  houaing  as  quickly  as  possible*  Examination  of  past  cnngres- 
onal  proceedings  indicates  that  the  terms  were  purposely  made  liberal  and 
tractive*  Thousands  of  good  units  and  honest  values  were  built  under  the  608 
'ogrtLm,  but  it  now  appears  that  the  lilwral  terms  attracted  some  speculators 
ha  made  unusual  profits  from  their  enterprises.  Financial  institutions  that 
vested  In  008  loans  relied  upon  the  FHA  appraisals  of  costs,  and  it  was  the 
HA  who  fixed  the  amount  of  the  loans  based  upon  their  determinations  of  such 
i0ts.  Tbe  FHA,  w^ith  its  research  and  cost-analysis  departments,  was  much 
!tt€r  equipped  than  Investors  to  determine  in  advance  what  the  cost  figures  were 
be  apon  which  the  loan  was  to  be  based,  and  it  undertook  to  do  the  job.  The 
St  basis  of  the  properties,  therefore,  was  not  determined  by  the  Investors  but 
it  determined  by  the  FHA«  In  general,  the  invc'sting  institutions  subjected 
eae  loans,  before  making  or  purchasing  them,  to  studies  aimed  at  determining 
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the  lonK-tc'rm  economic  security  of  these  investments.  In  short,  the  institiitioni^ 
scrutiny  of  these  loans  was  directed  primarily  to  whether  the  properties  cooHi 
he  exiHH.*ted  to  safely  support  the  loans  and  would  pay  out  daring  the  coone  of 
their  terms. 

In  8ugffesting  the  strong  safeguards  outlined  in  this  letter,  we  must  fast  tk| 
reiU  iHVMibillty  that  they  may  result  in  a  diminution  of  the  production  of  tentil* 
housing  pro|)erties.  We  believe  it  to  be  a  fact  that  the  great  hulk  of  renUt: 
houstlui;  pn>|>erty  produi'ed  durins  ond  after  the  war  was  done  by  si»eculitiTear 
0|H^rative  builders  who  had  no  intention  of  keeping  the  properties  for  loas-term 
investment.  The  country  got  the  rental  housing  that  it  needed  (see  attadwd 
chart),  and  It  now  appears  that  in  some  instances  large,  if  not  excessive, profllv 
wert^  made  in  the  process. 

With  ivKani  to  title  1,  the  home  improvement  and  repair  program,  our  coi^ 
niittet^  has  Unirneil  that  the  savings  banks  hold  few  of  these  loans  and  that  tlKf. 
are  not  a  sutistantial  factor  in  our  business.  We  have  learned  that  some  of  tki  ' 
snvtngs  banks  that  went  into  the  title  I  program  have  switched  ox'er  to  mMH 
tlie  same  ty|^^  of  Kvins  without  FHA  insurance.  We  have  learned  also  that  otker 
mivlnies  banks  are  gradually  switching  from  a  title  I  home  repair  and  improvt* 
nieut  l«mn  prxn^ram  to  an  independent  program  of  the  same  nature  and  withoift 
the  UiHurani'e.  $«>me  testimony  developed  durini;  the  course  of  the  hearing 
tH»fort»  ytmr  wmniittee  in  the  week  of  April  19  that  the  improvement  and  repilr., 
hmus  uuule  uiuier  title  1  represented  somewhere  between  10  and  35  percent  of  tkl 
totH)  home-reimir  Kvins  made  in  the  country.  We  question  the  need  and  adri» 
ability  of  \>uitUiuiu^  the  title  I  program.  If  the  lending  institutions  can  take  ctit 
of  tUN  to  IH)  i^rwnt  of  tlie  demand  for  these  loans,  then  they  probably  can  ttki 
oart*  of  the  entire  demamt. 

If  the  WuMcnNs^  de^*ide«  that  title  I  should  be  continued,  certainly  FHA  shooM 
Ite  al^eu  the  money  anvi  the  men  to  properly  investigate  and  act  upim  the  €»■• 
plainu  ibat  are  w\vlve\l  aK^ut  this  program.  Such  a  force,  coupled  with  til 
new  rev;ulatlons  which  w%^nc  'nro  effect  late  last  year,  should  put  this  progm 
in  or\UT  without  f\jrtber  legislation. 
Very  truly  yours^ 

Habit  Heu. 
C^atnR«B.  CofRMtf fee  om  Moriffage  InrcttmenU, 

k\*WikHKHt  r»St>aJtf>  iik>»«r.<  i«..>it'.x«n  mmltifKtmily  tftrcliin^  unitt  ttartU, 
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AMBON.  My  name  is  John  C.  Williamson,  and  I  am  seca^ 
of  the  realtors'  Washington  committee,  the  legislative 
:  the  National  Association  of  Real  Estate  Boards, 
ation  is  appreciative  of  your  invitation  to  return  to  this 
e  committee  to  make  any  additional  suggestions  we  can 
iir  system  of  mortgage  insurance. 

lat  any  abuses  of  that  system,  as  recently  alleged,  should 
rooted  out  at  once.  With  respect  to  any  provisions  of  the 
►using  Act  which  might  lend  themselves  to  abuses  or  to 
)m  the  intent  of  the  Congress,  be  assured  that  we  are  most 
3t  in  strengthening  them  so  as  to  eliminate  any  such  weak- 

»ach  to  making  recommendations  to  the  committee  on  this 
Chairman,  is  this:  The  system  of  mortgage  insurance 
lUnched  20  years  ago  in  the  Federal  Housing  Administra- 
>nff-needed  improvement  in  home  financing.  The  overall 
FIA,  operating  ui)on  its  own  revenues  derived  from  insur- 
ms  paid  by  borrowers,  has  amply  vindicated  the  judgment 
)  helped  establish  it.  The  insured,  long-term  amortized 
ige  has  been  a  basic  tool  in  making  the  United  States  a  na- 
ih  a  majority  of  families  own  their  own  homes.  It  has 
ace  as  a  permanent  feature  in  our  national  mortgage  sys- 

at  any  weakness  within  this  system  of  mortgage  insurance 
minated,  without  shaking  confidence  in  the  system  itself, 
ould  correct  a  weakness  in  our  school  system  or  court  sys- 
losing  sight  of  the  basic  need  and  importance  of  the  insti- 

he  history  of  fiscal  intstiutions  shows  that  jjerfectinff  ac- 
e  taken  during  the  course  of  their  development.  So  long 
n  equation  influences  the  operation  of  man-made  insttu- 
st  concede  that  abuses  can  creep  into  these  institutions, 
es  we  see  evidence  of  the  evolutionary  process  which  has 
l1  institutions  such  as  our  national  bankmg  system  to  their 
I  in  public  confidence  despite  the  intermittent  crises  and 
1  motivated  the  Congress  mto  taking  necessary  corrective 
time  to  time. 

low  to  the  allegations  of  abuses  under  section  608  and  title 
ional  Housing  Act.  While  the  record  is  not  complete  we 
for  the  purposes  of  the  recommendations  and  suggestions 
to  make  that  the  allegations  are  true. 
18.  It  is  academic  to  discuss  changes  in  the  section  608 
ause  not  only  is  the  section  no  longer  part  of  the  National 
t,  but  the  criteria  of  replacement  cost  as  the  basis  for  the 
to  value  is  repeated  nowhere  else  in  the  act,  except  under 
13  and  title  VIII  programs. 

[aybank.  Mr.  Williamson,  did  your  association  have  any 
w  such  windfalls  in  the  fifties  ? 

■MSON.  I  was  counsel  for  the  realtors'  Washington  com- 
^  ^  beginning  early  in  1951. 

-NK.  You  were  with  the  veterans  before,  were  you 

- .  I  was  with  the  Veterans  of  Foreign  Wars  of  the 
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I  think  it  has  been  common  knowledge  in  the  industry,  as  tviII 
in  the  Congress,  as  to  mortgaging-out  under  section  608. 

Senator  Maybank.  I  do  not  think  this  committee  had  any  i^ 
that  is  was  common  knowledge  that  these  windfalls  were  taking  phi 

Mr.  Williamson.  I  don't  know  about  the  windfalls,  sir.    Thiti 
question  of  degree. 

Senator  Maybank.  You  have  seen  in  the  paper  where  they  havebi 
150  percent? 

Mr.  Williamson.  It  first  came  to  my  attention  when  I  listened  to 
debates  on  the  floor  of  the  Senate  when  section  608  was  terminated, 
think  it  was  brought  out  then  that  there  were  considerable  abuses 
the  program.  I  think  there  has  been  general  knowledge  but 
windfalls,  to  the  degree  we  know  of  them  now,  I  think  it  comes  as  (|p 
a  surprise.    It  certainly  does  to  me. 

Senator  Maybank.  You  were  with  the  Veterans  of  Foreign  Wl 
at  that  time? 

Mr.  Williamson.  I  was  assistant  legislative  director  of  the  VB 
until  late  in  1950. 

Senator  Maybank.  But  it  was  common  knowledge  that  they  1 
mortgaging-out  ? 

Mr.  Williamson.  Yes,  but  the  extent  of  the  windfalls  certainly 
not. 

Senator  Maybank.  Why  didn't  some  of  you  gentlemen  come  dfl 
here  and  tell  the  committee  that?    Well,  you  were  not  a  member 0 

Mr.  Williamson.  I  say  there  was  a  knowledge  of  mortgaging-n 
which  is  a  little  different  from  the  windfalls  that  we  now  know 
When  I  say  windfall,  that  is  getting  out  for  considerably  more  d 
100  percent.     I  had  no  knowledge  of  that. 

Senator  Maybank.  Neither  did  we.    It  would  seem  that  some 
the  bankers  might  have  had  knowledge  of  it  and  told  the  commit 

We  reduced  it  to  80  percent,  in  this  committee — and  I  think  it 
changed  back  in  conference,  if  I  am  not  mistaken,  if  they  knew  t 
were  mortgaging-out,  the  80  percent  would  really  have  been  90 
cent. 

Mr.  Williamson.  The  possibility  of  mortgaging-out  under  80 
cent  of  value  formula  is  very  remote. 

Senator  Maybank.  They  mortgaged-out  to  the  tune  of  150  perci 
Mr.  Williamson.  It  seems  to  me  the  business  people  of  this  coui 
should  have  come  down  and  told  the  committee  instead  of  all 
coming  down  here  and  testifying  that  these  banking  institution 
through  changes  as  the  years  go  on,  but  nobody  came  down  here 
recommended  any  change. 

Even  this  year  these  gentlemen  came  here  and  I  don't  think  an; 
recommended  any  change.    The  business  people  could  have  mi 
easy  on  themselves  to  have  come  down  here  and  told  us  the  facts* 
don't  mean  to  say  that  anybody  purposely  did  anything  wrong. 

Mr.  Williamson.  In  analyzing  the  section  608  program 

Senator  Maybank.  These  other  programs  have  some  of  these  tii 
in  it,  too,  you  know. 

Mr.  Williamson.  In  the  early  postwar  years  our  association 

trying  to  brin^  about  the  elimination  of  rent  control  so  as  to  encoui 

the  flow  of  private  capital  into  rental  construction  and  the  section) 

sxr      am  was  used  to  stimulate  and  to  promote  the  flow  of  pri^ 

wil  into  rental  property. 
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Senator  Maybank.  Of  course,  that  was  true,  but  it  promoted  the 
iw  of  the  Government's  money,  the  taxpayers'  money.  That  is  what 
■mmd  up  doing.  I  don't  mean  in  all  cases,  of  course.  I  meant  in 
Itain  particular  instances,  some  1,100,  or  maybe  more.  And  then, 
1^  of  course,  you  have  always  opposed  rent  control,  I  think,  and  they 
re  rent  control  in  New  York,  but  for  every  dollar  of  windfall  there 
1  be  $3  collected  from  the  renter,  in  the  end. 
ifr.  Held  himself  said  that  building  costs  have  gone  up  and  that 
rue.  but  in  1948, 1949,  and  1960  there  were  certam  allocations  and 
fortn  and  the  Government  could  be  in  for  a  tremendous  loss,  in  my 
gment. 

am  glad  that  you  gentlemen  came  around  here  and  testified  every 
r  that  it  was  a  fine  law. 

Ir.  Williamson.  I  don't  believe  we  did  exactly  that, 
enator  Maybank.  Now,  here  is  what  Mr.  Summer  said  before  this 
imittee  when  I  was  chairman. 
It.  Williamson.  What  year  was  that,  sir? 
enator  Maybank.  1951. 

Ir.  Williamson.  Under  the  Defense  Housing  Act? 
lenator  Maybank.  That  is  correct. 
le  said: 

wish  to  state,  Mr.  ChairmaD,  that  for  years  I  have  been  a  strong  advocate 
t  priority  plan  by  FHA  to  insure  first  the  construction  of  section  608  projects 
Ai  could  be  rented  at  the  lowest  rentals,  and  to  increase  progressively  until 
units  needed  in  defense  areas  could  be  provided. 

liave  had  considerable  experience  with  section  608  construction  and  I  have 
inged  the  financing  of  many  units,  if  not  more  than  anyone  in  the  State  oiT 
r  Jersey. 

.  cast  no  reflections  against  Mr.  Summer,  or  anyone  in  New  Jersey, 
ave  in  front  of  me  a  list  of  New  Jersey  projects  which,  of  course, 
"coniBdential,  that  came  from  the  Internal  Revenue  Service,  and  I 
kk  when  we  get  through  writing  this  bill,  as  I  understand,  the 
innan  at  that  time  is  going  to  go  into  an  investigation.  I  will 
e  up  these  matters  at  that  time,  but  I  was  shocked  to  see  some  of 
Kew  Jersey  projects. 

It.  Williamson.  Senator,  I  would  like  to  say  our  recommenda- 
I  with  respect  to  the  Defense  Housing  Act  was  100  percent  insur- 
p  but  we  were  limiting  that  to  the  isolated  and  remote,  critical 

Isnse  housing  areas  and  we  did  it  for  this  reason- 

lenator  Maybank.  I  don't  consider  New  Jersey  such  an  area, 
lie  Chairman.  Who  was  Mr.  Summer  ? 

b.  Williamson.  He  is  a  past  president  of  the  National  Association 
leal  Estate  Boards. 

enator  Maybank.  When  we  start  the  investigation  is  when  I  want 
inow  why  you  didn't  tell  us. 

am  not  gomg  to  delay  the  discussion  here,  but  we  want  to  find  out 
it  we  can  do,  and  what  you  gentlemen  tell  us  we  can  honestly  do 
protect  this  present  housmg  law  that  has  passed  the  House  and  is 
f  before  the  Senate  so  none  of  these  titles  will  run  into  the  con- 
ion  that  section  608  got  into. 

tr.  Williamson.  That  is  why  I  am  here  and  why  we  were  so  glad 
bcept  the  invitation. 

%b  Chairman.  I  think  what  he  is  trying  to  sav,  or  at  least  what  I 
frying  to  say  through  these  hearings  is  that  from  now  on  we  are 
lig  to  use  more  of  our  own  judgment  and  even  less  of  other  people's. 
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Mr.  Williamson.  That  is  always  a  good  idea. 

The  Chairman.  You  may  proceed. 

Mr.  Williamson.  The  housing  bill  as  introduced  by  the  chairmti 
of  this  committee  provides  for  changing  section  213  to  the  estimated 
value  formula,  altnough  the  FHA  in  administering  this  section  em 
under  the  replacement-cost  formula  applies  a  strict  anti-mortgadni 
out  regulation.  The  military  housing  provisions  under  title  yll 
uses  replacement  cost  as  a  basis  because  01  the  difficulty  of  capitalizSoj 
income  and  of  applying  the  factor  of  economic  soundness  to  a  projee 
designed  primarily  for  military  use. 

We  believe  that  estimated  value  as  a  basis  for  appraisal  does  not  len 
itself  to  mortgaging-out.  However,  we  see  a  distinct  advantage,! 
order  to  restore  public  confidence  in  the  act,  to  amending  the  hoiisu^ 
bill  pending  before  this  committee  so  that  all  insurance  sections  wool 
have  anti-mortgaging-out  provisions. 

Section  908  (b)  ( 3 )  of  the  National  Housing  Act  which  the  Congni 
created  as  part  of  the  Defense  Housing  Act,  has  such  an  anti-mor^m 
ing-out  provision — which,  incidentally,  had  bipartisan  sponsorship- 
whereby  the  mortgagor  must  certify  upon  completion  of  the  pro]eci 
that  either  the  amount  of  the  actual  cost  of  tne  physical  impro?B 
ments — exclusive  of  offsite  public  utilities,  streets,  and  of  organizatioi 
and  legal  expenses — equaled  or  exceeded  the  proceeds  of  the  mortg^; 
loan,  or  that  he  is  applying  to  reduction  of  the  principal  obligati(m« 
the  mortgage  any  excess  of  the  mortgage  loan  over  the  actual  cost 

Title  VIII  of  the  National  Housing  Act — ^Wherry  housing— ah 
has  such  an  anti-mortgaging-out  provision  and  we  commend  its  addB 
tion  to  the  rest  of  the  act  as  a  means  of  plugging  any  possible  mewl 

§  aging-out  loopholes  in  the  title  II  program.  Or,  for  that  mattei 
le  remainder  of  the  act 

Statements  before  the  committee  indicate  that,  aside  from  the  pro 
gram  of  insuring  home  repair  loans,  this  inquiry  has  principally  tod 
with  insurance  of  mortgages  on  multifamily  rental  housing. 

To  provide  an  additional  safeguard  against  weaknesses  in  this  par 
ticular  category  of  mortgage  insurance,  we  propose  to  the  committs 
that  the  present  system  of  staff  appraisals  for  multifamily  renta 
housing  be  supplemented  by  independent  appraisals  as  a  check  Id 
the  underwriting  office. 

Title  I — modernization  and  repair  loans:  In  regard  to  the  titkl 
program  we  are,  of  course,  distressed  at  the  abuses  which  have  crtp 
into  the  program.  The  importance  of  title  I  in  stopping  the  sprai 
of  urban  blight  and  in  the  prevention  of  slums  cannot  be  overestiiDaled 
and  we  are  desirous  of  coopertitinc^  in  every  way  pos^ble  to  reston 
confidence  in  the  programs  so  that  it  mi^htmake  a  maximum  contn 
bution  to  property  rehabilitation  which  is  the  heart  of  the  propofld 
urban  renewal  prt^ram. 

It  is  easy  to  say  that  the  abuses  in  the  program  can  be  corrected  an^ 
held  to  a  minimum  by  tijrhtening  up  on  administration  of  the  prografl 
through  adequate  and  tmiely  investigations  of  complaints  and  foitk- 
riffht  disciplinary  action  agiiinst  guilty  lenders  ana  dealers. 

To  a  great  extent  this  is  verj-  likely  the  answer,  and  we  applaud  tin 
regulations  which  became  effective  in  December  1953.  We  ire  coofr 
dent  that  had  these  strengthened  regulations  been  in  effect  for  setffil 
years  alon^  with  an  adequate  investigative  staff,  the  grave  alH** 
would  noC  be  today  threatening  the  very  existooce  ol  the  pfograou 
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However,  we  know  from  experience  that  regulations  are  no  better 
an  their  administration  and  sometimes  the  Congress  is  moved  to 
ite  regulations  into  the  law  in  order  to  focus  the  proper  attention 
their  enforcement.  Perhaps  this  might  be  the  answer  and  we  urge, 
erefore,  that  the  committee  consider  this  as  a  means  of  shoring  up 
B  title  I  program. 

Because  of  the  magnitude  of  the  title  I  program,  correction  of 
uses  do  not  lend  themselves  to  easy  solution.  This  is  particularly 
5  case  when  the  members  of  our  association  are  not  directly  involved 
participants  in  the  title  I  program. 

Btowever,  so  touch  is  at  stake  in  this  program  that  we  are  enlisting 
I  study  of  all  our  real-estate  boards  to  the  correction  of  these  abuses 
1  the  developing  of  methods  for  more  effective  implementation  of 
program  at  the  community  level. 

[nave  here,  Mr.  Chairman,  three  copies  of  our  weekly  periodical 
)wn  as  Headlines,  and  they  give  an  example  of  how  we  are  trying 
3zpose  these  gyp  artists  to  the  glare  of  publicity.  One  is  entitled 
jrp  Exposed."  Another  one,  "Model  Home  Trick  Gyps  Property 
Tiers." 

]Tie  Chairman.  What  are  the  dates  of  those,  Mr.  Williamson? 
dr.  Wn-LiAMSON.  I  think  they  are  December  1952.    Two  of  them 
December  1952,  and  one  is  July  1953. 
rhe  Chairman.  Do  you  put  any  examples  in  ? 
ilr.  Wimjamson.  Yes. 

Che  Chairman.  Without  objection  we  will  make  those  a  part  of 
record. 

iffr.  Williamson.  Here  are  the  excerpts. 
The  information  referred  to  follows:) 

Build  America  Betteb 

he  Omaha  plan  of  rehabilitation  under  local  law  enforcement,  backed  by  the 
iha  Real  Estate  Board,  is  one  of  the  promising  programs  now  being  put  into 
on,  Fritz  B.  Burns,  Los  Angeles,  chairman  of  the  NAREB  Build  America 
ber  Council,  reported  last  week. 

fork  began  with  inspection  of  three  blocks  on  Omaha's  near  North  Side  con- 
ing 75  homes.    Here  are  some  findings : 

About  one-flfth  of  the  houses  need  no  repairs,  and  only  4  or  6  are  "in  really 
condition."  Estimated  cost  of  repairs  to  bring  property  up  to  standard  in 
rage  cases  is  between  $300  and  $400. 

Ihrincipal  deficiencies  are  poor  sanitation,  rubbish  accumulation,  and  over- 
led  wiring.  The  rundown  condition  of  the  area  was  blamed  in  part  on  the  city 
munent  for  falling  to  collect  refuse  and  to  clean  streets. 
Residents  of  the  area  have  a  "deep  urge  for  Independence  through  home- 
ership,"  a  fine  spirit  of  cooperation,  and  surprisingly  small  indebtedness. 
t  mortgages  ranged  from  $300  to  $1,000,  and  only  1  owner  had  a  mortgage  as 
t  as  $1,200,  indicating  that  the  owners  can  afford  the  needed  repairs. 
Unscrupulous  repairmen  prey  on  such  owners.  Chairman  of  the  city  Inspec- 
teams  is  advising  owners  to  seek  the  aid  of  the  Omaha  Real  Estate  Board. 


Gtp  Exposed 

ealtor  Dave  Bundle,  Fresno,  Calif.,  recently  saved  a  client  from  becoming  a 
Ira  of  an  unscrupulous  real-estate  deal,  similar  to  that  reported  in  the  Decem- 
I  Issue  of  Headlines. 

lie  man  had  bought  two  houses  from  Mr.  Bundle  on  small  monthly  payments, 
ritaeqnently,  Mr.  Bundle's  ofiice  received  a  telephone  call,  while  he  was  out. 
a  a  financing  agency  operated  by  a  Los  Angeles  firm  of  roofers  and  sid 
ten.    Before  returning  the  caU,  he  checked  with  his  cUent,  who  had 
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name  as  a  refa^ence,  and  foond  that  he  bad  signed  a  contract  for  $t,750  to  insolate 
his  house.  This  was  to  consist  of  applying  a  quarter  inch  composition  siding  « 
a  30  hy  40  foot  house,  and  18  siiuares  of  roofing  over  the  old  composition  root 

When  Mr.  Rondle  explained  how  the  man  was  b^ns  Tictfaniaed,  he  was  cratefoL 

Mr.  Bundle  then  caUed  the  Los  Angeles  operator  and  told  him  he  was  aware  «f 
his  type  at  dealing.  The  Los  Angeles  company  olBcial  apologised  for  his  aiUtt- 
man's  action  and  agreed  to  cancel  the  contract. 

The  material  was  en  ronte  to  Fresno,  howcTer,  and  was  left  on  a  yacant  lot 
near  the  house  in  question.  A  f^w  days  later,  the  salesman  had  made  anotber 
deal  and  the  material  was  used  on  that 

Hie  better  business  bureau  was  advised  of  the  operation  and  is  watdiing  tiie 
situation. 

Realtors  who  are  aware  of  swindles  in  the  real-estate  field,  are  urged  to  seDd 
the  details  to  Headlines  to  h^  expose  them. 


Model  Hoice  Teick  Gtps  Piope«tt  Owyrms 

Homeowners  in  more  than  40  cities  are  being  gypped  into  expensiTe  renovatUA 
Jobs  by  the  model -home  tri(±  used  by  unscmpolous  <qperators,  the  Northwestern 
National  Life  Insurance  Co.  reported  recently. 

The  company,  with  the  cooperation  of  better  business  bureaus  from  coast  to 
coast,  found  in  a  surrey  that  slick  salesmen  are  using  the  model  scheme  to  get 
homeowners*  signatures  on  contracts  for  imitation  stone  and  brick  siding,  asbes- 
tos siding  and  roofing,  mastic  paints,  basement  waterproofing,  patio  work,  water 
softeners,  and  dishwashers,  as  well  as  for  complete  renovation  jobs. 

With  this  scheme,  the  salesman  or  sales  crew  offers  the  homeowner  what  k 
represented  to  be  a  special  low  price  if  he  will  agree  to  allow  the  comfdeted 
job  to  be  shown  to  other  prospective  customers,  on  television,  and  in  newspaper 
advertisements.  Usually  he  is  promised  a  commission  on  all  sales  which  re^itt 
from  showing  his  model  job.  These  commissions,  he  is  often  told,  will  pay  the 
entire  cost  of  his  own  job,  or  even  show  him  a  profit. 

Actually  the  victim  is  merely  suckered  into  signing  a  standard  contract  for 
work,  and  in  many  cases  is  charged  double  what  an  hooest  contractor  would  bill 
him  for  the  job.  In  most  cases,  no  prospects  are  ever  brousrht  to  see  his  model 
home,  and  no  commissions  are  paid  to  him.  Often  he  gets  substandard  materials 
and  workmanship  besides. 

AltlKmgh  fought  by  better  business  bureaus.  FHA.  and  local  officials,  this 
racket  springs  up  in  one  locality  after  being  halted  or  slowed  down  in  another, 
the  insurance  company  said. 

Better  business  bureaus  reported  the  racket  booming  all  along  the  Padlk 
coast,  in  the  Xew  York  area,  in  Dixie,  and  in  the  Middle  West.  Bxposore 
through  publicity,  combined  with  legal  action,  has  slowed  it  down  in  some  cities. 

Realtr*rs,  who  are  aware  of  swindles  in  the  real  estiite  field,  are  urged  to  send 
tt)e  details  to  Headlines  to  help  expose  them. 

Mr.  WrLLiA3isoN.  We  ask  that  realtors  aware  of  any  swindles  in 
this  operation  to  ad\nse  Headlines  so  that  it  can  be  publicized,  and  in 
connection  with  our  Build  America  Better  program,  in  this  particular 
article,  the  chairman  of  the  city  inspection  teams  was  advising  people 
to  seek  the  aid  of  the  Omaha  Real  Estate  Board  in  that  connection. 

One  way  to  combat  this  is  through  publicity  and  another  way  is 
through  f oiiJuiidi^lHlfipAry  action  when  the  FHA  becomes  aware 
of  such  ca|^^-^p^-       f    ,  -^^^^«_ 

In  oQfliBH^^^  ^^^''P^  Association  of  Real  Estate 

Board^^^^^  1L*^®  forthright  manner  with 

^vhid  -  «ence  in  the  Federal  Housing 

AHm  "fe^  system ;  and  for  directing 

theJr  v^  hearings  toward  the  con- 

►f  1954.    The  action  of  the 
with  the  necessary  safe- 
dp  much  to  strengtiien  tiie 
*"*  thereby  assure  at  least 
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,  etart  this  year  on  the  tremendous  task  of  slum  clearance  and  urban 
BDewaL 

The  Chairman.  What  is  wrong  with  the  principle,  where  Govem- 
nsnt  is  guaranteeing  up  to  90  percent,  80,  or  85  percent,  whatever  the 
imount  is  in  all  sections  of  having  a  complete  cost  ascertained  and 
then  the  mortgage  adiusted.   Whatiswrong  with  that? 

Mr.  Williamson.  That  is  very  desirable  and  it  would  come  into 
Ming  by  our  recommendation.  Our  amendment  involves  a  deter- 
lunation  of  actual  cost  and  the  only  way  you  can  do  that  is  by  cost 
lodit.    I  think  that  would  be  desirable  and  we  recommend  it. 

Tlie  Chairman.  I  don't  think  FHA,  of  course,  could  hire  enough 
people  to  do  it  but  I  think  we  could  require  that  the  builder  file  his 
ictual  costs  under  affidavit  and  if  he  swore,  of  course,  to  any  state- 
nents  that  were  incorrect,  he  would  be  subject  to  prosecution,  just 

15  he  is  in  filing  an  income  tax  return  that  is  wrong. 
You  don't  see  anything  particularly  wrong  with  it? 
Mr.  Williamson.  No,  sir. 

The  Chairman.  You  don't  think  it  will  hurt  industry  ? 

Mr.  Williamson.  I  don't  think  so  and  I  think  it  is  very  desirable. 

The  Chairman.  Do  you  think  it  would  hurt  title  I  if  we  required 
hat  all  the  paper  be  two-name  paper? 

Mr.  Williamson.  Well,  I  think  it  would  seriously  jeopardize  the 
iroraum  if  you  require  dealer-endorsed  paper.  For  one  thing,  this 
DFmves  more  than  the  question  of  the  dealer  supplying  materials. 
[here  is  labor  that  enters  into  it.  I  seriously  doubt  that  any  dealers 
rould  want  to  move  into  this  program  extensively  and  end  up  with  a 
remendous  contingent  obligation. 

The  Chairman.  He  has  it  on  his  private  business.  Let  us  say  you 
lie  an  air-conditioning  man.  You  come  and  sell  me  air  conditioning 
iod  I  want  to  buy  it  on  time,  let's  say  24  months.  It  takes  a  lot  oi 
abor  to  install  it  and  when  you  get  all  through,  first  you  bid  on  it, 
Bt'e  say  $25,000.  You  have  a  lot  of  labor  in  it,  you  have  materials, 
t  cetera,  and  I  pay  you  10  percent  down,  which  is  $2,500,  and  I  say, 
Td  like  to  have  22  months  at  $1,000  a  month,"  and  you  say,  "Fine," 
od  I  take  it  to  my  bank  and  he  will  give  me  the  $22,500,  providing  I 
ndorse  it,  and  then  it  is  two-name  paper. 

I  haven't  definitely  made  iip  my  mind  yet  that  is  practical  and 
rcnrkable  but  I  am  trying  to  nnd  some  way  to  eliminate  this  title  I 
ibnfie  that  allegedly  has  dropped  into  this.  We  will  have  Mr.  Olney 
lere  tomorrow  from  the  Criminal  Division  of  the  Attorney  Generates 
ffee.    He  will  tell  us  a  lot  about  title  I  abuses. 

Well,  you  think  about  it.  Will  you  get  you  board  of  directors  to- 
^Bfther,  now,  and  get  them  to  thinking  about  eliminating  the  abuses 
lere? 

Mr.  Williamson.  We  certainly  will,  Mr.  Chairman. 

The  Chairman.  I  agree  with  the  gentleman  from  Texas  who  said 
hat  we  ought  to  reinstill  confidence  in  FHA.  We  want  to  do  that 
at  we  are  not  going  to  whitewash  them.  I  don't  think  you  can 
ifaistill  confidence  now  unless  we  take  the  necessary  steps  so  that  we 
m  all  stand  up  and  say,  ^'Well,  now,  as  far  as  we  know,  we  have  taken 
B  tiie  steps  necessary  to  see  that  this  sort  of  thing  doesn't  happen 
pin.    I  think  only  then  that  we  will  be  able  to  regain  confidence  in 

16  people,  of  FHA? 
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Mr.  WniiiAMsoN.  Of  course,  you  have  to  reW  upon  propor  td- 
ministrative  remedies  to  correct  the  situation.  I  think  if  the  FHA* 
would  have  done  what  I  know  the  VA  did  in  many  instances,  lowerinff 
the  boom  on  some  people  who  were  violating  the  law,  the  word  would 
generally  get  around  tnat  this  is  something  one  ought  not  to  play  with. 

The  OaAiRMAN.  In  other  words^  you  think  perhaps  FHA.  had  bees 
too  lax  and  hadn't  disciplined  their  people? 

Mr.  WiLLUMSON.  I  assume  all  the  allegations  we  have  heard  aie 
true  and  based  on  that  assumption  I  think  if  FHA  had  properly 
investigated  and  taken  forthright  disciplinary  action,  widely  pob-* 
licized,  the  word  would  have  gotten  around  and  there  would  have 
resulted  considerable  correction.    I  know  the  Veterans'  Administrv' 
tion  lowered  the  boom  on  a  few  lenders  involved  in  violating  dis-* 
count  practices  and  the  word  got  around  over  the  country;  and  Ij 
know  of  some  lenders  who  pulled  in  their  horns  when  they  »ot  wcrf* 
that  the  VA  investigators  were  in  town.    Whether  that  solved  fhft 
complete  problem  for  the  VA,  I  don't  know,  but  I  think  it  did  a  kA 
of  good  and  I  think  that  the  title  I  program  properly  administered 
and  with  appropriate  disciplinary  action  taken  lorthrightly,  would  * 
remedy  the  situation.    In  addition  put  some  of  these  r^ulation^ 
into  the  law  because  it  focuses  attention  on  their  enforcement.  *\ 

The  Chaihmak.  Let  me  ask  you  this:  It  has  been  testified  tod 
rumored  and  gossiped  that  FHA  knowingly  promoted  people  in  thft 
section  608  title  projects,  encouraged  them  to  do  what  we  now  letm^ 
has  happened.    Do  you  know  anyuiing  about  that  ? 

Mr.  Williamson.  We  have  no  evidence  of  that  That  is  something^ 
I  am  sure  the  committee  will  discover  as  this  inquiry  goes  on. 

The  Chairman.  I  am  sure  we  are  going  to  discover  a  lot  of  thingB 
but  I  just  wondered  whether  you  had  oi  your  own  knowledge  suclk 
information. 

Mr.  Williamson.  No,  sir. 

Senator  Lehman.  I  notice,  Mr.  Williamson,  in  the  testimony  giTen 
on  this  bill  by  Henry  Waltmade,  he  testified  that  he  recommended 
mortgage  commitments  under  section  213  continue  to  be  based  on 
the  estimates  which  will  be  the  replacement  cost  of  the  projects  when 
the  proposed  improvements:  are  completed. 

I  notice  in  your  testimony,  you  favor  the  insertion  of  an  antimoit- 
gagi»g-out  provision,  and  a  certification  of  the  actual  cost  and  that 
Qie  mortgage  not  exceed  the  actual  cost  of  the  property.  That  rs 
a  change,  isn't  it? 

Mr.  Williamson.  We  suggest  you  take  the  regulation  which  (ha 
FHA  is  administering  on  section  213's  and  write  it  into  the  law. 
They  have  a  strict  antimortgaging-out  regulation  which  they  are  ap- 
plying and  as  far  as  we  know  it  has  been  very  successful  in  preventing 
mortgaging-out  on  cooperatives. 

Senator  Lehman.  That,  of  course,  would  change  your  proposal  for 
replacement. 

Mr.  WiLLiAMf?0N.  I  think  under  the  present  circumstances  it  mi^ 
be  well  even  to  write  such  things  as  are  in  the  regulations,  just  wnte 
them  into  the  law.  But  I  checked  with  the  FHA,  and  have  studied 
their  method  of  operation  on  antimort<raging-out  under  section  21& 
I  think  it  is  very  good  and  it  does  the  job,  but  it  probably  ought  to 
go  in  the  law. 
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Senator  Lehman.  Some  of  the  witnesses  have  testified  that  in  their 
ipinion,  a  certification  plan  would  penalize  the  efficient  builderj  and 
kiv©  an  advantage  to  tlie  inefiicient  builder^  because  natural Ij  the 
fcortgiiges  would  be  higher  in  the  case  of  the  inefficient  builder.  Do 
won  subscribe  to  that ! 

[  Mr,  WiLUAMsoN.  I  don't  think  it  would  eliminate  aU  the  ad  van* 
»ge.  It  might  eliminate  some,  but  I  think  it  is  wortli  a  try  and  I 
lon't  think  it  is  as  bad  as  all  that> 

Senator  Lehman,  With  regard  to  certification,  do  you  think  there 

ould  be  any  advantage  to  having  a  renegotiation  clause  in  the  con- 
Lraet  which  would  be  invoked,  however,  only  in  the  event  that  there 
ras  some  suspicion  that  the  certifieation  did  not  give  a  correct  picture 
&f  the  situation  ?  The  reason  I  ask  that,  is  this:  Obviously  there  are 
rreat  physical  difficulties  in  making  a  check  of  tliis  certification  within 
my  reasonable  time,  and  therefore  a  phony  certification  might  not 
show  up  for  2  or  3  or  4  vears.  Under  the  present  system  there  ap- 
jarently  is  no  recourse.  But  if  you  had  a  renegotiation  clause  which 
Would  make  it  x>ossible  to  reopen  the  figures  as  to  cost  within  a  reason- 
hie  period — say  up  to  4  years,  as  they  have,  of  cuursej  in  many  of  the 
procurement  contracts  in  the  Government,  there  would  be  a  means 
of  recouping  the  excess  payments  that  were  given  to  the  man  under 
the  mortgage  provisions, 

Mr.  Wri-LtAMsoN.  In  my  opinion^  it  would  kill  the  program.  You 
Would  have  to  record  a  mortgage  that  would  be  subject  to  renegotiation 
at  a  date  subsequent  to  its  recording.  I  think  it  gives  rise  to  so  many 
problems  that  in  my  opinion  it  would  not  work.  I  thitik  that  some 
renegi>ti.'ition  is  desirable — ^^iihich  is  actually  what  we  are  doing  on 
this  cost  certification — that  is,  a  renegotiation  u|>on  completion  of  the 
projei^t.    I  certainly  think  that  will  accomplish  the  objective. 

But,  if  you  consider  renegotiation  2  or  3  yeai-s  subsequent  to  the 
recfjrding  of  a  mortgage,  you  just  won^t  get  people  into  the  program. 
Thtt  is  my  opinion. 

Senator  Lehman.  I  refer  now  to  the  chairman^s  suggestion  that 
jou  deal  with  two-name  paper.  I  think  I  understood  you  to  say  that 
you  believed  while  it  might  do  away  with  some  part  of  tlie  racketeering 
It  would  certainly  slow  up  the  program, 

Jlr.  WiuxvMSON.  I  think  it  would,  sir. 

Senator  Lehman*  Is  that  because  of  the  possibly  very  large  con- 
tingent liabilities  assumed  by  the  builder ! 

Mr-  WiiXL^MsoK.  That  is  right;  and  the  fact  that  you  are  dealing 
lith  a  great  number  of  small  loans.  We  are  trying  to  get  all  our 
teal-estate  boards  to  come  up  with  suggestions  and  maybe  somebody 
rill  come  up  with  something.  Maybe  it  isn't  as  bad  as  I  pictured  it, 
mt  in  my  opinion  I  think  it  would  seriously  hamper  w^hat  is  a  ver^ 
rograra  and  which  could  make  a  great  contribution  to  this 


.^. 


ior  Lejiman,  As  I  understand,  your  objection  would  be  due  to 
^^e  bills  are  relatively  small — they  are  men  with  rela- 
*«1 — and  if  they  were  on  a  number  of  two-name  notes 
ler,  that  would  create  a  contingent  liability  which 
V  difficult  for  them  to  operate. 

That  is  right    I  am  thinking  of  a  lot  of  small 
viontgomery  County  who  replace  porches  and  roofs 
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and  things  of  that  nature.    I  don't  think  they  would  come  into  to 

program  if  the  paper  was  recoursed  to  them. 

.     The  Chairman.  Well,  they  might  if  they  needed  the  business. 

Well,  it  is  worth  thinking  about.    It  is  one  suggestion,  only. 

Mr.  Williamson.  It  is,  sir.   We  are  all  agreed  on  the  objectives. 

Senator  Frear.  I  would  just  like  to  ask  Mr.  Williamson  his  opinifli 
regarding  cases  where  the  appraisal  is  more  than  the  actual  coi 
If  we  had  a  rule  or  regulation  where  it  could  not  be  more  than  It 
actual  cost,  and  the  people  who  have  been  violating  section  608  w« 
still  in  the  construction  business  and  want  to  do  what  thev  did  un4 
section  608  could  they  not  pad  their  actual  costs  as  wellt  Couldi 
they  put  in  an  extra  amount  of  material,  claiming  it  double  or  txip 
in  the  construction  of  a  project? 

Could  they  not  also  take  from  a  subcontractor  something  at  a  paddi 
price? 

Mr.  Williamson.  You  run  into  difficulties  if  you  rely  just  on  cofl 
That  question  came  up  yesterday  and  Senator  Bennett  said  at  lei 
if  thev  didn't  watch  tneir  costs,  the  purchaser  would  get  somethi 
out  01  the  money,  because  it  would  go  into  the  property.  But  if  y 
rely  entirely  on  costs,  costs  will  naturally  be  padded  or  they  wonxl 
as  careful  in  costs  as  some  of  the  builders  who  have  made  monc;|[< 
these  rental  projects.  Even  on  section  207,  on  a  $2  million  proje 
one  builder  who  sells  the  project  can  make  $50,000,  and  anotner  ci 
$200,000.  If  you  told  the  one  who  made  $200,000— if  you  said  ft 
he  could  only  make  $50,000, 1  think  that  you  are  penalizing  efficiency 

The  Chairman.  How  could  he  do  it  on  section  207  ?  ^ 

Mr.  Williamson.  It  is  based  on  estimated  value.  I  mean  even  onj 
section  207,  one  builder — maybe  that  is  too  great  a  difference,  W 
builders  don't  always  make  the  same  amount  of  money  on  a  projed 
Some  builder  will  make  less  than  another  builder,  even  on  a  sectid 
207. 

The  Chairman.  You  say  one  might  make  $50,000  and  anothi 
$200,000  on  a  section  207.  How  can  he  make  anything,  when  he  sd 
owns  it?  If  I  am  thinking  wrong  I  wish  some  of  you  gentlemen  I 
the  industry  would  straighten  me  out.  It  has  been  worrying  me  eta 
since  this  investigation  started.  How  can  a  man  make  something cj 
something  that  he  still  owns?  Except  when  he  might  want  to hqnj 
date  his  corporation.  '. 

Mr.  Williamson.  That  is  right.  You  see  you  can  have  an  e» 
mated  value  of  a  section  207 — let's  say  it  is  $2  million,  and  your  m(«l 
gage  is  $1.8  million,  or  80  percent.  That  is  the  firm  commitment,  tM 
the  mortgage  will  be  $1,800,000. 

The  C&airman.  What  you  really  have  been  saying  is  that  thji 
can  build  it  for  less  and  not  make  a  profit ;  aren't  you  ? 

Mr.  Williamson.  That  is  right.     They  can  build  it  for  less.    . 

The  Chairman.  But  he  still  owns  the  property  so  where  did  ^ 
make  a  profit  ?  If  he  sells  the  project  to  somebody  else  for  $1,800,0(1 
or  $2  million,  he  makes  a  profit,  but  as  long  as  he  holds  it,  why  doesM 
make  a  profit? 

Mr.  Williamson.  It  just  cost  him  less  to  build  it. 

The  Chairman.  I  guess  you  are  going  to  have  to  get  me  in  private 
and  tell  me  about  this. 
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ilr.  Williamson.  Under  the  section  207  program^  with  a  ratio  of 
Ji  to  value,  based  on  estimated  value,  he  isirt  going  to  get  a  $1,- 
),000  mortgage.  If  you  have  the  cost  certification  provision  and 
does  build  it  for  less,  the  mortgage  is  reduced  by  the  excess, 
rhe  Chairman.  Did  you  think  that  these  gentlemen  involved  in 
tion  608's  just  felt  they  were  selling  the  property  to  the  Govern- 
nt  for  the  amount  of  the  mortgage?  Is  that  the  attitude  thev 
fc  just  say,  "We  will  get  as  high  an  appraisal  as  we  can,  we  will 
Id  it  for  as  little  as  we  can,  and  the  dimerence  between  the  amount 
nt  and  the  mortgage  will  be  our  profit"  ? 

dr.  Williamson.  I  don't  know  what  they  were  thinking.  I  think 
[  will  probably  find  that  out  in  the  course  of  this  investigation.  I 
I  say  this,  that  with  respect  to  some  of  the  examples  which  you  pre- 
t  here  about  a  $3  million  mortgage  on  a  $2  million  cost-of -construc- 
1  figure,  I  believe  it  would  be  an  understatement  to  say  that  is 
onscionable.  But  I  don't  know  what  they  were  thinking  about, 
A,  the  builders,  or  anybody  else.  It  is  a  little  difficult  for  me  to 
to  comprehend  the  situation  as  it  must  have  existed  to  have  re- 
ed in  so  large  a  difference  as  $1  million  in  a  $3  million  project, 
lie  Chairman.  Take  this  example  of  a  corporation  that  started 
with  $2,000.  That  got  a  mortgage  of  $4,850,000.  It  cost  them 
»0,000.  They  ended  up  with  approximately  $600,000  more  in  the 
rtgage  than  the  cost,  and  they  got  a  $4,850,000  mortgage.  They 
d  out  $4,200,000  to  have  their  project  built,  so  they  had  $600,000 
the  bank,  the  corporation  did,  you  see.  It  was  there.  It  was  sit- 
g  there  as  cash  in  the  bank.  And  yet  they  owed  the  $600,000,  be- 
ee  they  had  a  $4,800,000  mortgage.  But  in  eleven-hundred-and- 
le  cases  they  turned  around  with  $600,000 — not  that  amount  in 
ly  instance— -and  distributed  it  to  the  stockholders  and  wanted  to 
r  a  capital  gains  tax  on  it. 

fr.  Williamson.  That  is  because  section  608  didn't  require  the 
[A  to  be  concerned  about  actual  costs.  That  is  why,  in  the  absence 
fraud  or  collusion,  there  is  nothing  illegal  about  it.  It  was  just 
lething  the  law  permitted. 

lie  Chairman.  They  sat  there,  having  put  $2,000  in  it,  it  is  a 
poration,  and  if  the  project  goes  bust,  the  United  States  Govern- 
nt  holds  the  bag.  That  is  the  holder  of  the  mortgage  does,  and  if 
mortgage  isn't  paid,  then  whoever  bought  the  mortgage,  he  sends 
fctle  note  down  to  Uncle  Sam  and  says,  "Please  send  me  $4,850,000," 
I  we  end  up  owning  the  property.  That  is  the  pattern  all  through 
t  whole  business. 

fou  have  never  heard  of  any  instances,  then,  where  FHA  officials 
snplovees  encouraged  people  to  get  into  business  and  do  this  sort 
thing  f 

Ir.  Williamson.  If  such  promotional  activity  was  underway,  it 
ned  before  I  came  with  the  association.    It  must  have  happened 


Che  Chairman.  You  have  no  personal  knowledge  of  it? 
ir.  Williamson.  No,  sir. 
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(The  following  was  received  for  the  record :) 

National  Association  of  Real  Estate  Boabds, 

Realtors'  Washington  Committee, 

Washington,  D.  C,  April  26, 19S^, 
Hon.  HoMEB  B.  Capehart, 

Chairman,  Senate  Banking  and  Currency  Committee, 
Senate  Office  Building,  Washington  25,  D,  C. 

Dear  Senator  Capehart  :  I  believe  you  will  recall  my  testimony  before  tin 
Senate  Committee  on  Banking  and  Currency  on  April  22  in  regard  to  tightening  op 
the  pending  housing  bill,  S.  2938,  so  as  to  avoid,  or  at  least  reduce  to  an  absolate 
minimum,  the  types  of  abuses  in  the  FHA  program  which  have  been  revealed  b^ 
fore  your  committee. 

I  want  to  take  this  opportunity  of  emphasizing  the  importance  of  our  recom- 
mendation providing  for  tbe  u^^e  of  independent  appraisers  as  a  check  on  tbi 
present  FHA  staff  appraisal  system  particularly  for  multiunit  rental  projectai 

It  is  significant  that  the  Veterans'  Administration  home-loan  program  uses  tbt 
fee  (independent)  appraisal  system,  llie  system  is  considered  to  be  a  superiof 
one  not  only  by  VA,  but  by  many  builders  and  lenders,  and  what  is  even  mort 
important,  by  the  major  veterans*  groups  who  have  never  relaxed  their  zealoa 
regard  for  the  basic  philosophy  underlying  the  veterans  program.  It  is  uih 
fortunate,  but  nonetheless  a  fact,  that  in  the  past  the  VA  has  attempted  to  qh 
staff  FHA  appraisers  in  order  to  avoid  undue  duplication  of  effort  with  respect 
to  certain  developments,  but  has  had  to  discontinue  such  use  because  of  a  laA 
of  confidence  in  the  staff  system. 

The  VA  regional  loan  guaranty  offices  maintain  lists  of  approval  professional 
appraisers  who  have  had  at  least  5  years  practical  experience  in  apprniatl 
work  including  appraising  for  mortgage  loan  purposes.  These  appraisers  most 
also  be  recognized  by  the  local  courts  as  qualifled  to  render  expert  testimooi 
In  condemnation  as  well  as  other  judicial  proceedings  involving  the  appraising  €1 
real  estate.  As  of  February  19r>4  the  VA  has  5.381  real-estate  appraisers  on  iti 
approved  list  as  well  as  2,433  compliance  inspectors,  some  of  whom  are  also 
appraisers.  On  the  other  hand  the  Federal  Housing  Administration  has  546 
staff  appraisers,  including  23  trainees,  who  are  all  salaried  Government  em* 
ployees.  The  VA  fee  appraisers  are  paid  a  fee  by  the  builder  or  the  purchasei 
from  $15  to  .$25  per  dwelling  unit  based  on  the  fees  for  similar  services  in  thf 
locality.    The  value  of  the  property  has  no  bearing  on  the  amount  of  the  fee. 

Another  advantage  of  the  fee  appraisal  system  is  that  it  is  not  subject  to 
budgetary  limitation.  Also,  the  number  of  available  fee  appraisers  are  never 
affected  by  the  fluctuations  in  volume  of  building.  On  the  other  hand  a  stall 
system  is  subject  to  conditions,  such  as  budgets  and  appropriations  for  salaries, 
which  are  not  always  accurately  related  to  the  actual  needs  in  a  particular 
area. 

I  wish  to  emphasize  that  the  fee  appraisal  system  as  it  operates  in  the  VA,  and 
as  we  recommend  it  operate  in  the  FHA.  is  advisory  to  the  regional  ofl^ces  which 
contain  a  salaried  nucleus  of  staff  appraisers.  We  thus  have  a  combination  of 
professional  appraisers  and  staff  technicians  which  affords  the  proper  crosschecka 
which  result  in  greater  protection  to  the  consumer  than  would  be  afforded  by  the 
wholly  staff  system. 

We  strongly  urire  that  the  pending  housing  bill  be  amended  in  order  to  provide 
for  the  use  of  independent  appraisers  by  the  Federal  Housing  Administratioa 
Respectfully  yours, 

John  C.  Williamson,  Secretary -Counsel 

The  Chairman.  Thank  you  very  much.  You  have  been  helpful; 
we  appreciate  it. 

I  think  it  is  12: 10;  ^#(|Ml**^^^*^*^l  2  o'clock,  at  which  time 
we  will  have  ns  witne**"^  ^^^  ^MhSHU^  National  Bank 

of  Washington,  repift-  ^^^^\sBociation,  and 

Mr.  Vieser,  represer^  -Ml 

We  are  going  to^  *t  10  o'clock,  in 

which  we  have  | 

(Wh^upon,  f  ^  reconvene  at 

2 1     ■" 
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ATTERKOON  SESSION 

The  committee  reconvened  at  2  p.  m.,  Senator  Homer  E.  Capehart 
(chairman)  presiding. 

The  Chairman.  The  committee  will  please  come  to  order. 

Our  first  witness  will  be  Mr.  Reilly,  president  of  the  Second  National 
Bank  of  Washington,  representing  tne  American  Bankers'  Associa- 
tion. 

Mr.BeiUy. 

STATEMENT  OF  JOHN  A.  BEILLT,  AMEBICAN  BANEEBS 
ASSOCIATION 

The  Chairman.  You  have  a  statement,  I  believe,  Mr.  Reilly? 

Mr.  Reilly.  Yes,  Mr.  Chairman. 

The  Chairman.  Then  you  may  proceed  in  your  own  way. 

Mr.  Rehxy.  Thank  you,  sir. 

Mv  name  is  John  A.  Reilly.  I  am  president  of  the  Second  National 
Bank  of  Washington,  D.  Cf.  I  am  also  a  member  of  the  committee 
on  Federal  legislation  of  the  American  Bankers'  Association  and 
chairman  of  its  subcommittee  on  mortgage  financing  and  urban  hous- 
ing. It  is  in  this  capacity  that  I  appear  liere  today  in  response  to  the 
request  of  Senator  Capehart  that  sugc^jestions  of  the  American  Bankers' 
Association  be  presented  to  this  committee  relating  to  possible  amend- 
ments of  S.  2938,  known  as  the  Housing  Act  of  1954,  which  should 
minimize  the  danger  of  recurrence  of  alleged  conditions  that  have 
occurred  in  connection  with  insured  home  financing. 

We  appreciate  the  urgency  and  necessity  for  obtaining  this  infor- 
mation DV  this  committee,  as  evidenced  by  the  request  of  your  chair- 
man on  April  19,  to  present  our  viewpoint.  However,  in  tlie  absence 
of  specific  and  complete  information  as  to  the  nature  and  extent  of 
the  conditions  alleged  to  have  existed,  our  views  cannot  be  definitive 
at  this  time. 

We  would  like  to  reaffirm  our  previous  testimony  on  S.  2938,  which 
dealt  primarily  with  the  first  three  titles  of  this  bill.  Wliile  in  sym- 
pathy with  the  general  objectives  set  forth  in  the  bill,  we  do  not  favor 
some  of  the  memods  for  achieving  the  objectives  on  the  grounds  that 
its  provisions  tend  to  involve  the  Government  more  deeply  than  ever 
in  tne  housing  and  home  financing  field. 

The  American  Bankers'  Association  has  consistently  advocated  the 
extension  of  sound  housing  credit.  It  has  opposed  the  excessive  lib- 
eralization of  loan  terms.  This  position  is  not  induced  by  the  current 
allegations  directed  at  FHA-insured  financing,  but  is  a  consistent 
policy  of  many  years'  standing. 

^  FHA  title  I  loans :  As  a  means  of  avoiding  the  recurrence  of  condi- 
tions recently  alleged  in  FHA,  relating  to  repair  and  improvement 
loans  under  title  I,  it  is  recommended  that  FHA  pursue  a  thorough 
program  of  policing  loans,  under  authority  already  at  its  command, 
and  in  conformity  with  recognized  sound  practices  of  private  insur- 
ing or^nizations. 

In  the  report  of  the  President's  Advisory  Committee  on  Govern- 
ment Housing  Policies  and  Programs,  specific  steps  were  proposed  to 
strengthen  the  administration  of  the  title  I  home  repair  and  improve- 
ment program.    FHA  put  these  recommendations  into  effect  Decem- 
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ber  1,  1953,  by  amending  ite  title  I  regnlations  and  made  them 
quirement  of  the  insuring  pro-am.  If  these  amended  regali 
were  forcefully  applied,  tiiey  will  help  materially  to  adhiere  ill 
sired  objectives.  Too  short  a  time  has  elapsed  to  observe  Uie  i 
|of  these  regulations. 

. .  The  recommendations  in  the  report  of  the  President'*  Adi 
Committee  on  Government  Housmg  Policies  and  Programs, 
adopted  by  FHA  as  amendments  to  its  title  I  regulationSi  a 
follows : 

1.  Require  that  approval  of  the  dealer  by  the  ^lending  instil 
be  evidenced  by  an  application  signed  and  dated  by  the  dealer 
form  furnished  by  the  Administration.  The  lending  institution 
investigate  all  dealers  from  whom  it  has  not  purchased  notes  d 
the  past  12  months  and  must  certify  that  it  has  found  the  dealer 
reliable,  financially  responsible  and  qualified  to  perform  satisftuSi 
the  work  to  be  financed  and  to  extend  proper  service  to  the  cost 
'^  2.  Require  that  the  lending  institution  maintain  a  loan  reoQ 
its  experience  with  its  approved  dealers  that  will  reflect  the  v< 
of  loans  purchased,  losses  sustained  and  any  complaints  or  irreg 
ties.  Such  record  shall  be  considered  in  determining  the  i 
financial  relationship  with  the  dealer  and  shall  be  available  for  ii 
tion  by  the  FHA. 

3.  Require  the  lending  institution  to  deliver  a  notice  to  the  bor 
of  the  approval  of  his  credit  application  at  least  6  calendar  days 
to  disbursing  the  note  proceeds  to  the  dealer.  The  purpose  o: 
notice  is  to  inform  the  homeewner  of  the  basic  terms  of  the  pro 
credit  and  to  give  him  an  opportunity  to  contact  the  lending  in 
tion  if  he  has  any  question  regarding  the  transaction. 

4.  Make  a  loan  ineligible  for  insurance  if  the  lending  instif 
has  knowledge  that  as  an  inducement  for  the  consummation  c 
transaction  tne  borrower  has  been  given  or  promised  a  cash  paj 
or  rebate  or  it  has  been  represented  to  the  borrower  that  he  wi 
ceive  a  cash  bonus  or  commission  on  future  sales. 

5.  Require  the  dealer  to  certify  in  his  completion  certificate, 
the  borrower  has  not  been  given  a  cash  bonus  or  promised  a  cash 
ment  or  rebate,  nor  has  it  been  represented  to  the  borrower  th 
will  receive  a  cash  bonus  or  commission  on  future  sales  as  an  in' 
ment  for  the  consummation  of  the  transaction.  The  dealer  musl 
certify  that  all  bills  for  labor  and  materials  have  been  or  will  be 
and  that  if  any  of  the  representations  appearing  on  the  compl 
certificate  prove  incorrect,  the  dealer  wfll  promptly  repurchaa 
note. 

The  CnAiRMAN.  You  think  it  might  be  well  to  write  those  int 
law? 

Mr.  Reilly.  Well,  it  would  have  more  force,  I  think.  Senate 
write  them  into  the  law,  but  as  I  understand,  a  regulation  made 
result  of  law  has  the  force  of  law. 

The  Chairman.  They  can  change  the  regulations  but  they  c 
change  the  law. 

Mr.  ReDuLY.  That's  correct,  sir.    I  would  see  no  objection  to  it 

These  amended  regulations  are  designed  to  eliminate  misuse  i 
misrepresentation  and  at  the  same  time  to  permit  the  maintenaiw 
a  practical  lending  operation. 
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diould  like  to  repeat  a  portion  of  my  previous  testimony  on 
BS8  with  reference  to  the  expansion  of  terms  of  title  I  loans : 

wndttores  for  materials  and  supplies  going  into  home  repairs  and  improve- 
m  should  ge&erally  be  financed  oyer  a  short  period  of  time  in  the  same 
ier  that  the  purchase  of  other  consumer  durable  goods  are  financed  for 
rwise  the  whole  credit  base  of  the  country  is  weakened.  During  recenti 
$  the  banks  have  been  making  every  effort  to  hold  the  line  on  maximum 
ir  of  consumer  credit.  If  any  expansion  of  terms  of  FHA  title  I  loans  is 
itted  it  wiU  inevitably  bring  pressure  to  bear  for  term  expansion  on  other 
I  of  consumer  credit  loans,  which  we  believe  would  not  be  sound  for  the 
imer,  the  lender,  or  for  the  economy. 

dd,  I  think,  Mr.  Chairman,  that  would  go  a  long  way  toward 
Ting  a  great  many  of  these  things  that  have  happened  that  you 
iO'w  investigating  if  that  program  was  followed. 
B  feel  further  that  the  expansion  of  terms  as  proposed  in  S.  2938 
I  lend  itself  to  the  recurrence  of  the  conditions  which  you  are 
g  to  correct 

ntal  housing:  We  understand  that  the  conditions  which  have 
aUea^ed  to  have  existed  in  the  rental  housing  insurance  program 
in  those  projects  insured  under  section  608  of  the  National  Hous- 
kct,  which  was  a  part  of  the  war  housing  program,  and  arose  out 
B  methods  of  appraisal  and  evaluation  provided  in  that  section, 
1  ivere  based  on  "current  costs." 

similar  conditions  exist  today,  they  would  have  to  be  in  section 
(T  213  of  the  National  Housing  Act,  or  the  urban  renewal  pro- 
s  provided  in  S.  2938. 

a  possible  means  of  preventing  recurrence  of  the  alleged  con- 
ns under  section  608,  we  recommend  that  consideration  be  given 
Giending  those  provisions  in  S.  2938  which  relate  to  large-scale 
J  projects,  including  cooperative  housing  projects  under  section 
>f  the  National  Housing  Act  and  those  intended  to  assist  in  slum 
mnee  and  urban  renewal  activities  in  order  to  require  that  the 
-to- value  ratio  be  determined  by  FHA  on  an  estimate  of  total 
fi,  based  upon  "economic  soundness,"  and  not  upon  estimated 
Tent  cost." 

he  Chairman.  You  don't  like  the  idea  of  adjusting  the  mortgage 
ba  actual  cost  when  the  project  is  finished  ? 

fr.  Reiixy.  If  the  costs  are  unusually  high,  it  doesn't  seem  to  me, 
>4hat  that  would  be  sound  over  a  long  period  of  time.  It  would 
b  to  me  there  would  be  no  objection  to  either  cost  or  economic 
adness,  whichever  is  lower. 

lie  Chairman.  What  do  you  mean  by  economic  soundness? 
£r.  Reiixy.  This  is  a  very  broad  term,  I  admit,  Senator.    They 
B  into  consideration  the  rental  value,  the  location  of  the  property, 
^uahty  of  the  construction  and  everything  relating  to  the  property 
I  its  potential  life  over  a  period  of  years. 

lie  Chairman.  Under  any  circumstances  would  it  be  more  than  the 
aal  cost  of  the  project  ? 
b,  Reilly.  It  is  possible  that  it  could  be. 
ie  Chairman.  How  and  why? 

fr.  Reilly.  The  cost  may  be  low  and  the  economic  soundness 
l*r.  At  the  bank  I  saw  we  had  an  appraisal  on  a  piece  of  property 
t  was  $2,500 — ^not  an  FHA  deal  but  a  conventional  deal.  The 
^raiser  put  $3,250  on  it  and  it  sold  for  $2,900. 

4I7W-M— pt  8 18 
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The  Chairman.  Since  the  property  is  constructed  for  the  pmpi 
of  rentals,  meaning  that  the  income  from  rentals  is  the  somoe 
revenue,  why  do  you  object  to  the  actual  cost  of  any  specific  pvqii 

Mr.  Reilly.  Except  that  the  cost  might  be  abnormally  hi^  nd 
might,  over  a  period  of  years,  not  be  worth  enough.  We  say  ^ 
mated  cost."    We  don^  say,  ^^actual  cost"  in  this  statement  here. 

The  Chairman.  If  it  is  abnormally  higlu  then  I  would  think  y 
bankers  and  insurance  companies  would  take  as  good  a  look  u  y 
would  as  if  the  Government  wasn't  behind  it  and  say,  ^No,  we  da 
want  that  mort^ige." 

Mr.  Reilly.  It  would  caution  us  to  consider  how  much  of  a  mo 
gage  we  would  make  on  it  We  might  lower  the  amount  of  1 
mortgage,  if  it  was  abnormally  high. 

The  Chairman.  I  am  not  trymg  to  be  critical,  but  I  do  not  tp 
follow  this.  I  know  most  of  our  witnesses  have  followed  this  plul 
ophy  that  you  have  so  there  must  be  some  virtue  in  it,  and  ment  in 
Otherwise  you  wouldn't  all  be  talking  about  it,  but  it  still  isnt  qi 
clear  to  me  how  we  should  ever  deviate  away  from  the  90  perooit, 
95  percent  of  the  actual  cost   . 

Mr.  Reillt.  Of  course,  the  actual  cost  on  an  audit  could  have  bi 
padded.  You  might  not  pick  it  up.  •  Economic  soundness  on  1 1 
appraisal  would  correct  that. 

The  Chairman.  Who  is  to  make  the  appraisal? 

Mr.  Reilly.  An  independent  man  capable  of  making  the  apprais 
who  is  experienced  in  the  field,  who  the  oanks  generally  select  Soi 
one  qualified  to  do  that  job  and  if  the  thing  looks  abnormally  hit 
based  on  cost,  he  wouldn't  appraise  it.  Many  appraisals  are  made 
substantially  less  than  alleged  cost.  It  seems  that  is  a  much  sal 
program  than  to  just  take  your  cost  and  make  that  the  base  when  the 
are  so  many  things  that  con  go  into  that  cost. 

The  Chairman.  I  see  your  point,  and  I  think  it  has  some  merit  to  i 
We  have  to  find  out  who  the  appraisers  are  going  to  be. 

Mr.  Reilly.  I  thinlc  you  have  to  rely  upon  the  financial  institutid 
to  pick  competent  appraisers.  They  would  be  very  foolish  if  th 
didn't  do  it.  Outside  competent  appraisers  who  have  no  interest! 
the  project,  directly  or  indirectly,  expect  to  give  a  fair  appraisal  of  i 
That  is  what  we  do  in  the  banking  business. 

The  Chairman.  Under  the  law  now,  if  I  understand  it  correcfll 
and  the  regulations,  a  man  imder  rental  property  who  gets,  say  $M' 

000  more  for  the  sale  of  his  mortgage  tnan  the  project  cost  nim,! 
can't  declare  a  dividend 

Mr.  Reilly.  No,  but  he  can  use  that  money. 
The  Chairman.  He  can  use  the  monev,  but  he  can't  declare  a  c& 
dend  without  consulting  with  FHA.    He  can't  sell  it  without  conse 
of  FHA.    He  must  give  them  a  yearly  financial  statement  and  th 
set  his  rents. 

Mr.  Reilly.  That's  right,  but  he  does  get  the  use  of  that  m(Hi 

which  he  might  use  and  might  not  be  able  to  repay. 

The  Chairman.  He  could  loan  it  to  himself  and  pay  interest  on 

Mr.  Reilly.  Or  pay  no  interest,  which  may  very  easily  be  an  abt 

The  Chairman.  As  I  understand  the  situation  he  cannot  ded 

a  dividend,  as  they  have  been  able  to  do  or  have  done  without  the  c 

sent  of  FHA.      Now,  we  have  to  find  out,  of  course,  those  who  c 

1  don't  know  whether  there  are  1,149  of  them,  but  there  are  a  lot 
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tfaem  and  we  have  to  find  out  from  FHA  if  they  gave  them  permission 
4o  do  it. 

Mr.  BsnxY.  As  you  point  out,  there  is  no  profit  until  he  sells  the 
corporation,  but  if  ne  has  tiie  use  of  the  money  the  abuse  can  come  in 
there. 

The  Chairican.  Do  you  like  economic  soundness  to  be  appraised  by 
outside  appraisers  on  an  economically  sound  basis? 

Mr.  Keiuly.  We  debated  that  when  your  telegram  arrived. 

Tlie  Chairman.  Would  you  add  to  that,  giving  effect,  likewise  to 
actual  costs? 

Mr.  Beilly.  Whichever  is  lower.  I  would  see  no  objection  to  that. 
If  the  full  cost  was  lower  than  the  economic  soundness,  I  would  see 
no  objection  to  that.   If  it  was  higher^  I  would  see  objection  to  it 

Tlie  Chairman.  I  can  see  some  merit  in  what  you  say.  We  are  glad 
to^t  your  point  of  view  on  it. 

Now,  you  talk  both  about  title  I  and  title  II.  Do  you  think  we  could 
well  afford  to  eliminate  title  II? 

Mr.  Beilly.  No,  I  don't  tliink  so.  Senator.  I  think  title  I  has  served 
a  useful  purpose.  I  think  it  enables  the  homeowner  to  do  some  tilings 
which  perhaps  he  could  not  otherwise  do.  If  the  bank  carefully 
screens  these  loans  and  sees  that  the  borrower  is  able  to  pay  back  ana 
doesn't  rely  entirely  upon  the  dealer,  I  think  the  title  I  serves  a  useful 
purpose. 

Tlie  Chairman.  Do  you  think  it  would  be  practical  or  impractical 
or  workable  to  try  to  make  title  I  loans  two  signatures? 

Mr.  Beilly.  I  think  it  would  be  very  impractical,  sir.  I  think  the 
effect  of  it  would  be  that  the  good  dealers,  in  the  first  place,  wouldn't 
do  it  They  would  move  out  of  the  program.  Those  who  don't  care 
whether  they  endorse,  or  not,  of  course,  they  might  endorse  it  just 
to^t  their  sales  and  make  their  profits  on  it. 

I  think,  also,  there  is  another  important  thing. 

The  Chairman.  Senator  Bricker  suggested  maybe  that  all  dealers 
or  lending  agencies  be  bonded.    Do  you  think  that  has  anv  merit? 

Mr.  Beilly.  Well,  I  don't  know  what  you  would  bond  them  for. 

The  Chairman.  As  I  said  before,  it  isn't  quite  clear  to  me,  but  it 
evidently  has  some  merit  to  it  and  we  will  have  to  get  into  it  a  little 
deeper. 

Mr.  Beilly.  I  don't  know  what  you  would  bond  them  against.  You 
often  run  into  situations  in  title  I  where  there  is  a  disputeTbetween  the 
homeowner  and  the  dealer.  ^  The  reputable  dealers  we  have  come  in 
contact  with  make  those  things  good.  The  irresponsible  ones  don't 
make  them  good  and  then  we  get  rid  of  them.  We  don't  deal  with 
them  any  more. 

The  Chairman.  I  understand  there  have  been  many  sales  organi- 
zations who  have  gone  out  and  sold  homeowners  a  lot  of  orders  and 
then  would  call  in  the  dealers  in  a  given  town  or  neighborhood  and 
let  them  bid  and  sell  the  orders  to  the  highest  bidder,  and  make  the 
difference  between  what  the  dealer  was  willing  to  make  the  improve- 
ment for  and  what  they  sold  it  at. 

Mr.  Beilly.  I  thiuK  a  bank  who  would  take  that  kind  of  paper 
would  be  very  foolish  creditwise. 

Tlic  Chairm-vn.  Well,  they  have  taken  a  lot  of  it. 

Mr.  Reilly.  That  may  be,  but  I  do  think  the  bank  who  relies  on 
duit  10  percent  insurance  reserve  is  getting  into  a  dangerous  field. 


Digitized  by  VjOOQ IC 


1572  ttOUSIKG  ACT   OF    1954 

The  Chairman.  Do  you  have  title  I  loans? 

Mr.  Reiixy.  We  have  done  a  considerable  title  I  business  and  it  has 
been  very  lucrative. 

The  Chairman.  No  section  213  loans,  cooperative  loans? 

Mr.  Reujly.  No. 

The  Chairman.  You  think  these  regulations,  then,  that  Mr.  Holly- 
day,  I  believe,  put  in,  last  fall,  are  helpful  ? 

Mr.  Reiixy.  I  think  they  should  be  helpful,  but  I  think  you  have  to 
wait  a  little  while  until  they  have  been  on  the  books  for  some  period  of 
time  to  determine  how  useful  they  are,  but  I  think  it  is  a  step  in  thi 
right  direction. 

The  Chairman.  Well,  thank  you  very  much.  You  have  been  very 
helpful  and  we  appreciate  it.  I  wish  you  would  keep  thinking  about 
this  subject  arid  this  problem. 

Mr.  Reilly.  Our  committees  are  working  on  it  all  the  time,  sir. 

The  Chairman.  It  isn't  an  easy  one. 

Our  next  witness  is  Mr.  Vieser,  vice  president  of  the  Mutual  Benefit 
Life  Insurance  Co.,  representing  the  Life  Insurance  Association  of 
America,  and  Mr.  Jewett,  vice  president  of  the  Prudential  Insurance 
Co.  of  America ;  Mr.  Meredith,  executive  vice  president  of  the  National 
Life  Insurance  Co.,  of  Vermont. 

STATEMENT  OF  HILFORD  A.  VIESER,  ACCOMPANIED  BT  JOHN  ft 
JEWETT,  AND  L.  DOTTOIAS  MEREDITH,  REPRESENTDfQ  AMES* 
ICAN  LIFE  CONVENTION  AND  LIFE  INSURANCE  ASSOdATIOI 
OF  AMERICA 


Mr.  Vieser.  My  name  is  Milford  A.  Vieser,  vice  president  of  the 
Mutual  Benefit  Life  Insurance  Co.,  of  Newark,  N.  JL,  and  chairman 
of  the  joint  committee  on  housing  and  mortgage  lending  of  the  Ameri- 
can Life  Convention  and  the  Lite  Insurance  Association  of  America. 
It  is  in  the  capacity  of  chairman  of  this  joint  committee  that  I  testify 
here  today.  My  associates,  who  are  both  members  of  the  committee, 
are  L.  Douglas  Meredith,  executive  vice  president  of  the  National  Life 
Insurance  Co.,  Montpelier,  Vt.,  and  John  G.  Jewett,  vice  president 
of  the  Prudential  Insurance  Co.  of  America. 

The  allegations  of  abuses,  maladministration,  and  possible  miscon- 
duct in  connection  with  the  operation  of  various  FHA  programs  are 
a  matter  of  national  concern,  and  we  are  greatly  impressed  with  the 
prompt  action  you  have  taken.  We  are  pleased  to  be  here  at  your 
invitation. 

A  year  ago  the  life-insurance  business  made  available  to  the  Housing 
and  Home  Finance  Administrator,  the  FHA  Commissioner  and  the 
President's  Advisory  Committee  on  Housing  a  statement  entitled  "Na- 
tional Policy  on  Housing  and  Mortgage  Lending — a  Statement  of  Life 
T  Company  Views.''    This  statement  was  attached  to  Uie 

i^resented  to  your  committee  on  March  19,  by  Carrol  M. 
'  f  the  Prudential  Insurance  Co.  of  America.  At 
'  ago?  we  stated  that : 

-mortgage  insurance  is,  if  administered  soundly  and 

icle  for  lending  stability  to  home  buUding  and 

ff  mortgage  insurance  as  set  forth  in  the  preamble 

:  Act  is  basically  sound,  but  there  is  evidence  that 

from  the  original  plan.    The  FHA  should  return 
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to  the  fimction  cnriginaUy  intended,  namely,  purely  as  an  insuring  agency  to  be 
operated  on  business  princdples  and  with  adequate  reserves  in  order  to  make  its 
maximum  contribution  to  a  stable  mortgage  market. 

We  think  it  is  timely  to  emphasize  that  the  FHA  system  has  been 
I  great  force  for  good  m  this  coimtry.  When  originated  in  the  earlj 
1930's  it  did  much  to  aid  the  revival  of  home-building  activity  and  it 
bas  many  important  accomplishments  to  its  credit.  The  FHA  has 
bad  a  far-reaching  and  salutary  effect  on  all  forms  of  home  financing 
far  beyond  just  FHA  mortgages.  It  has  virtually  eliminated  second 
mortgages;  it  has  led  to  the  development  of  long-term  loans  with  level 
nont^y  payments;  it  has  encouraged  the  development  of  higher  con- 
Jtruction  standards  and  better  land-planning  practices;  and  it  has 
bd  to  improved  mortgage-underwriting  standards.  Over  90  million 
X)licyholder8  through  their  life-insurance  reserves  have  an  interest  in 
^.6  billion  of  Government  insured  and  guaranteed  mortgage  loans 
ind  our  experience  with  these  loans  indicates  that  they  are  excellent 
nvestments. 

The  FHA  system,  along  with  the  GI  loan,  has  been  a  tremendous 
Sorce  for  good  in  this  country  in  that  it  has  encouraged  the  American 
)eople  to  be  homeowners  and  has  brought  homeownership  to  the 
argest  percentage  of  our  families  in  history.  We  have,  of  course, 
)een  critical  of  some  aspects  of  various  FHA  programs  from  time  to 
ime,  and  most  of  these  views  are  listed  in  our  statement  on  housing 
irhich  I  mentioned  earlier.  The  fact  remains  that  the  FHA  is  basical- 
ly needed  in  this  country  and  has  had  on  the  whole  an  outstanding 
record.  It  is  imperative  that  if  any  abuses  exist  in  the  FHA  system, 
they  should  be  rooted  out,  but  it  is  important  that  FHA  be  maintained 
in  the  essential  role  it  has  played  as  a  vehicle  for  sound  home  financing. 

As  you  know  the  life-insurance  companies  are  long-term  lenders 
and  do  not  make  loans  imder  the  title  I  program,  so  that  I  shall  not 
address  myself  to  it. 

In  considering  new  housing  legislation,  we  believe  that  your  com- 
mittee should  review  those  sections  in  which  provisions  for  the  maxi- 
mum insured  loan  are  defined  as  a  percentage  of  "estimated"  or  "ap- 
praised" value  in  a  way  which  might  easily  lead  to  excessive  profits 
as  is  alleged  to  have  been  true  under  the  section  608  program.  We 
vitmld  respectfully  suggest  that  your  committee  carefully  consider 
aprovision  that  as  the  construction  of  a  project  advances,  be  it  a  group 
of  single-family  residence  or  a  multiiamily  residence,  the  builder 
mnst  submit  an  audited  cost  statement  or  an  afiidavit  of  actual  cost. 
In  no  case  should  the  loan  exceed  a  stipulated  percentage  of  the  actual 
eofit.  While  this  procedure  would  not  be  a  cure-all,  it  would  go  a  long 
way  to  eliminate  the  alleged  abuses,  and  it  would  also  furnish  a  valu- 
lUie  source  of  information  on  construction  costs  for  the  underwriting 
of  other  projects. 

It  should  be  emphasized,  however,  that  cost  alone  is  not  the  sole 
Eactor  which  determines  the  value  of  a  project.  The  economic  value 
)f  a  housing  project  is  determined  by  a  projection  of  the  income  which 
nay  be  expected  over  a  long  period  of  years.  Good  mortgage  lending 
lictates  reconciliation  of  economic  value  and  actual  cost.  This  can 
e  accomplished  only  by  men  trained  and  experienced  in  mortgage 
mding  who  know  how  to  analyze  cost,  estimate  income  and  expendi- 
ores,  and  who  constantly  keep  in  touch  with  current  market  condi- 
kms.    The  alleged  abuses  which  your  committee  is  about  to  investi- 
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gate  indicate  clearly  how  important  it  is  that  FHA  be  staffed 
quately  and  with  competent  personnel.    This  can  be  accompli 
only  with  adequate  appropriations.    In  addition  to  1  aving  satisi 
tory  personnel,  any  governmental  organization,  as  well  as  prini 
organization,  in  conducting  a  sound  mortgage-lending  operfttic 
should  have  a  thorough  and  complete  system  of  review — a  system 
checks  and  balances  from  the  field  office  through  the  regional  of 
to  a  final  board  of  review  on  large  projects.  ' 

Wlienever  FHA  departs  from  being  an  insurer  of  loans  on  econoniJ 
ically  sound  projects  and  sponsors  special-purpose  programs  such  ii 
war  housing  and  emergency  rental  housing  and  embraces  in  these  pioJ 
grams  high-ratio  loans,  a  greater  opportunity  for  these  alleged  es 
cesses  exists.  We  have  historically  opposed  FNMA.  At  no  time  hai 
there  been  any  shortage  of  mortgage  money  for  soimd  projects  atj 
market  interest  rates.  The  continuation  of  FNMA  would  providi 
a  place  of  more  easy  access  to  loans  of  questionable  soundness.         ] 

Our  statement  has  been  brief.  We  have  not  had  time  to  conadee 
these  matters  with  the  various  committees  of  our  two  associatiopa 
I  assure  you,  however,  that  we  shall  be  pleased  to  cooperate  witi 
your  committee  to  the  best  of  our  ability  and  shall  be  glad  to  place  i 
your  disposal  all  of  our  facilities  for  the  study  of  any  specific  que* 
tions  you  may  care  to  submit  for  our  consideration.  - 

We  will  be  happy  indeed  to  answer  any  of  your  questions. 

The  Chairman.  Mr.  Jewett,  you  are  vice  president  of  the  PnF 
dential  Life  Insurance  Co.  ? 

Mr.  Jewett.  Yes. 

The  Chairman.  You  hold  the  mortgage  on  Green  Oaks  Village? 

Mr.  Jeweti'.  Yes. 

The  Chairman.  You  hold  all  the  mortgages  on  that? 

Mr.  Jewett.  I  don't  know  that  we  hold  all  of  them.  .i 

The  Chairman.  You  do  hold  some  of  them. 

Mr.  Jewett.  That's  correct. 

The  Chairman.  They  are  1  of  the  1,149  cases  that  we  have  before  us. 

To  be  helpful  to  our  committee,  here,  I  would  like  to  ask  a  fe« 
questions  about  that.  Did  your  appraisers  go  out  and  appraise  thesai 
properties  ? 

Mr.  Jewett.  In  1  way  they  do,  and  in  1  way  they  probably  do  not 
We  do  not  make  FHA  loans  just  because  of  FHA  insurance.  I  pr&ri 
sume  over  the  years  we  have  declined  as  many  of  FHA  loans  as  ^ 
have  made.  We  check  every  location.  We  examine  the  plans  ani 
specifications,  we  check  the  rentals  in  the  neighborhood,  we  look  ovet 
the  floor  plans  for  room  sizes  and  apartment  layout  to  see  that  i 
is  a  desiraole  apartment  tliat  is  to  be  constructed.  We  make  our  own 
estimate  of  income  and  expenses  projected  over  a  period  of  years  and 
decide  whether  or  not  a  loan  should  be  made  on  that  particular  prop* 
erty.  We  would  not  make  a  cost  breakdown  appraisal  of  the  number 
of  yards  of  concrete  or  the  number  of  board  feet  of  lumber  or  bricks 
and  so  forth.  1 

The  Chairman.  You  don't  remember,  of  course,  whether  you  have 
all  the  mortgages. 

This  corporation — they  had  28  corporations.  Their  total  mort- 
gages insured  by  FHA  was  $24,350,000 — I'm  just  using  round  figures: 
The  costs  of  the  projects  were  $20  million,  and  they  made  in  excess  of 
$4,250,000,  and  they  distributed  to  their  stockholders  out  of  that  $4,* 
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X);  $350,000  was  the  difference  which  represented  depreciation 
ires,  or  earnings  when  they  rented  them.  I  am  asking  these  ques- 
not  because  you  happen  to  have  this,  because  I  suppose  most 
'  life  insurance  company  in  the  United  States  has  loans  similiar 
ese.  I  am  pretty  sure  they  have  all  had  a  section  608,  but  do 
fo  behind  the  mortgage  at  all  ?  For  example,  I  find  that  in  one 
ese  28  corporations  there  were  just  12  stockholders  and  they  in- 
d  onlv  $15,000.  That  particular  one  took  out  $800,000  in  divi- 
3.  That  was  the  distribution  to  stockholders.  At  the  time  all 
al  invested  was  $15,000.  They  might  have  used  their  credit, 
bly,  but  that  was  the  total  invested.  They  took  out  $800,000  in 
lends,  and  I  find  another  one  here  of  these  28,  $7,500  invested,  and 
took  out  $350,000. 

other  one,  $7,500  invested,  and  they  took  out  $240,000,  and  on 
I  the  line.  The  ones  that  I  have  before  me,  here — I  find  1  here 
lich  they  only  invested  $1,350,  it  looks  like,  and  took  out  $144,000. 
u  pay  no  attention  to  the  corporation,  that  is  the  net  worth  or 
TOSS  worth  of  the  corporation  from  whom  you  purchased  tJiese 
;ages? 
'.  Jewett.  a  great  many  of  the  mortgages  are  on  completed 

(CtS. 

e  Chairman.  You  just  looked  to  the  project  itself  to  cover  your 

y« 

•.  Jewett.  That's  right. 

e  Chairman.  And  you  didn't  look  beyond  the  property  to  see 

5  corporation  behind  it  had  any  assets? 

*.  Jewett.  No,  we  were  looking  to  the  property. 

e  Chairman.  You  had  no  written  agreement  or  understanding 

these  concerns  that  they  were  not  to  declare  X  amount  of  divi- 

5? 

\  Jewett.  No,  sir. 

e  Chairman.  You  just  took  these  mortgages.    They  were  guar- 
d  by  the  Federal  Government,  and  you  took  them. 
'.  Jewett.  They  were  apparently  attractive  propositions  which 
in  economic  value  that  was  sufficiently  great, 
e  Chairman.  I  don't  question  that  at  all. 

lat  we  are  trying  to  find  out,  of  course,  is  how  an  FHA  appraiser 
lake  such  a  mistake  in  the  appraising  of  these  properties, 
r  example,  here  is  one  where  the  cost  is  $3,800,000,  and  they  took 
mortgage  for  $4,600,000 — I  shall  not  read  all  of  them,  but  I  am 
g  to  nnd  out  about  tne  pattern,  here,  which  seems  to  nave  been 
y  much  the  same  all  over  the  country. 

the  time  you  bought  these  mortgages,  if  the  law  stated  that  when 
rojects  were  finished  they  could  get  90  percent  of  the  actual  cost, 
hey  figured  up  the  actual  cost,  would  ttiat  have  been  the  proper 
to  do  it? 
.  Jewett.  It  would  have  been  much  more  pleasing  to  the  lender, 

e  Chairman.  The  gentleman  before  you  referred  to  the  economic 

w  do  you  think  the  FHA  appraisers  on  this  project  here  made 

560,000  mistake  on  a  $20  million  project?    That  is  a  25-percent 

ke. 

.  Jetwett,  I  haven't  seen  the  figures.    It  seems  quite  high. 


Digitized  by  VjOOQ IC 


1576  HOUSINO  ACT   OF    1954 

The  Chairman.  You  didn't  inquire  and  find  out  about 
figures  on  this  project  ? 

Mr.  Jewett.  No,  sir;  we  did  not.  We  bought  those  \ 
completed  projects. 

The  Chairman.  You  went  out  and  looked  at  the  project? 

Mr.  Jewett.  Yes ;  we  looked  at  them. 

The  Chairman.  And  you  made  certain  that  the  FHA  hi 
anteed  them  or  had  approved  them  ? 

Mr.  Jewett.  We  diet,  however,  know  the  cubic  contents  of  t 
ings  and  the  cost  per  square  foot — not  the  cost  per  square 
the  estimated  value  per  square  foot,  which  seemed  to  be  in  1 
other  projects  in  this  general  area. 

The  Chairman.  You  didn't  ask  the  corporation,  or  the  stoc 
of  the  corporation,  to  guarantee  anything  at  all  ? 

Mr.  Jewett.  No,  sir.    We  were  looking  at  that  piece  of  rei 

The  Chairman.  You  would  have  been  if  the  Federal  Gov 
hadn't  been  guaranteeing  it? 

Mr.  Jewett.  We  would  have  made  the  loan  without  the 
Government  guarantee.  The  amount  would  have  been  less. 
believe  we  have  made  any  loans  that  we  would  not  take  on  s 
tional  basis,  except  as  to  the  amount. 

Senator  Lehman.  Did  you  make  any  appraisal  at  all 
properties? 

Mr.  Jewett.  An  economic  appraisal. 

Senator  Lehman.  What  do  you  mean  by  that  ? 

Mr.  Jewett.  The  estimated  income  less  the  expenses. 

Senator  Lehman.  No  ;  I  mean  the  value  of  the  property. 

Mr.  Jewett.  Of  the  cost  of  the  construction  ?    No. 

Senator  Lehman.  The  cost  or  replacement  value. 

Mr.  Jewett.  No.  We  knew  what  the  total  valuation  was  p 
foot  of  construction  in  place,  which  as  I  stated  a  second  ago^ 
to  be  in  line  with  general  costs  in  the  area,  as  evidenced  I 
projects. 

Senator  Lehman.  How  long  after  the  completion  of  these 
did  you  take  a  mortgage  or  give  a  mortgage  ? 

Mr.  Jewett.  Immediately  upon  completion. 

Senator  Lehman.  Were  the  ouildings  occupied  at  that  tiiiK 

Mr.  Jewett.  Yes. 

Senator  Lehman.  Did  you  base  your  valuation — ^which  iw 
ously  a  pretty  informal,  sketchy  valuation — did  you  base  thi 
upon  the  possible  increment  that  had  come  through  the  con 
or  the  building,  over  and  above  the  cost  of  the  iminmproved  pi 
plus  the  cost  of  the  improvement  ? 

Mr.  Jewett.  No.  We  were  working  on  economics  in  that  pi 
instance.  There  was  sufficient  money  in  sight  over  quite  a 
of  years  to  take  care  of  that  circumstance. 

The  Chairman.  We  have,  of  course,  in  the  proposed  law  i 
present  law,  some  titles  that  are  possibly  susceptible  to  the  sa 
of  situations  as  this.   We  are  trying  to  find  ways  and  means  of - 
this  new  law  that  will  stop  this  sort  of  thing.    It  never  was  ' 
tion — I  don't  think  it  was ;  I  wasn't  here  wlien  this  law  was 
passed,  which  was  back  in  1940, 1  think,  but  I  don't  think  it 
the  original  intention  of  Congress  that  the  Government,  i( 
pie — ^to  that  one  project  there  where  they  immediately  td 
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Mr.  Veeser.  They  represent  about  98  percent  of  all  the  assets  c 
American  life  insurance  companies. 

Senator  Bush.  Do  you  have  any  estimate  of  the  amount  of  ] 
gages  held  by  members  of  those  associations? 

Mr.  ViESER.  We  have  and  we  put  that  into  testimony,  here,  sct 
weeks  ago.    We  said  at  that  time  that  the  life-insurance  companiea^^ 
the  end  of  1953,  held  20  percent  of  the  total  outstanding  mor  _^ 
debt  on  1  to  4  family  residences.    Their  holdings  were  $6  billioni] 
FHA  mortgages,  $3.6  billion  in  VA,  a  total  of  $9.6  billion  in  Gov 
ment  guaranteed  and  insured  mortgages. 

Senator  Bush.  You  have  nearly  $10  billion  in  those  categories. 

Mr.  ViESER.  $10  billion  in  the  insured  categories. 

Senator  Bush.  You  represent  the  holders  of  some  $20  billion  ( 
mortgages. 

Mr.  ViESER.  That's  right.  At  the  end  of  1953  the  life-insur 
companies  held  residential  mortgage  holdings  at  the  rate  of 
billion. 

Senator  Bush.  That  would  raise  the  total  to  $27  billion,  then. 

Mr.  ViESER.  The  $17  billion  is  the  total  on  residential  mor 
including  the  $9.6  billion  in  Government  guaranteed  and 
mortgages. 

Senator  Bush.  It  is  something  in  the  order  of  $17  billion. 

I  mention  that  because  I  want  the  record  to  show  your  authori^ 
in  talking  about  mortgages.  You  say  you  have  historically  oppcM 
FN  MA  mortgages? 

Mr.  ViESER.  Yes. 

Senator  Bush.  Do  you  feel,  at  the  present  time,  it  would  be  well  to 
abolish  it? 

Mr.  ViESER.  We  are  in  favor  of  the  liquidation  of  FNMA.  Wi 
feel  that  with  flexible  interest  rates  there  is  a  definite  market  for  every 
sound  mortgage.  There  is  only  one  possible  excuse  for  FNMA,  and 
that  is  to  provide  mortgage  money  to  remote  areas  and  for  any 
minority  groups.  We  believe  that  private  enterprise,  the  lenders  of 
the  country,  should  be  given  an  opportunity  to  work  that  out,  and  we 
presented  a  proposal  here  several  weeks  ago  to  this  committee,  called 
the  voluntary  home  mortgage  credit  program.  Legislation  has  been 
introduced  to  effect  this  proposal.  We  feel  the  private  way  is  the 
better  way. 

Senator  Bush.  Thank  you  very  much. 

Senator  Lehman.  Your  testimony  on  page  3  isn't  entirely  clear  to 
me.     You  say  here — 

We  would  respectfully  suggest  that  your  committee  carefuUy  consider  a  ?«▼!• 
sion  that  as  the  construction  of  a  project  advances,  bt  it  a  group  of  single-fuaily 
residences  or  a  multifamily  residence,  the  builder  must  submit  an  audited  eoit 
estimate  or  an  affidavit  of  actual  cost.  In  no  case  should  the  loan  exceed  i 
stipulated  percentage  of  the  actual  cost.  While  this  procedure  would  not  be» 
cure-all,  it  would  go  a  long  way  to  eliminate  the  alleged  abuses, 

and  so  forth,  and  then  you  go  on  in  the  next  paragraph  to  say : 

It  should  be  emphasized,  however,  that  cost  alone  is  not  the  sole  factor  wWd 
determines  the  value  of  a  project.  The  economic  value  of  a  bousing  pro)ee 
is  determined  by  a  projection  of  the  income  which  may  be  expected  over  a  peiio* 
of  years. 
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In  other  words,  in  the  first  part  of  your  testimony  which  I  have 
Mid,  you  recommend  that  the  mortgage  be  limited  to  a  percentage 
E  the  actual  cost. 

Mr.  ViESER.  That  is  so. 

Senator  Lehman.  In  the  second  paragraph  it  seems  you  contra- 
ict  that. 

Mr.  ViESER.  We  don't  mean  to  do  so.  We  feel,  for  instance,  in  con- 
ection  with  a  90-percent  loan,  the  loan  should  not  exceed  90  percent 
f  audited  costs.  However,  we  should  not  predicate  value  on  cost 
lone.     You  have  asked  previous  witnesses  for  this  clarification. 

The  Chairman.  Will  you  yield  there  just  a  minute  ? 

Mr.  ViESER.  Yes,  sir. 

The  Chairman.  I  agree  with  you,  but  don't  you  think  that  even 
lough  there  are  other  values  that  make  the  property  worth  much 
tore  than  the  cost,  that  the  additional  cost  ought  to  remain  in  the 
Drporation? 

Mr.  ViESER.  That  is  right,  the  loan  should  not  exceed  that  amount. 

The  Chairman.  And  remain  there  as  security  against  the  pay- 
lent  of  the  mortgage ;  don't  you  agree  with  that? 

Mr.  ViESER.  Or  reduce  the  mortgage. 

The  Chairman.  You  will  agree  with  that,  won't  you  ? 

Mr.  ViESER.  Yes,  sir;  we  do. 

The  Chairman.  That  has  been  my  position  here  for  the  last  4 
r  5  days. 

Mr.  ViESER.  In  the  second  paragraph,  however,  we  don't  want  to 
mit  the  appraisal  entirely  to  cost. 

The  Chairman.  I  said  a  minute  ago  to  the  witness  ahead  of  you 
lat  that  position  made  a  lot  of  sense.  I  could  well  see  it  and  under- 
and  it.  But  we  shouldn't  let  the  cor]^oration  take  the  money  and 
ividends  and  run  away  with  them  until  such  time  as  the  mortgage 
;  paid  off  which  the  Federal  Government  is  guaranteeing.  That  is 
ly  position. 

Mr.  Meredith.  You  might  have  a  case  in  which  the  cost  would  be 
reater  than  the  economic  value. 

The  Chairman.  Will  you  excuse  me  just  a  minute?  I  want  to  put 
)mething  in  the  recora.  I  have  to  go  and  Senator  Bricker  will 
reside^  and  you  can  go  along  as  long  as  you  care  to. 

This  is  the  third  list  furnished  us  today,  a  supplemental  list  of 
ealers  subject  to  provisions  of  regulation  8,  section  2,  I  believe  it 
i — and  that  is  a  nice  way  of  talking  about  the  list  of  dealers  who 
a ve  been  blacklisted  by  FH A. 

Mr.  Greene  calls  our  attention  to  the  fact  that  you  must  keep  in 
dnd  with  regard  to  all  these  lists,  the  2  that  have  gone  into  the 
»prd  previously  today  and  this  1,  that  these  dealers  who  have 
3cn  blacklisted,  some  of  them  may  have  been  reinstated  when  they 
lade  restitution  and  corrected  their  mistakes,  so  we  want  the  record 
>  show  that  some  of  them  may  have  been  reinstated.  But  this  is  the 
test  list  and  it  goes  up  between  December  1  through  April  21  of  this 
3ar.     (See  appendix,  p.  190&.) 

The  Chairman.  To  snow  how  widespread  this  violation  of  title  I  is, 
ok  at  this.  Here  are  nine  full  pages  of  dealers  who  have  been  denied 
le  right  to  use  FHA  insurance  for  some  violation  of  the  law  or  regu- 
tion,  since  December  1. 
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Senator  Lehicak.  Who  prepared  this  list? 

The  Chaibman.  The  FHA  itself. 

Senator  Lehman.  Did  the  FHA  give  these  dealers  who  are  nor 
being  blacklisted  a  hearing? 

The  Chairkak.  I  cannot  answer  that. 

Senator  Lehman.  I  wonder  whether — ^I  don't  want  to  get  this  ioli 
a  McCarthy  form  of  hearing  where  we  bring  in  names  without  $tf 
specific  proof  of  the  allegations  that  have  been  made. 

The  Chairman.  Let  me  say  this,  if  you  will  remember  when  ill 
Senator  was  present  this  morning,  the  witness  wanted  a  supdi^ 
mental  list,  because  the  minute  a  dealer  is  placed  on  the  blacU^^ 
ever^  one  of  the  some  8,000  bankers  in  the  United  States  who  m 
certified  to  make  loans  is  notified.    The  list  is  sent  to  the  8,000  baakn^  *" 
60  there  is  nothing  secret  about  it,  it  is  public  property. 

Senator  Lehman.  You  get  a  list  of  the  dealers  tnat  have  been  Uiek- 
listed? 

Mr.  Jeweit.  Insurance  companies  would  not. 

Mr.  ViESER.  We  don't  get  them. 

Senator  Lehman.  Mr.  Chairman,  I  want  to  make  it  clear,  if  Hm 
lists  are  already  a  matter  of  public  record  I  have  no  objection  to  is- 
eluding  them  in  our  record,  out  unless  they  are,  I  think  we  should 
give  some  thought  to  it. 

The  CHAHtMAN.  Let  me  say  this:  We  have  placed  in  the  recori 
today,  three  lists  of  dealers  who  have  been  blacklisted  by  the  FHA 
for  some  reason.  As  fast  as  the  FHA  blacklists  a  dealer  they  iin- 
mediately  sent  the  name  to  very  banker  in  the  United  States  who  il 
authorized  to  insure  title  I  loans  and  the  list  is  made  public,  it  is 
published  and  there  isn't  anything  secret  about  it  at  all. 

What  we  are  doing  here  today  is  not  making  anything  pubBe 
that  isn't  already  public.  It  is  amazing  to  me  that  here  is,  as  1  say, 
nine  full  pages  since  last  December  1. 

Here  is  uie  law — it  is  a  regulation  which  has  the  effect  of  law. 
We  are  a  Nation,  now,  that  is  being  run  by  regulations  that  have  the 
effect  of  law,  which  I  have  been  objecting  to  for  10  years  since  I  have 
been  in  the  Senate. 

If  the  insured  has  not  approved  the  dealer  as  provided  in  section  I  (a)  rf 
this  regulation  or  has  reason  to  withdraw  such  approval  the  proceeds  of  tit 
loan  shall  not  be  dispersed  until  the  insured  has  verified  aU  statements  con- 
tained in — 

and  so  on  and  so  forth.    I'll  not  read  the  other,  but  that  is  the  section, 
and  these  three  lists  we  have  put  in  today  come  under  that  category  I 
and  there  is  nothing  secret  about  it  at  all. 

We  had  a  witness  here  this  morning  who  had  a  later  list  than  lit 
put  in  the  record.  He  had  it  in  his  pocket.  He  was  from  a  savings 
bank,  I  think,  in  New  York  City.  He  testified  that  they  receivel 
these  lists — I  don't  know  whether  he  said  every  day  or  not.  Mr. 
Greene  is  here.    How  often  do  you  get  the  lists  out,  Mr.  Qreenet 

Mr.  Greene.  I  beg  your  pardon. 

The  Chairman.  You  don't  refer  to  these  people  as  being  blade- 
listed,  how  do  you  refer  to  it  ? 

Mr.  Greene.  It  is  a  precautionary  list.  When  a  condition  is  found 
in  the  territory  of  a  local  office,  the  State  director  finds  that  out  gen- 
erally first,  calls  the  builder  in  and  faces  him  with  the  facts. 

The  Chairman.  Do  you  mean  the  dealer? 
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Mr.  Orebnx.  The  dealer.  And  if  the  difficulty  is  not  corrected  by 
^e  efforts  of  the  local  director,  he  will  report  it  to  the  home  office 
ftnd  suggest  that  that  dealer  be  put  on  the  precautionary  list. 

The  Chairman.  Which  means  that  bankers  are  not  to  take  any  of 
his  paper,  is  that  it  ? 

Mr.  Greene.  No,  they  can  take  it  and  it  can  be  insured  but  they  are 
leauired  to  make  extra  examination  through  the  transaction. 

Senator  Ij^hman.  Would  you  repeat  that,  Mr.  Greene,  I  didn't 
hear  that 

Mr.  Greene.  They  may  take  the  paper  even  though  the  man  is  on 
the  precautionary  list  but  they  are  required  to  make  a  further  exam- 
ination as  to  he  work  being  done,  the  cost  of  it,  and  whether  or  not  it 
meets  all  of  our  requirements. 

The  Chairman.  In  other  words,  these  people  are  Under  suspicion, 
is  that  it? 

Mr.  Greene.  The  effect  of  it  though,  Senator,  I  must  say,  when  they 
are  on  the  precautionary  list,  the  banks  do  not  make  loans  for  them 
ontil  they  have  cleaned  it  up. 

The  Chairman.  You  issue  these  lists  how  often  ? 

Mr.  Greene.  No  special  time.  I  don't  believe. 

The  Chairman.  They  are  puolic  property  ? 

Mr.  Greene.  We  send  them  to  everyone  who  is  interested  in  making 
the  title  I  loans.   That  is  title  I  lending  institutions. 

The  Chairman.  They  go  to  all  the  banks  that  are  approved? 

Mr.  Greene.  That  is  right. 

Senator  Lehman.  Mr.  Chairman,  would  it  be  agreeable  to  you 
that  when  you  place  these  in  the  record,  instead  of  designating  these 
dealers  as  having  been  blacklisted,  you  designate  the  records  which 
foxk  are  placing  now  in  our  records  as  "List  of  dealers  subject  to  the 
provisions  of  regulation  VIII,  section  2." 

The  Chairman.  I  did  that  when  I  put  them  in  the  record. 

Senator  Lehman.  I  think  the  term  "black  list"  was  used,  not  only 
now  but  on  some  other  occasions. 

The  Chairman.  They  were  so  referred  to  by  some  of  the  witnesses. 

Senator  Lehman.  I  imagine  these  are  a  lot  of  little  fellows  work- 
ing in  small  towns,  as  I  look  over  the  list,  and  I  just  don't  want  to 
take  away  the  livelihood  of  these  people  by  damning  them  unless  they 
have  had  an  opportunity  to  be  heard. 

The  Chairman.  I  think  you  are  100  percent  right  except  the  Fed- 
eral Housing  Authority  has  seen  fit  to  put  them  on  the  list  as  unde- 
sirable and  warned  all  the  bankers  in  the  United  States  to  be  cautious 
jf  them  and  check  their  transactions  exceptionally  carefully.  I  think 
imder  those  circumstances  this  committee  ought  to  know  about  it. 
We  certainly  ought  to  know  about  it  We  certainly  don't  want  to 
io  any  harm  to  anybodjr. 

Senator  Lehman.  Since  they  are  a  matter  of  public  property  and 
lave  been  circulated  by  the  FHA,  I  withdraw  my  objection  with  the 
mderstanding  that  we  do  not  characterize  these  people  as  being  on 
I  blacklist,  due  to  a  certain  provision  in  the  law. 

The  Chairman.  What  else  is  that?  It  is  a  precautionary  list,  or 
I  blacklist. 

Senator  Bricker.  Perhaps  it  should  be  termed  a  "gray  list." 

The  Chairman.  I  don't  know  how  the  term  "blacklist''  got  in. 
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Senator  Lehman.  May  I  oontihue  my  jquestions?  I  am  gtiU  sot 
▼ery  clear  on  this.  I  agree  and  I  have  so  stated  on  a  nmnber  4 
occasions  during  these  hearings  that  there  should  be  a  very  defioili 
relajbiondiip  between  the  actual  cost  of  a  project  and  the  mortgigi 
that  is  issued.  However,  I  stiU  believe  that  the  language  of  y(»t 
second  para^aph,  while  it  may  not  describe  your  own  ^ling  or  yoib 
own  views,  does  contradict  the  paragraph  above  it  You  say,  "Tk| 
economic  value  of  a  house — ^it  should  be  emphasized,  however,  tint 
cost  alone  is  not  the  sole  factor  which  determines  the  value  of  a  projed; 
Hie  economic  value  of  a  housing  project  is  determined  by  a  projectia 
of  the  income  which  may  be  expected  over  a  period  of  years.  Gooi 
mortgage  lending  dictates  reconciliation  of  economic  value  and  actuil 
cost.'^ 

In  reading  that,  I  think,  without  an  explanation,  it  would  \ed 
me  to  believe  that  you  would  superimpose  upon  the  percentage  allot- 
able — ^percentage  of  the  ratio  between  a  o^t,  the  cost  factor,  andi 
mortgage— there  would  be  superimposed  another  factor,  due  to  * 
rental  value  of  these  properties. 

Mr.  ViESER.  I  would  like  to  clarify  that  and  say  that  we  believe  tW 
the  mortgage  should  not  exceed  the  stipulated  percentage  of  cost,ii 
that  we  are  in  agreement  on  audited  costs.  We  say,  nowever,  ii 
should  not  consider  cost  as  value  alone  but  you  shoufa  consider  eos 
nomic  value  and  we  will  go  a  step  further  at  this  point  and  sayil 
the  economic  value  is  lower  than  cost,  then  it  should  be  a  stipi ' 
percentage  of  the  economic  value. 

I  would  like  to  give  an  extreme  case  'You  have  a  cost  of  $1  millii 
It  may  have  an  economic  value  of  $1  million  and  a  half,  but  the  mo* 
gage  should  not  exceed  90  percent  of  that  million  dollars  cost.  How- 
ever, let  us  take  an  extreme  case  which  probablv  could  not  occur,  and 
we  construct  a  property  at  a  $1  million  cost  in  tne  center  of  a  desert  ia 
Arizona.  It  would  have  no  economic  value.  The  economic  vate; 
there  might  be  as  low  as  $100,000.  Certainly  we  would  not  predicate 
a  loan  oi  90  percent  of  that  million  dollars  cost,  because  it  would  h 
economically  unsound  and  therefore  if  the  economic  value,  becat* 
of  these  extraneous  conditions,  is  lower  than  the  cost,  you  should  not 
exceed  the  economic  value. 

Senator  Lehman.  Do  you  know  of  any  substantial  nxmiber  of  proj*' 
ects  in  which  the  cost  actually  exceeded  the  mortgages? 

Mr.  ViESER.  I  know  of  no  such  cases  myself,  Senator. 

Senator  Lehman.  Some  of  the  witnesses  have  testified  that  the»  I 
are  a  considerable  number  of  cases  of  that  sort. 

Senator  Bricker.  If  there  are  no  further  questions,  we  thank  yoi 
very  much. 

There  will  be  a  meeting  tomorrow  morning  at  10  o'clock.  The  ^ 
ness  will  be  Mr.  Warren  Olney,  Assistant  Attorney  General  in  chaigi 
of  the  Criminal  Division;  also  Mr.  Walter  L.  Greene,  Deputy  O^ 
missioner,  now  retired,  Federal  Housing  Administration ;  Ls  QtksA 
W.  Perce,  Deputy  Assistant  Commissioner,  Federal  Housing  Adminis- 
tration; Norman  P.  Mason,  Acting  Commissioner,  Federal  Housing 
Administration,  and  also  Mr.  Hollyday  has  asked  to  make  a  stat^ 
ment  at  this  time  which  he  will  be  permitted  to  do  if  he  so  desinB. 

We  will  recess  until  tomorrow  morning. 

(Whereupon,  at  3 :  05  p.  m.,  the  hearing  recessed  to  reconvene  at  10 
a.  m.,  Friday,  April  23, 1964.) 
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FBIDAY,  AFBIL  23,   1954 

United  States  Senate, 
Committee  on  Banking  and  Currency, 

Washington^  D.  0. 
nie  committee  met,  pursuant  to  recess,  at  10 :  05  a.  m.,  in  room  301, 
nate  Office  Building,  Senator  Homer  E.  Capehart   (chairman) 
esiding. 

Present :  Senators  Capehart,  Payne,  Goldwater,  Frear,  and  Lehman. 
The  Chairman.  The  committee  will  come  to  order. 
Our  first  witness  will  be  Mr.  Warren  Olney,  Assistant  Attorney 
oieral  in  charge  of  the  Criminal  Division,  Department  of  Justice. 
Mr.  Olney,  will  you  be  sworn  ?  Do  you  solemnly  swear  to  tell  the 
ith,  the  whole  truth,  and  nothing  but  the  truth,  so  help  you  God? 

8TIH0NT  OF  WABBEN  OLNET,  ASSISTANT  ATTOBNET  OENEBAL, 
CBIMINAL  DIVISION,  DEFABTMENT  OF  JUSTICE 

Mr.  Olney.  I  do. 

The  Chairman.  You  may  be  seated.  Do  you  have  a  prepared  state- 
Bnt,  Mr.  Olney? 

Mr.  Olney.  I  have  some  prepared  notes,  Senator. 
The  Chairman.  Then  why  don't  you  just  proceed  in  your  own  way 
id  possibly  we  will  ask  questions  as  you  go  along,  if  you  don't  mind. 
Mr.  Olney.  Beginning  on  last  Monday,  this  committee  has  been 
lakin^  public  inquiry  into  the  manner  in  which  the  Federal  Housing 
kAninistration  has  been  conducting  public  business  during  the  past 
tcade  or  more. 

The  testimony  already  taken  has  demonstrated  that  FHA,  beginning 
rith  the  close  of  World  War  II,  has  fostered  a  home  improvement 
Togram,  the  so-called  title  I  program,  which  rapidly  became  a  means 
or  organized  groups  and  swmdlers,  thieves  and  crooked  salesmen  to 
heat  and  defraud  literally  thousands  of  small-home  owners. 
The  testimony  has  also  shown  that  during  the  same  period,  FHA 
Iso  fostered  a  rental  construction  program,  the  so-called  section  608 
rogram,  which  has  enable  unscrupulous  promoters  to  pocket,  at  the 
^nse  of  the  public,  hundreds  of  millions  of  dollars  in  the  form 
•  windfall  profits. 

Although  Doth  these  programs  were  developed  by  FHA  under  laws 
acted  by  Congress,  it  is  perfectly  apparent  that  the  results  were 
ver  intended  bv  Congress.  The  testimony  taken  before  this  com- 
ittee  has  also  shown  that  as  soon  as  the  perverted  results  of  these 
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two  FHA  programs  were  called  to  the  attention  of  the  Ezecpti 
President  Eisenhower  took  immediate,  drastic  administrative  actki 
correct  the  condition. 

The  development  of  this  picture  before  the  committee  leads,  nil 
ally,  to  the  question  of  the  extent  to  which  the  criminal  laws  mavl 
been  violated  and  whether  it  is  reasonable  to  expect  that  the  deplofi 
conditions  which  have  been  revealed  can  be  remedied  by  crim 
prosecutions. 

I  am  grateful  to  the  committee  for  this  opportunity  to  appeal 
behalf  of  the  Department  of  Justice  to  discuss  the  criminal  a^>ed 
this  matter,  as  we  see  them.  I  intend  to  discuss,  this  morning,  p 
cipally  the  criminal  aspects  of  both  title  I  and  section  608  progn 
discussing  the  techniques  that  appear  to  have  been  in  general  us 
each,  and  the  several  criminal  statutes  that  might  possibly  be  q 
cable. 

I  shall  also  relate  something  of  what  the  Department  of  Justice 
already  done  in  connection  with  this  problem,  and  what  it  is  is 
process  of  doing. 

I  am  sure  the  omunittee  wiU  bear  in  mind  that  my  treatmen 
this  problem  will  not  extend  beyond  its  criminal  aspects,  and  1 1 
make  no  attempt  to  discuss  any  of  the  broad  and  important  ecom 
considerations  that  are  basic  in  the  FHA  concept. 

Addressing  myself  to  the  criminal  aspects  of  the  title  I  pro^ 
I  want  to  begin,  first,  by  enumerating  some  of  the  possible,  apphc 
criminal  laws  that  might  be  applied  to  the  transactions  condn 
under  title  I.  There  is,  first,  section  1001,  title  18,  which  is  thoi 
eral  section  of  the  Criminal  Code,  which  makes  it  an  offense  to  n 
false  statements  and  file  false  statements  with  Government  agem 

There  is  also  a  specialized  section,  section  1010  of  title  18,  yA 
makes  it  a  criminal  offense  to  file  false  statements  with  a  private  b 
ing  institution  when  it  is  known  that  those  statements  are  to  be  util 
in  FHA  loans. 

There,  of  course,  also  are  the  general  bribery  statutes  which  mi 
come  in  those  cases  where  evidence  is  developed  of  collusion  and] 
ticipation  in  some  of  these  transactions  on  the  part  of  any  pu 
official. 

There  is  also  available  in  the  legal  arsenal,  the  conspiracy  stal 
It  could  be  conspiracy  to  violate  section  1010,  for  example,  as  a 
sible  means  of  attack. 

Now,  it  is  important  to  note  that  in  that  list  of  applicable  1 
there  is  no  Federal  law  which  makes  the  swindle  perpetuated  oi 
homeowner  under  title  I  a  Federal  crime. 

There  is  one  other  aspect  of  this  matter 

The  Chairman.  You  say  it  does  not  make  it  a  Federal  crime  f 

Mr.  Olney.  It  does  not.  It  may  be  a  violation  of  State  h 
cheat  and  defraud  the  homeowner. 

The  Chairman.  Is  that  an  oversight  or  weakness  in  the  law  f 

Mr.  Olney.  No,  sir,  it  is  basic  on  the  jurisdictional  differeno 
tween  the  Federal  and  State  Grovernments. 

The  Chairman.  There  is  no  way,  then,  that  we  can  tighten  thi 
to  protect  against  that  ? 

Mr.  Olney.  I  doubt  that.  I  doubt  that  that  could  be  dona 
any  rate,  the  law  does  not  now  cover  it. 
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There  is  another  aspect  of  this  matter  which  did  exist  until  recentlj 

bich  is  worth  taking  into  considerationj  and  that  is  the  investigativG 

risdictions  for  offenses  of  this  kind* 

The  FBI,  of  course,  has  general  jurisdiction  to  investigate  most 

^deral  offenses,  and  among  these  statutes  I  have  enumerated,  viola- 

ms  of  section  lOOlj  for  example,  are  in  FBI  jurisdiction.    That  is, 

it  is  a  false  statement  filed  with  the  Government  or  with  some  Grov- 

ninent  agency,  it  is  a  matter  which  the  FBI  investigates* 

But  formerly,  until  a  week  or  so  ago,  the  j  iirisdiction  to  investigate 

;^tion  1010  was  not  within  FBI  jurisdiction,  but  was  investigated  by 

©  compliance  section  of  FHA,  itself*     It  is  a  special  statute  which 

%s  partieulariy  enacted  for  FHA,  and  not  by  law,  but  by  custom, 

Urtmg  way  b[ick,  as  long  ago  as  1935. 

The  Chairman*  It  isn't  quite  clear  to  me  what  you  mean*    Do  you 

lean  FHA  did  their  own  investigating,  rather  tlian  the  FBI  t 

1  Mr,  Oi-NBT*  That  is  right, 

I  The  Chairman*  And  for  what  reason,  will  you  state  again,  please ! 

Mr.  Oi^ET.  That  is  not  founded  on  statute,  but  was  established  bj 
(Qstom  as  long  ago  as  1935. 

The  Chairman.  Do  you  mean  when  the  FHA  law  was  enacted t 

Mr.  Oi*NET-  That  is  right. 

The  purpose  of  it  is  to  prevent  interference  by  one  investigative 
p&ncy  with  another,  and  to  avoid  the  complications  of  overlapping 
(irisdiction  and  the  like. 

The  Cii AIRMAN.  Are  you  saying,  then,  up  until  recently  that  FHA 
ad  complete  100- percent  responsibility  for  their  own  compliance? 

Mr.  Olnry.  Tliey  had,  I  would  say,  99  percent  of  the  responsibility* 
Taev  had  the  responsibility  to  investigate  violations  of  section  1010* 
Hpbw,  for  example.  Senator,  when,  as  occasionally  happens,  a  de- 
firoded  homeowner  would  complain  to  the  United  St-ates  attorney  or 
>  the  FBI,  that  complaint  would  not  be  investigated  by  the  FBI  but 
^ould  be  referred  by  the  FBI  to  FHA  for  investigation  by  their 
(ompliance  Division* 

Tliere  has  been  a  continual  reference  of  the  complaints  involved  in 
itie  I  bv  defrauded  homeowners,  by  the  FBI  to  FHA. 

The  Chairman.  Do  you  have  any  knowledge  or  records  in  the  De- 
partment of  JuJitJce  as  to  whether  the  FHA  did  or  did  not  take  action 
kUd  invesstigate  I 

Mr.  Olney.  Yes;  we  do,  of  course*  We  have  in  the  Department 
lies  the  record,  beginning  in  1935,  under  which  the  understanding 
i?as  reached  between  the  Department  of  Justice  on  the  one  hand,  and 
FHA  on  the  other,  as  to  this  line  of  demarcation. 

The  Chairman.  1935? 

Mr.  Olniti'*  That  is  when  it  began. 

The  Chairman.  And  it  carried  through  up  until  recently? 

Mr.  Olney*  That  is  until  Monday  of  this  week. 

The  CiiAiKMAN.  Until  Monday  of  this  week? 

Mr.  Ot.NET,  Tliat  is  right*  I  think  that  was  tlie  date.  At  any  rate, 
J  was  the  date  the  President  took  action  on  this  thing. 

The  Chairman.  Up  until  the  day  the  President  took  action? 

Mn  O1.NKT.  Yes. 

Tlie  Chairman.  Do  you  have  any  idea  of  how  many  hundreds  or 
iQusands  or  whatever  it  is,  of  complaints  and  violations  have  been 
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handled  or  turned  in  or  uncovered?    Any  record  of  it  at  all,  or  u^j 
idea? 

Mr.  Olney.  We  have  no  idea  of  the  total  number.    We  know  I 
it  runs  into  thousands.    As  I  will  proceed  to  relate  when  I  get  to  tk] 
techniques  that  have  been  used,  the  techniaues  themselves 

The  Chatrmak.  When  you  say  ^^thousanos,"  you  mean  from  thed 
of  the  law  starting  back  in  1935  ? 

Mr.  Olney.  It  would  be- a  great  many  thousands  starting  then.  t| 
would  say  it  would  be  thousands  in  a  vear. 

Tlie  Chairman.  Thousands  a  year? 

Mr.  OiiNBT.  A  year,  of  these  things^  at  least    But,  as  you  will  m 
[  tnat  is  used  is  to  mvolve  the  victim  in  some  kid 


one  of  the  techniaues 

of  illegal  action,  himself,  which  cuts  down  the  number  of  complaiflhil 
very  materially.  It  is  one  of  the  oldest  tricks  in  the  bunko  racket,  sil 
it  has  been  used  veiy  extensively  here. 

The  Chairkan.  You  are  going  to  describe  it  to  us  ? 

Mr.  Olney.  Yes;  I  am. 

The  Chadeiman.  Thank  you. 

Mr.  Olney.  I  wanted  to  mention  these  statutes,  and  how  these  iDit^> 
ters  have  been  investigated  in  the  past. 

The  Chairman.  Let  me  review  that  again  because  I  think  you  tfii 
touching  on  something  we  are  going  to  have  to  give  some  consideratioi 
to  in  this  committee  in  writing  this  new  law.  1 

You  say  that  up  until  the  day  the  President  took  action,  which  wis' 
a  week  ago,  I  think,  last  Monday,  that  bv  an  arrangement  oetween  fiift 
Department  of  Justice  and  FHA,  FHA  handled  all  their  own  coBfci 
pliance  cases  and  the  Department  of  Justice  and  the  FBI  didnt  tonA 
any  of  them  ? 

Mr.  Olney.  The  FBI  did  not,  Senator.  The  Department  of  Jus- 
tice prosecutes  them  all  through  the  Criminal  Division. 

The  Chairman.  Prosecuted  them  when  FHA  asked  you  to  do  sol 

Mr.  Olney.  That  is  right. 

The  Chairman.  But  FBI  had  nothing  to  do  with  them  at  all,  under 
this  arrangement. 

Mr.  Olney.  No,  sir. 

The  Chairman.  And  did  you  say  you  did  or  did  not  think  thatiw 
can  correct  the  law  to  permit  FBI  to  handle  them  instead  of  FHAJ 

Mr.  Olney.  Senator,  the  correction  has  already  been  made.  B 
doesn't  take  the  law. 

The  Chairman.  The  correction  was  made  by  Executive  order;  is 
that  right? 

Mr.  Olney.  That  is  right.  Mr.  Cole  wrote  a  letter  requesting  that 
the  FBI  assume  that  jurisdiction  and  the  Attorney  General  dlrectsed 
them  to  do  so,  and  as  of  this  time,  the  FBI  does  assume  jurisdidaon 
to  investigate  section  1010,  as  well  as  section  1001,  and  any  other  ca» 
that  involves  fraud  against  the  United  States  in  any  of  these  agencies. 

The  Chairman.  Would  you  know  why  FHA  officials  over  the  years, 
knowing  there  were  thousands  of  these  cases  each  year  as  you  have  just 
testified,  would  permit  that  situation  to  exist  ?  What  was  the  purposel 
They  have  testified  here  that  they  didn't  have  enough  people  to  do  it 
If  they  didn't  have  sufficient  people  to  do  it,  then  why  didnt  they  tA 
the  FBI  to  do  it? 

Mr.  Olney.  When  this  arrangement  was  first  set  up,  there  were  00 
such  numbers  of  cases  as  we  have  had  in  later  years.    I  am  satisfied 
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that.  It  was  not  an  arraogement  arrived  at  in  the  face  of  this 
idition*  Rather,  the  condition  may  have  resulted  in  some  part  from 
s  exclusion  of  an  adequate  inyestigating  force  from  this  field, 
rhe  Chaikhax.  In  other  words,  it  may  have  built  up  hecause  these 
aple  knew  tiiere  was  no  method  of  catching  them ;  is  that  what  you 
»  saying? 

Mr.  Olnet,  Well,  I  think  that  had  a  great  deal  to  do  with  it;  yes* 
The  Chairman.  You  are  gfjing  to  give  us  the  pattern  of  how  they 

it? 

Mr,  Olket.  Yes ;  I  am.  The  techniques  that  have  been  used  under 
is  statute.  This  requires  some  dit^cusHion  of  the  details  of  tr ansae- 
ms  under  title  I* 

Under  the  provisions  of  title  I,  section  2,  of  the  National  Housing 
;t,  the  Federal  Housing  Administrator  was  authorized  to  insure 
proved  lending  institutions  against  loss  w*hich  tliey  may  sustain 
a  result  of  loans  or  advances  of  credit  made  by  them  lor  the  purpose 
financing  the  cost  of  repairing  and  modernizing  homes^  commercial 
d  industrial  property. 

rhe  original  section  of  the  act  has  been  subsequently  reenacted  and 
tended*  It  was  a  part  of  the  plan  to  assist  in  the  general  improve- 
nt  of  the  economic  factor  of  the  countrj^  which  reached  a  low  ebb 
the  19S0  s.  In  its  early  life  it  was  destined  to  afford  employment  in 
i  construction  and  modernization  industry. 

[n  the  post -World  War  II  years  the  plan  contributed  to  the  relief 
the  housmjg  shortage  by  the  conversion  and  modernization  of  sub- 
-mal  and  limited  capacity  housing  but  it  should  be  noted  that  from 
\  inception  of  the  progiam  through  April  1953,  over  $6  billion  in 
ns  wer©  insured  by  FHA  under  tlie  authority  of  title  I,  section  2. 
w^  the  regulations  promulgated  under  the  act  provided  for  insur- 
^^  under  FH^l,  of  the  lendnig  institutions  against  losses  they  might 
nr  on  loans  made  in  conformance  w  ith  the  regulations,  up  to  10 
xent  of  the  aggregate  net  amount  advanced  by  the  insured  institu* 
1. 

rhe  FHiV  on  tlus  plan,  and  according  to  its  regulations,  insures  the 
ding  institutions  and  not  the  loan.    That  is  of  some  importance 
ause  it  relates  to  wliere  the  documents,  if  there  are  false  documents 
t  are  filed,  may  be  filed, 
rhe   Chairman,  Now,  say  that  again,    It   insures  the  lending 

jicy 

dr.  Olket,  It  insures  the  lending  institution  and  not  the  loan. 

The  Chairman,  In  other  words^  it  insures  the  bank  and  not  the 

ciflc  loan! 

Ir,  Olnet,  That  is  righL 

fow,  the  regulations  specify  the  type  of  improvement  for  which  the 

ns  may  be  used  and  they  set  forth  precautionary  rules  for  the  lend- 

institutions,  guidance  in  gi-anting  loans,  and  purchasing  obliga- 
is.  The  lending  institutions  must  be  FHA  approved  and  tlie  hold- 
of  the  contract  of  insurance  with  the  FHA.  The  contracts  are 
oted  automatically  to  certain  institutions  such  as  members  of  the 
leral  Reserve  System  and  banks  insui'ed  by  the  FDIC,  and  so  forth, 
ler  lending  institutions  may  qualify  by  application.  The  contract 
r  be  terminated  on  short  notice — 5  days — if  the  institution  among 
>r  things  is  not  exercising  proper  judgment  or  not  exercising  normal 
»  in  selecting  those  from  whom  it  purchases  paj^er. 
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According  to  the  advice  of  qualified  knding  iiistiti;ttioB8^  the  nl»| 
of  losses  over  the  ^ears  has  been  l6w  enough  to  be  effectively  oonnl 
by  the  authorized  insurance  reserve. 

Now,  those  thin^  are  important,  because  it  shows  the  actual  eontnl 
which  FHA  has  always  had  over  the  lending  institutions.  They  at 
crack  down  on  them  and  shut  off  undesirable  practices  any  time  %: 
want  to  do  so. 

Concern  has  arisen  principall;^  in  this  field  in  the  purchase  of  pi^ 
from  dealers  by  authorized  lenmn^  institutions. 

The  difficulty  has  not  arisen  prmiarily  with  the  case  of  the  hmt 
owner  who  goes  himself,  in  person,  to  a  bank  or  loaning  institate 
and  makes  his  own  arrang^nents  for  the  loan. 

The  Chaibmax.  You  say  that  has  not  been  the  trouble  where  th 
individual  made  his  own  loan,  and  made  his  own  deals  ? 

Mr.OLNET.  No,  sir.  Tlie  trouble  has  been  almost  entirely  with  tboi 
dealers  who  make  the  deal  with  the  homeowner  and  bring  the  ptpv 
to  the  lending  institution  and  get  money  for  the  paper  there. 

The  Chairman.  In  other  words,  where  the  dealer  enters  the  ham 
and  makes  the  arrangement  and  then  takes  the  paper  to  the  bask 
and  handles  the  whole  business. 

Mr.  Oi;net.  Yes. 

The  Chairman.  Where  the  homeowner,  of  his  own  accord,  gM 
to  the  bank,  borrows  the  monev  and  proceeds  to  spend  it  with  wbnfr' 
ever  he  cares  to,  and  on  what  basis,  that  is  the  least  of  the  proUois, 
is  that  it? 

Mr.  Olnet.  Yes.  I  think  in  those  respects  the  program  has  woiM  I 
without  fraud. 

The  Chairman.  That  is  based  upon  the  thousands  or  hundreds  of 
cases  that  the  Department  of  Justice  has  handled.  Is  that  your  basis 
for  that  statement? 

Mr.  Olnet.  Yes,  sir.  The  basis  for  that  statement  is,  Senatoi^ 
we  have  not  had  one  single  criminal  complaint  involving  fraud,  to 
my  knowledge,  where  the  homeowner  himself  went  direct  to  the  infili- 
tution  and  made  his  own  loan. 

The  Chairman.  That  is  the  basis  for  your  statement? 

Mr.  Olnet.  That  is  right  We  have  had  a  great  many  compkiulB 
about  these  deals. 

Mr.  Cossack,  my  assistant,  tells  me  that  I  am  mistaken  in  making 
such  a  categorical  statement,  that  there  have  been  a  few  cases  te 
homeowners,  but  certainly  they  are  n^ligible  in  comparison  wiili 
the  number  of  complaints  that  have  arisen  from  dealers* 

Senator  Lehman.  When  you  talk  about  the  arrangements  beifll 
made  directly  by  the  homeowner  with  the  bank.  I  assume  you  do 
not  refer  to  direct  loans  by  the  banks  but  loans  made  under  title  I( 

Mr.  OiiNET.  Yes;  that  is  what  I  am  referring  to. 

Senator  Lehman.  You  say  that  in  many  complaints  of  fraud  in 
connection  with  loans  made  in  negotiations  between  the  dealer  ani 
the  banks,  do  those  complaints  of  fraud  relate  also  to  any  banks! 

Mr.  Olnet.  They  relate  primarily  to  the  dealers.  Senator,  but  in 
later  years  there  has  been  an  increasing  number  or  complaints  and 
rumors  that  officials  in  the  banks  were  themselves  involved  in  some 
of  these  frauds.  There  have  been  rumors,  for  example,  that  the  FHA 
man  in  certain  lending  institutions  was  getting:  $50  from  one  of  thfl» 
dealers  for  every  one  of  those  deals  he  approvM. 
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X.    There  have  been  at  least  1  or  2  instances  in  which  that  fact  has 
been  ascertained. 
SMcted  with  that. 


^  *■ ascertained.    However,  there  is  more  rumor  and  less  fact  con- 


^*  Senator  Lehman.  When  you  get  those  complaints — ^which  are  not 
sufficiently  developed  for  the  Justice  Department  to  take  action,  it- 
*4BeIf— do  you  report  the  matter  to  the  superintendent  of  banking  of 
^-:^lie  State  in  which  the  fraud  is  alleged  to  have  taken  place,  or  to  the 
■^  JPederal  Reserve  Board  in  the  event  it  is  a  Federal  bank? 

Mr.  OMfBT.  Senator  these  things  have  usually  come  to  our  atten- 

'  '^^ion  after  action  has  abeady  been  taken  by  some  other  appropriate 

^^^mtgeacy.    Sometimes  the  bank  has  gotten  onto  the  fact,  itself,  and  has 

jBxed  a  man.    Sometimes  there  have  been  local  prosecutions  for  fraud, 

-  in  which  tiie  bank  man  may  have  been  named  as  a  party. 

That  is  the  way  in  which  we  have  usually  learned  of  these  things. 

-  •     To  continue,  the  liberality  of  the  regulations  very  early  in  the 
-^Togrsm  invited  abuses  by  unscrupulous  buyers  and  dealers.    The 
rxncentive  to  curb  these  abuses  was  somewhat  diminished  by  the  insur- 
ance provision  and  the  low  loss  rate,  as  well  as  the  absence  of  regu- 

-JjAticHis  requiring  investigation  into  the  transactions. 

After  World  War  II,  shortage  of  materials,  as  well  as  the  need  for 
ianore  adequate  housing  and  improvement  of  the  existing  dwellings, 

*  Ixrought  on  the  scene  an  army  of  unscrupulous  dealers  and  salesmen 

*  4d  take  advantage  of  the  soft  pickings. 

*  The  Chairman.  That  was  right  aiter  the  war? 
Mr.  Olney.  Yes;  it  was. 

*  Now,  large  numbers  of  so-called  dealers  in  roofing  and  siding  and 
"•lieir  salesmen  through  deceitful  ruses  obtained  mwiernization  con- 

**itfacte  to  be  financed  by  title  I  loans.  Subsequently,  the  field  was 
^  «rtended  to  fire-detection  devices,  water  softeners,  furnaces,  house 
^    :3P^inting,  garbage  disposals,  patios,  house  insulation,  Venetian  blinds, 

*  and  even  barbecue  pits. 

f*    '  Along  with  the  avarice  dealers  there  arose  a  band  of  high-powered 

*  «alesmen  replete  with  Cadillacs  and  fancy  dress,  often  operating  as 
independent  contractors  and  known  in  the  profession  as  dynamiters, 
lacanse  of  their  high-pressure  sales  ability,  or  suede-shoe  business 

?   %acause  of  their  fancy  dress. 

Although  this  appears  that  shady  dealers  were  responsible  to  a 
■    large  degree  for  the  corrupt  practices  in  this  field,  the  work  of  these 

*  ibnamiters  is  spectacular  and  most  effective  in  the  field  of  selling 

woddy  and  incomplete  jobs  at  exorbitant  prices  through  deceit. 

^Xheee  dynamiters  operate  with  invasion  tactics.    They  have  advance 

^BiBn  or  canvassers  who  proceed  to  search  out  likely  prospects  and 

Qoften  them  up  for  sale.    The  advance  man  introduced  tne  dynamiters 

«s  our  vice  president  from  Chicago,  or  other  equally  high-sounding 

terms.    The  dynamiter  approaches,  usually  fronted  by  &s  Cadillac, 

^^th  smooth  manner  and  expensive  dress.    He  is  a  master  of  persist- 

«icy  and  cajolery  and  the  victim  finds  that  he  has  signed  a  contract 

mnd  note  and  often  a  completion  certificate  for  a  modernization  job 

mt  excessively  high  prices  even  before  the  job  is  started. 

Senator  Jbear.  Do  you  mind  being  interrupted  as  you  go  along? 
Mr.  OiNEY.  No,  not  at  all,  sir. 

Senator  Freak.  Is  this  last  reference  you  have  been  talking  about 
^^rictly  title  I. 

Mr.  Olkey.  This  is  title  I,  strictly. 
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Senator  Frear.  In  1946  or  1947.  immediately  after  the  conduagi 
of  the  war,  in  a  statement  just  a  snort  while  ago,  I  believe,  yoaflnl 
that  these,  highjackers  or  dynamiters  went  out  selling  people  ontti 
idea  that  they  should  remodel  and  mostly  those  who  were  guilty  mi 
the  dealers  in  siding  and  roofing  and  so  forth. 

.  Was  there  an  ample  supply  of  those  materials  that  necessitated  tlM 
people  going  out  and  doing  tha,t  ?  It  seems  to  me  there  was  a  shoitigi 
of  materials  about  that  time. 

Mr.  Olney.  Well,  I  think  there  was  a  shorta^  of  materials  at  Alt 
time,  and  I  don't  believe  that  these  people  were  m  that  field  to  SHui 
economic  need.  They  were  in  there  because,  as  swindlers  and  fai|^ 
binders,  th^  discovered  a  soft  place. 

Senator  ^^rear.  In  other  words,  I  suppose  in  getting  $100  a  thonsoii 
for  siding,  through  this  means  they  could  gel  $200. 

Mr.  Olney.  On,  yes,  they  sold  for  2  or  3  times  what  it  cost 

Senator  Frear.  Then  it  was  a  matter  of  getting  more  for  the  pvoi* 
uct  through  that  means  than  they  could  through  the  ordinary  ads 
channel? 

Mr.  Olnet.  Exactly.  The  competition  of  these  racketeers  has  bett 
almost  ruinous  to  legitimate  dealers.  They  have  great  cause  to  oqd- 
plain  that  they  have  been  subjected  to  this  type  of  racketeering  loi 
competition. 

Senator  Frear.  Was  this  pretty  universal  or  were  these  highjadoO 
centralized? 

Mr.  Olney.  It  is  surprisingly  widespread.  As  I  intended  to  leW^ 
later,  we  first  became  aware  of  this  on  the  west  coast  and  thou^tlW 
it  might  be  local,  and  had  a  survey  made  which  showed  that  it  is  not 
confined  to  any  one  or  a  few  even,  of  the  FHA  regions,  but  it  has  be* 
widespread  in  nearly  all  parts  of  the  country. 

Senator  Frear.  Did  you  first  become  aware  of  it  about  that  tinM) 
1946  or  1947? 

Mr.  Olney.  No,  sir,  I  did  not  become  aware  of  the  thing  until  W» 
in  the  sprin*^  of  last  year. 

Senator  Frear.  When  did  FHA  become  aware  of  it  ? 

Mr.  Olney.  That  would  be  very  hard  to  say,  but  it  seems  to  meii' 
credible  that  the  FHA— take  the  FHA  Director  of  title  I,  that  he  44 
not  know  of  this  from  the  beginning. 

Senator  Frear.  In  other  words,  you  think  he  did! 

Mr.  Olney.  It  seems  almost  unbelievable  to  me  that  he  could  not 
have.    I  can't  say  that  he  did. 

Senator  Frear.  If  he  knew  about  it,  why  was  it  permitted  to  go  on' 

Mr.  Olney.  He  must  have  known  about  it  or  he  should  have  knowi 
about  it. 

The  Chairman.  You  say  it  has  been  going  on  for  years? 

Mr.  Olney.  Indeed  it  has. 

Senator  Frear.  I  think  I  asked  the  question — ^I  am  sure  you  didn^ 
try  to  avoid  it — if  he  knew  about  it,  why  didn't  he  stop  it  f 

Mr.  Olney.  Well,  Senator,  of  course,  I  can  only  speculate  as  to  tl 
motivation  there,  but  I  can  say  this  about  the  kind  of  reasoning  tha 
^e  have  heard  from  FHA  ofiicials  on  this  program.  They  ta^  ii 
position  that  they  are  not  a  public-service  agency.  They  take  th 
position  that  they  are  a  lending  agency.  They  tnink  of  themsehe 
as  a  bank.  They  frequently  describe  themselves  as  being  in  part 
nership  with  the  promoter  and  with  the  contractor  and  with  ft 
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„ing  institution.    They  conceiv©  that  they  have  no  responsibility 

^for  the  victim  of  these  swindles  \  they  think  that  so  long  as  the  papers 
Itre  regular  on  their  face^  so  long  as  there  is  no  resulting  loss  to  the 
tCoveriiment,  that  they  can  wash  their  hands  of  all  responsibility  for 
^hat  has  been  ^oing  on, 

f  Senator  Frilve,  Do  you  think  that  they  help  to  stimulate  the  flow 
'of  these  "highjackers"  into  the  public  market? 

Mr.  Olxet-  Unqestionably  the  program  did*  The  whole  thing 
|couIdn't  have  been  done  without  the  program, 

j  The  CiiAXRMAN-  I  would  like  to  say  I  think  the  witness  testified 
jbefore  you  came  in,  Senator  Frear — ^rou  and  Senator  Lehman  and 
possibly  Senator  Payne^that  up  until  Monday  when  the  President 
look  action,  the  understanding  between  FHA  and  the  Department 
bf  Justice  and  FBI  was  that  FHA  was  to  do  all  its  own  policing. 
That  the  FBI  had  no  jurisdiction,  or  at  least  did  nothing  about  it 
up  until  that  time,  and  that  condition  existed  from  the  beginning 
bi  the  law  back  in  January  1D35  up  until  2  weeks  ago  next  Monday. 

Did  I  properly  st-ate  your  position? 
f   Mr,  Olnitt,  Yes,  sir. 

*  Now,  I  want  to  say  this  about  the  efforts  that  FHA  did  tjtke. 
They  did  go  through  some  motions  that  looked  like  a  cure  for  this 
eondition. 

For  example,  they  had  what  they  called  a  precautionary  list  that 
was  intended  to  be  a  blacklist.     '^iTot'*  salesmen^  bad  companies^  and 
things  of  that  sort  would  get  on  that  list. 
'   The  Chaibman.  They  would  send  that  out  to  the  banks? 
I   Mr,  Oljtet,  That  woTild  go  to  the  lending  institutions. 

The  CiTAijtMAN,  That  is  the  list  we  put  in  the  record  here,  on  yes- 
terday. 

'  Mr.  Olnzt*  That  is  supposed  to  be  a  warning  But  the  thing  is 
Just  as  simple  to  circumvent  as  can  be.  All  the  salesman  had  to  do 
Was  to  change  the  name  under  which  he  operates,  and  they  did  that 
regularly  and  svsteniatically.  Some  of  them  mad©  arrangements 
lo  that  they  would  change  their  names  every  10  days  or  every  2  we^Ics, 
iomething  of  that  sort,  under  which  these  deals  were  handled. 
'   The  CHArRMAx,  This  is  still  title  I  you  are  talking  about? 

Mr*  OcKEY.  This  is  still  title  I, 

The  CHAiRirAN.  Furthermore,  there  have  been  notorious  companies 
that  did  not  get  on  the  precautionary  list,  and  no  one  explained  why 
Ihey  did  not,  Tliere  is  one  company  out  on  the  west  coast  which 
is  presently  under  investigation.  One  of  the  worst  in  the  country, 
In  the  field.  For  a  long  period  it  did  not  get  on  the  prec^utionaiy 
Sst — notwithstanding  that  the  San  Diego  office  of  FHA  had  recom- 
nended  they  be  put  on  the  list.  So  that  the  list,  although  it  exists, 
las  never  been  eliective  in  controlling  this. 

Senator  Frear,  It  would  be  impossible  to  keep  it  up  to  date  accord- 
ng  to  what  you  have  said. 

Mr,  Olnzy.  Well,  it  virtually  is. 

Senator  Feear,  Did  the  FHA  submit  to  the  Department  of  Justice 
jny  violation — in  other  words j  Senator  Capehart  has  just  said  that 
ip  until  2  weeks  ago  or  whenever  the  notice  was  made,  that  the 
iol icing  was  all  done  by  FHA — did  they  at  any  time  submit  to  the 
Apartment  of  Justice  violations  that  occun^a  under  title  I! 
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Mr.  Olney.  Yes;  they  did.    Some. 

The  Chairman.  Would  they  submit  them  to  you  only  wh^  tbf 
were  ready  to  prosecute,  was  that  it,  when  they  wanted  them  prw- 
cuted? 

Mr.  Olney.  That  is  right. 

The  Chairman.  Because  under  the  law  you  do  all  the  prosecirtkl 
for  FHA? 

Mr.  Olnet.  That  is  right. 

The  Chairman.  They  do  all  the  investigation  and  their  own  pofifr 
ing,  but  you  do  the  prosecution  ? 

Mr.  Olney.  That  is  correct. 

But  let  me  explain  the  kind  of  violation  that  occurs  and  that 
submitted.    The  FHA  jurisdiction  is  on  this  section  1010,  which  ii 
volves — makes  it  a  criminal  offense  to  submit  false  statements  to 
private  lending  institution  when  they  know  it  is  going  to  be 
to  get  FHA  insurance.    That  is  the  gist  of  the  thing. 

There  were  very  few  cases  of  that  kind  submitted  by  FHA,  becai 
there  were  very  few  complaints  made  to  the  Federal  Govemmai 
about  it,  for  this  reason,  that  to  come  under  that  section  there  hi 
to  be  some  kind  of  a  document — ^maybe  the  application,  maybe  ti 
statement  that  there  has  been  a  downpayment  on  the  loan,  or  til 
certificate  of  completion  or  some  other  statement,  which  is  fala 
Now,  those  statements  are  almost  invariably  signed  by  the  victi 
The  bunko  man  comes  in,  he  sells  them  a  bill  of  goods  on  this  thii 
he  gets  them  to  make  out  papers.    Deliberately  they  will  have  k 
represent  in  the  application  that  a  downpayment  has  been  made  yfh 
it  has  not.    And  it  is  the  victim  who  signs  that  thing,  so  that  whffli 
comes  to  spelling  out  who  is  guilty  of  a  criminal  offense  under  thi 
1010  section  you  start  off  with  the  sucker,  himself,  as  being  the  felta 
who  violated  the  law  by  signing  the  statement  which  was  filed  thi 
is  alleged  to  be  false.    So  with  that  kind  of  thing  very  obviously  yoi 
don't  get  very  many  people  who  come  in  and  complain. 

I  want  to  say  that  this  has  developed,  too,  in  these  cases:  Thai 
bunko  men  are  well  aware  of  the  vulnerability  of  the  people  wh 
they  have  swindled  and  where  there  are  complaints  made  and  I 
victim  gets  restless,  there  has  been  case  after  case  of  threats  thatth 
will  have  the  victim  prosecuted,  that  they  will  only  be  getting  thtf 
selves  into  trouble,  pointing  out  the  false  statement  that  the  vicii 
himself  signed  on  the  thing,  and  complaints  have  been  kept  to  ateMU 
a  minimum  for  that  reason. 

And  one  of  the  reasons  that  the  Department  of  Justice  didn't  csii 
onto  this  thing  sooner,  and  that  those  of  us  who  were  new  there  Ji 
not  become  aware  of  this  quickly  is  because  of  the  small  number  ( 
complaints  the  Federal  agencies  get.  But  if  you  go  to  the  SW 
fTovernments,  the  police,  and  the  better  business  bureaus,  there  rt 
]ust  stacks  of  complaints  by  poor  people  who  have  been  swindled  ci 
this  deal. 

Senator  Frear.  Has  this  come  through  rules  and  regulations  of  A 
FHA — what  I  am  trying  to  secure  there  is  this,  were  we  lax  here,^  ' 
writing  the  FHA  law?     Should  we  have  been  more  restrictive 
only  in  title  I  loans  but  in  other  loans  where  insurance  is  guarani 
by  the  Government?     Most  of  this  has  been  done,  or  not, 
rules  and  regulations  of  the  FHA. 
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\lr.  O1.NBY.  Yes,  sir;  most  of  it  has  been  done  through  rules  and 

:ulations.    The  statutes  are  very  general  and  very  broad.    It  is  a 

se  statute.    It  is  a  great  grant  of  authority  and  it  is  supposed  to  be 

ninistered  under  the  regulations  that  are  set  up  by  FHA  itself. 

^nator  Frear,  We  have  had  testimony,  as  you  perhaps  know, 

Eore  this  committee — witnesses  since  we  have  started  here — stating 

it  they  would  recommend  no  change  in  the  law. 

Mr.  C&^EY.  Well,  I  think  you  are  getting  me  beyond  what  is  really 

f  field  where  I  am  competent  to  speak. 

Now,  it  depends  upon  what  the  objectives  of  the  law  are.    There 

5  certainly  very  serious  abuses  that  have  resulted  here.    They  are, 

wever,  abuses  that  could  be  corrected  within  the  present  law,  if  we 

d  an  administrative  agency  that  had  any  sense  of  responsibilitv 

vtrd  the  victims  of  these  swindles.    They  could  perfectly  well 

itrol  the  thing  under  the  present  law. 

Hie  Chairman.  You  say  if  we  had  administrative  officials  that  had 

iponsibility  toward  the  victims? 

kir.  Olnet.  Yes. 

Che  Chairman.  In  other  words,  in  your  conferences  with  these  FHA 

cials — ^how  long  have  you  been  in  this  position? 

tfr.  Olnet.  Omy  since  February  1953. 

Hie  Chairman.  And,  of  course,  prior  to  that  time,  back  to  1985, 

would  have  to  call  the  gentleman  who  was  in  charge  of  the  same 
Mirtment  you  are  now  in  charge  of  to  get  what  happened  during 
tt  period.  But  are  you  saying  in  your  conferences  with  FHLA 
ciais  and  those  responsible,  that  they  took  the  attitude  that  they  had 
responsibility  to  tne  victim  who  was  fleeced? 

Itfr.  Olney.  They  have  said  that  in  writing,  in  public,  and  every- 
ere  else.  They  don't  put  it  so  baldly  as  that.  Senator,  but  that  is 
Bt  it  adds  up  to. 

rhe  Chairman.  Very  simply,  it  is  an  insurance  agency  and  it  is  up 
somebody  else  to  look  after  these  details? 

ifr.  Olney.  Yes.  They  concede  an  incidental  concern  that  there 
)  bad  people  who  have  gotten  in  the  business.  They  laiow  it  gives 
I  thing  a  bad  name  and  a  bad  odor,  and  they  don't  like  that,  of  course, 
;  they  have  shown  no  indication  of  picturing  themselves  as  public 
¥ftnt8  in  the  sense  that  any  ordinary  Government  official  pictures 
Qself. 

rhe  Chairman.  Is  it  your  thought,  then,  that  every  FHA  Com- 
ssioner,  beginning  back  in  1935,  had  he  cared  to  take  disciplinary 
ion  and  hit  it  hard  and  called  it  to  the  attention  of  the  Congress 
I  faced  the  issue,  that  he  could  have  eliminated  a  great  majority 
it  at  any  time  he  wanted  to? 

4r.  Olney.  I  think  he  could  have  eliminated  it  without  even  going 
Congi-ess.    Just  under  their  own  regulations,  by  tightening  up  on 

lending  institutions  and  making  them  responsible  for  the  paper, 

kind  of  transactions  upon  which  they  accept  the  paper.    The 
ding  institutions  were  more  or  less  indifferent  to  it,  because  the 
LA  wouldn't  move,  no  matter  how  queer  the  stuff  was. 
Senator  Payne.  That  might  have  been  effective  had  there  been  a 
►vision  in  the  law  requiring  the  bank  official  who  negotiated  with 

individual,  to  state  that  this  was  signed  in  his  presence  or  at  the 
ik,  for  instance.    You  indicated  that  the  great  bulk  of  the  cases 
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were  those  cases  where  they  did  the  business,  practically,  with  fte 
dealer,  and  then  the  dealer  took  the  paper  down  to  the  bank  and  did 
the  rest  of  it. 

Mr.  Olney.  That  is  right.  What  was  going  on  was  that  then 
teams  of  bunko  men  would  come  out  to  a  man?  house.  The  whofe 
transaction  takes  place  right  there  and  everything  is  signed  up,  thmL 
Then  they  take  the  paper  down  to  some  lending  institution,  and  sonH 
of  these  lending  institutions  got  very  greedy  al^ut  this  stun,  trying  to 
buy  this  paper.  For  example,  there  is  a  lending  institution  in  Brook 
lyn  that  Vent  so  far  as  to  go  all  the  way  down  to  Alabama  to  buy  up 
tnis  title  I  paper  that  theyliad  down  there. 

Senator  Fmiak.  What  would  be  the  advantage  in  their  going  ort 
iuid  buving  that  up,  if  I  may  ask  that  question  t 

Mr.  Olney.  Now,  again,  I  am  ^tting  a  little  off  my  field,  but  I  am 
told  that  the  reason  lending  institutions  like  this  deal  is  that  when 
you  figure  out  the  true  rate  of  interest  that  is  on  this  thing,  it  is  oy« 
9  percent  interest  that  they  get  on  that  title  I  stuff. 

Now,  that  is  an  awfully  good  rate  of  interest.  In  fact,  at  the  tiiM 
this  law  was  enacted,  there  were  serious  misgivings  about  it,  and  soma 
shock  expressed  in  Congress,  as  I  understand,  at  the  high  rate  of 
interest  tnat  actually  results.    There  is  money  in  it. 

Senator  Lehman.  May  I  ask  a  question? 

Senator  Frear.  I  didn't  want  to  get  in  on  Senator  Payne's  question- 
ing.   I  am  sorry. 

Senator  Lehman.  Mr.  Olney,  under  the  present  law,  a  loan  can  bl 
negotiated  with  the  bank,  either  by  the  homeowner  or  by  the  d^eR 
That  is  a  fact,  is  it  not? 

Mr.  Olney.  Yes,  sir. 

Senator  Lehman.  You  have  testified  here  today  that  in  the  case  of 
the  homeowners  negotiating  directly  with  the  bank,  there  have  been 
few,  if  any,  claims  of  fraud,  whereas  in  the  case  of  the  dealei's  taking 
the  paper  to  the  bank,  there  have  been  a  vast  number  of  claims  ? 

Mr.  Of.NEY.  That  is  right. 

Senator  Lehman.  That  being  the  case,  don't  you  think  there  wodd 
be  a  very  good  cause  for  amending  the  law  in  that  regard,  compelling 
the  banks  to  deal  only  with  the  homeowners  rather  than  with  the 
dealers,  and  in  that  way  eliminate  a  great  percentage  of  the  fraud 
which  you  have  already  outlined  ? 

Mr.  Or  NEY.  I  can  only  say  that  a  statute  which  would  accomplish 
that  result  would  certainly  eliminate  the  major  part  of  the  fraud. 

Senator  Lehman.  So  that  would  be  a  useful  amendment  to  this  actf 

Mr.  Olney.  I  would  think  so. 

Senator  Lehman.  Let  me  ask  you  one  more  question :  You  testified 
that  the  Department  of  Justice  became  aware  of  this  situation  only 
quite  recently? 

Mr.  Olney.  Yes,  sir. 

Senator  Lehman.  I  don't  remember  whether  it  was  in  1953  or  195i 

Mr.  Olney.  1952. 

Senator  Lehman.  Who  brought  this  to  your  attention? 

Mr.  Olney.  It  was  not  brought  as  a  package  problem  at  all.  I 
have  been  in  close  touch  with  local  and  State  district  attorneys  and 
their  organizations.  My  background  is  in  State  government,  not  in 
the  Federal  Government.  My  previous  experience  in  law  enforce- 
ment was  in  State  government. 
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I  have  found  that  with  those  that  I  knew,  they  were  rei)orting  to 
Be,  not  by  way  of  complaint,  but  by  way  of  incidental  information 
that  they  were  having  an  enormous  number  of  swindles  in  the  home 
improvement  field. 

Now,  they  didn't  relate  that  to  FHA.  They  only  reported  it  as  a 
field  in  which  there  was  a  brand  new  growth  of  bunko  rackets  that 
they  were  having  to  contend  with.  I  heard  a  lot  about  that. 
^  Then,  the  first  conception  that  FHA,  itself,  had  played  any  part  in 
this  thing,  came  to  me  from  articles  that  came  out  in  the  San  Fran- 
cisco newspapers,  and  information  that  was  brought  to  me  by  one  of 
the  San  Francisco  newspaper  reporters  who  had  gone  into  the  thing 
far  enough  to  have  some  conceptions  of  what  this  operation  was  in 
that  area. 

He  put  me  in  touch  with  his  sources  of  information,  and  it  gave 
a  picture  of  this  sort  of  thing.  Now,  there  was  no  way  for  any  of 
OS  to  tell  from  that  how  widespread  this  thing  was,  whether  the  con- 
dition Uiat  seemed  to  be  documented  and  reported  in  that  area  was 
jhrpical  of  the  country  as  a  whole  or  not.  We  couldn't  ask  FHA  to 
wit. 

Their  manpower  is  altogether  too  small  for  such  a  thing,  but  the 
thini^  that  was  of  interest  to  me  was  that  the  hoodlum,  the  racketeer, 
the  bunko  man,  these  professional  fellows  who  go  into  the  swindling 
same  from  one  thing  to  another — ^first  they  are  in  insurance  and  then 
taey  are  selling  hot  oil  leases  and  things  or  that  kind — ^they  have  con- 
gregated in  this  home-improvement  field.  It  became  a  matter  of  in- 
teUigence,  of  the  criminal  intelligence,  to  determine  why  they  were 
now  appearing  in  that  particular  field.  That  was  the  reason  we  felt 
justifiea  in  asking  FBI  to  make  a  survey  of  what  the  condition  was  in 
ibis  home-improvement  field  all  over  the  country.  We  did  not  ask 
them  to  investigate  particular  cases.  We  asked  them  to  find  out  the 
kind  of  complaints  that  were  being  made,  the  kind  of  complaints  of 
twindles  ana  frauds  that  were  being  received  in  district  attorneys' 
oflSces,  in  better  business  bureaus  and  agencies  of  that  kind  that  are 
dose  to  the  victims  of  fraud  and  swindle. 

They  conducted  a  nationwide  survey  of  that  kind.  It  is  on  the 
basis  of  that  survey  that  I  am  able  to  describe  here  in  some  detail 
the  techniques  that  have  been  generally  used  in  this  thing. 

From  that  survey,  it  became  plain  that  this  was  widespread,  that 
the  details  of  how  it  was  operated  became  clear  and  also  at  the  same 
time  it  became  perfectly  apparent  that  the  thing  could  be  shut  off  if 
effective  action  was  taken  by  FBLA.,  without  the  necessity  of  the  very 
expensive  and  laborious  process  of  trying  to  track  down  individual 
bunko  men  for  criminal  prosecution. 

Senator  Lehman.  Do  you  recall  the  date  on  which  you  asked  the 
FBI  to  make  that  survey? 

Mr.  Ouhrr.  It  was  in  July  of  1958,  sir. 

Senator  Lehman.  When  did  they  complete  that? 

"Mr.  Olney.  The  reports,  of  course,  came  in  somewhat  piecemeal. 
It  was  about  September  before  that  survey  was  completed.  And  then, 
of  course,  what  we  had  was  a  mass  of  reports  from  all  over  the  country 
di&t  had  to  be  read  and  analyzed  and  imderstood,  to  get  significance 
oat  of  them.  ^^ 

Senator  Lehman.  Was  that  report  made  to  you,  or  the  FHA,  or 
\x>tiif  that  report  of  the  survey  ? 
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Mr.  Olney.  The  Criminal  Division  only. 

Senator  Lehhan.  Have  you  taken  any  action  under  that,  the  Justki 
Department? 

Mr.  Olney.  Yes,  sir. 

Senator  Lehman.  Have  you  prosecuted! 

Mr.  Olney.  Well,  what  we  did,  sir — ^we  prosecuted  wherever  n 
could  prosecute.  We  have  diligently  followed  up  with  criminal  actM 
in  all  cases  in  which  we  could.  As  I  want  to  point  out,  when  I  git 
through  describing  what  these  techniques  are,  ^ou  will  readily  m 
that  there  are  many  of  these  cases  in  which  there  is  no  applicable  Fed- 
eral law  under  which  we  can  move.  But  we  have  taken  other  action,  at 
well. 

One  of  the  things  we  have  done  is  to  get  the  investigative  jurisdfc 
tion  transferred)  and  we  are  dealing  witn  as  many  of  these  cases  asm 
have. 

The  Chairman.  I  think,  in  all  fairness,  we  should  say  Uie  huk 
have  a  lot  of  responsibility,  as  well  as  FH A,  because  FH A  deals  exd* 
sively  with  the  banks,  or  the  lender.  They  don't  know  who  the  deahn 
are.  They  don't  know  who  these  salesmen  are.  The  only  action  tiMf . 
could  have  taken— one  of  the  actions  they  could  have  taken,  of  couiiij 
was  to  cancel  the  right  of  these  banks  to  grant  such  loans,  that  ww 
handling  this  sort  of  paper  from  this  type  of  salesman  that  yon  jiri 
described.    They  didn^t  seem  to  take  any  action. 

At  this  time,  without  objection,  I  want  to  place  into  the  record  tb 
list  of  items  or  categories  of  items  that  the  FHA,  over  a  period  rf 
years,  beginning  with  the  advent  of  the  law  in  1935,  has  approved  fit 
financing.  I  will  just  read  a  few  of  them,  which  gives  you  someid* 
of  how  these  salesmen  can  operate. 

For  example,  air  conditioning.  Now,  do  you  think  it  was  evertb 
intention  of  this  Congress  that  air  conditioning  would  be  a  hom 
improvement  or  a  home  repair? 

Television  antennas.  Not  television  or  radio,  but  antennas.  WonH 
you  call  antennas  an  improvement? 

You  can  go  on  down  nere,  awings — ^I  will  put  this  in  the  record  a 
a  minute.  The  reason  it  is  in  the  shape  that  it  is,  here,  is  because  i» 
cut  off  the  names  of  the  manufacturers  over  here,  for  the  reason  that^ 
the  way  they  have  been  working  this  thing,  a  manufacturer  will  cofl* 
in  and  get  his  product  approved.  That  is  the  category.  Like  the  W 
fellow  came  in  and  got  air  conditioning  approved.  Well,  that  doesrt 
mean  that  his  product  is  guaranteed  exclusively ;  it  means  all  iff 
conditioning,  but  his  name  appeared  over  here.  The  first  fellow  to 
get  television  antennas,  his  name  was  here,  so  we  cut  it  off  on  thebisis 
that  it  had  no  place  in  this  hearing.  We  would  be  advertising  o*  I 
firm  when  all  the  rest  of  them  were  able  to  get  the  benefit  of  tl*l 
business. 

Awnings  are  in  here,  air  conditioning,  bathtubs,  blinds,  blowefij 
boilers,  bookcases,  barbecue  pits,  burglar  alarms,  burglar  bars — ^I  doii* 
know  what  that  is — ^bins,  farm,  grain ;  corncribs ;  brooders,  chictaj 
cesspools — ^I  would  say  that  would  be  good — curbing;  cabinA 
kitchen;  cisterns;  closets;  driveways;  drains;  dumbwaiters;  gari»g 
disposals;  and  door  controls.    Automatic  door  controls  for  garag* 

Do  you  think  it  was  ever  the  intention  of  this  Congress  that  a  mU 
Bhoula  have  an  automatic  control  on  his  garage,  so  he  could  drive  fl 
and  the  door  could  automatically  opent 
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trie  light  fixtures;  elevators;  escalators;  electric  lines;  electric 
;   fire  doors;  fireplaces;  fences;  filters;  fire-alarm  systems; 

ouses ;  gates 

lould  go  on  down  the  line.  I  am  just  trying  to  name  items  that 
t  think  it  was  ever  the  intention  of  the  Congress  to  finance, 
rs,  and  so  forth.  Well,  I  will  not  take  up  any  more  time,  but  if 
3  no  objection,  we  will  place  this  list  in  the  record.  Here  is  one 
bams  j)oultry  houses,  silos,  utility  buildings  and  hog  houses  and 
ids.  Tnat  comes  under  the  act,  imder  the  farm  procedure. 
3  list  referred  to  follows :) 


ditioning 

Electric  light  fixtures 

mtB 

Elevators 

us  to  structures 

Escalators 

3 

Electric  lines 

Electric  plants 

Draft  controls  and  dampers,  automatic 

Its 

Facades 

:s 

Fans 

ITS 

Fire  doors 

nts 

Fireplaces 

Fire  retardants 

[)S 

Flourescent  lighting 

Venetian 

Frames,  window 

s,  furnace 

Flower  boxes 

Flues 

ses,  built-in 

Foundations 

3,  furnace  (oil  or  gas) 

Fences 

16  pits 

Filters,  air 

Fire  alarm  systems 

rs,  chicken  (structure  proper) 

Fire  escapes 

'  alarms 

Flooring 

bars 

Furnaces 

»m 

Gables 

}  enclosures 

Garbage  disposers 

rm  grain 

Gas  heating  systems 

Lb,  grain 

Gaslines  (from  existing  structure  to 

a 

main  line) 

Dts,  window,  etc. 

Gasmeters 

Girders 

Is 

Grates,  furnace 

ys 

Guardrails 

coal 

Grading 

broom  and  clothes 

Gutters 

water 

Greenhouses 

3 

Gates 

i 

Generators,  electric 

rds 

Hallways 

; 

Hearths 

s,  kitchen 

Heating  systems 

8 

Heat  control  devices 

Hardware 

« 

Hangars,  airplane 

\ 

Heat  and  fuel  saving  devices 

Heaters 

Insulation 

lyi 

Ironing  boards,  buUt-ln 

Incinerators 

;e  systems 

Interceptors  (grease) 

,  well  water 

Jalousies 

»oling  and  heating 

Kennels 

aiters 

Lacquering 

rs,  garbage 

Landscaping 

Dtrols,  automatic  (for  garages) 

Lathing 

Lattice  work 
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Lavatories 
T/<ghHfig  systems 
Idnoleum,  cemented 
Lockers,  storage 
Laundry  chutes 
Lumber 

Lighting  fixtures 
Lightning  rods 
Mail  receivers 
Mains,  water 
Marquee 

Medicine  cabinets 
Mirrors 
Moulding 

Meters,  electric  and  gas 
Masonry 
Moisture  vents 
Nooks,  breakfast 
Oil  burners 
Outlets,  electric 
Painting 
Pantries 
Papering 
Partitions 
Penthouses 
Piers 
Piles 
Pillars 
Piping 
Plastering 
Porches 
Pumps,  water 
Paneling 
Paving 

Plumbing  fixtures 
Photo  murals 
Poultry  houses 
Pumps 
Bailings 
Registers,  heat 
Reservoirs 
Revolving  doors 
Rheostats 

Radiators  (for  heating  systems) 
Radiator  covers 
Roofing 
Safes 
Sanding 
Sash 

Shades,  window 
Shoring 
Sidewalks 
Sills 
Slating 
Smokestacks 
Steeples 
Stoops 
Storerooms 

Storm  doors  and  windows 
Struts 
Stuccoing 
Studding 
Swimming  pools 
Septic  tanks 
Service  station,  auto 
Sewer  lines  (from  existing  structure  to 
main  sewer) 


Shelter,  cyclone  and  boiab 
Sprinkling  systems 

XLawn) 

(Roof) 
Shutters 
SUos 

Siding  and  Shingles 
Structures,  new  (types)  : 

Bams 

Poultry  houses 

SUos 

UtiUty  buUdlngs 

Bunkhouses  for  itinerate  taxm 
labor 

OtSLce  buildings 

Bathhouses 

Wayside  stands 

Garages 

Brooder  houses 

Hog  houses 

Tool  sheds 

Greenhouses 

Commercial  structures 

Tourist  cabins 

HoteU 

Motels 

Dairy  buildings 

Gasoline  stations 

Granaries 

Industrial  buildings 

Livery  stables 

Stores 

Schools 

Warehouses 

Milkhouses 

Service  buildings 

Smokehouses 

Stables 
Stall  and  stanchions  (for  bam) 
Steam    cleaning     (of    exterior    brift 

surface) 
Sterilizer,  water 
Silos 
Sinks 

Sink  combinations 
Stairs 
Stands 
Stokers 

Structures,  prefabricated 
Swimming  pools 
Tennis  courts 
Tiling 

Tree  surgery 
Tanks,  fuel  storage 
Television  antennae 
Systems  (apartment  house,  hotel,  motd, 

hospital) 
Termite  control  measures  (replac^nest 

of  damaged  structural  parts,  poison- 
ing of  structural  parts,  poisoning 

of  soil,  separation  of  wood  parts 

of  structure  from  earth) 
Vaults 

Venetian  blinds 
Vents 
Ventilation  systems 


"] 
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18  Wind  mills 

es  Wiring,  electric 

ing  fans,  attic  Water  filters 

ood  control  Water  heaters 

ors,  kitchen  Water  purifiers 

Water  softeners 

Chlorinators 
owers  Economizers 

7ell8  Waterproofing  materials 

ystems  Windows 

tor  Lehman.  For  example,  in  New  York  City  if  there  is  a 
int  alleging  fraud,  is  the  duty  to  investigate  and  prosecute 
:  the  State  courts  or  the  Department  of  Justice,  under  the 

LCt? 

Olnet.  This  statute  gives  no  State  agency  the  authority  to 
ite  criminally.  The  essential  feature  of  this  title  I  operation 
vhich  complaint  is  made  is  the  swindling  which  is  perpetrated 
homeowner.  That  swindle  is  not  the  subject  of  Federal  law. 
is  no  Federal  law  that  clearly  applies  to  that  as  a  swindle 
raud. 

local  State  law  that  applies  to  it.  The  local  government,  the 
government,  does  have  jurisdiction  to  prosecute  these  cases  as 
cases,  just  like  any  other  bunko  racket,  and  they  have  that 
uthority.  But  let  me  make  it  clear  that  it  is  not  their  fault 
ey  have  not  done  that  successfully  in  these  cases  for  the  reason 
ese  traveling  groups  of  hot  salesmen  move  from  place  to  place, 
ome  in  like  a  swarm  of  locusts  and  will  just  go  through  a  com- 
selling  all  this  stuff,  and  they  move  on.  Now,  it  takes  time 
>se  people  who  have  been  stuck  with  these  deals  to  find  that 
they  are  on  the  short  end  of  one  of  these  affairs, 
by  the  time  they  go  to  the  local  police  and  the  local  district  at- 
these  fellows  have  moved  on.  They  have  gotten  their  money 
le  lending  institution  when  they  get  the  completion  certificates 
By  are  on  their  way^  and  it  is  an  impossible  thing  to  expect 
ites  to  try  to  stop  this  racket  by  fraud  prosecution.  And  it  is 
)nable  to  expect  them  to  do  it  when  the  thing  is  being  under- 
i  by  an  agency  of  the  Federal  Government, 
tor  Freab.  Mr.  Chairman,  may  I  ask  a  question  along  that 
ne? 

Chairman.  Senator  Frear. 

tor  Frear.  I  think  you  said  you  were  interested  in  State  crim- 
osecution  before  you  came  here,  that  that  was  your  background. 
Dlnet.  Yes,  sir. 

tor  Frear.  Has  it  appeared  since  you  have  been  in  the  Depart- 
f  Justice  that  these  bunko  men— that  is  a  new  term  to  me— came 
'  State,  maybe,  and  went  to  another  State  or  different  parts  of 
te  ?  From  your  observation  since  you  have  been  here,  has  there 
recurrence  in. any  locality  where  these  men  have  come  in  and 
oved  on  ?  Have  they  come  back  again  or  have  they  just  moved 
stayed  moved. 

Olney.  Yes,  sir.  They  are  very  transient.  They  go  all  over 
ce.  For  example,  there  is  a  fellow  named  Harry  Kane  who  has 
list  of  aliases. 

tor  Frear,  That  is  not  former  Senator  Cain,  of  course? 
Olney.  No.    This  fellow  is  the  brother  of  Mickey  Cohen,  a 
town  hoodlum  down  in  Los  Angeles,  who  is  the  guest  of 
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Bennett,  at  the  present  time,  on  McNeil  Island.  This  fellow  ] 
got  into  this  housing  racket  in  Chicago.  Then  he  went  down 
Ohio.  Then  he  was  trying  to  operate  down  in  Teias.  And  th 
typical.  The  men  who,  for  example,  that  we  encountered  in  < 
f  ornia,  both  in  the  north  and  in  the  south,  had  previously  operatec 
same  type  of  swindle  in  Ohio  and  in  Illinois  and  in  other  plac 
Then  they  will  move  on,  and  then  they  come  back,  but  usually 
a  different  field.  Now,  at  one  time  it  was  siding  and  roofing.  ' 
was  big  stuff.  They  were  very  active  in  that,  and  having  exhai 
that,  they  come  on  with  something  else,  barbecue  pits  or  alumi 
blinds  or  air-conditioning,  or  something  of  that  kind. 

One  of  the  most  ridiculous  things  was  water  softeners  out  in 
northern  area  of  California,  there,  where  the  water  comes  din 
from  the  Sierra  Nevada,  and  it  has  almost  no  chemical  in  it. 
can't  get  it  any  softer. 
The  Chairman.  Were  water  softeners  on  the  list  we  have? 
Mr.  Olney.  Yes.     In  connection  with  this  list,  maybe  this  ougl 
be  off  the  record,  but  we  had  a  case  down  in  Detroit  where  one  le 
financed  the  alimony  payments  to  his  wife  with  an  FHA  loan.    Mi 
that  is  a  home  improvement. 

The  Chairman.  That  would  be  a  home  improvement.  It  m 
well  be. 

Senator  Frear.  In  your  duty  as  a  local  enforcement  man,  after 
group  of  locusts  had  moved  through  and  sold  them  one  or  anothe: 
these  approved  items — ^I  believe  you  stated  earlier  in  your  testim 
that  it  was  the  people  who  were  being  swindled,  the  homeowners } 
were  being  swindled.  Those  homeowners  were  resident — where 
you  from,  sir? 

Mr.  Olney.  California,  sir. 

Senator  Frear.  Was  it  not  the  duty  of  the  local  enforcement  offi( 
tx)  protect  the  people  in  California,  even  though  the  violations  ^ 
under  a  Federal  act? 

Mr.  Olney.  Surely.  They  have  the  duty  to  do  whatever  they  c 
and  as  a  matter  of  fact,  in  that  State,  to  my  knowledge,  they  have  d 
everything  they  can. 

For  example,  in  the  city  of  Los  Angeles,  with  respect  to  one  of 
principal  offenders  on  which  FHA — we  made  a  request  for  an  inve 
gation  ourselves  this  last  year,  of  this  particular  concern,  and  tl 
came  up  with  only  something  like  100  complaints.  Now,  to  ( 
knowledge,  there  are  over  500  complaints  agamst  that  same  cono 
that  have  been  handled  and  investigated  by  the  Los  Angeles  dista 
attorney's  office. 
Senator  Frear.  Who  came  up  with  only  100  complaints? 
Mr.  Olney.  The  FHA  investigators. 

Senator  Frear.  When  actually  there  had  been  over  500  complain 
is  that  right? 

Mr.  Olney.  That  is  right.  And  I  should  say  they  prepared  th 
cases  on  these  complaints.  For  example,  they  referred  those  co 
plaints  to  the  United  States  attorney  in  Los  Angeles  the  day  before! 
statute  of  limitations  ran  out  on  one  of  the  principal  offenders,  and< 
statute  ran  within  5  days  on  several  of  the  others,  so  that  there  ^ 

never  any  real  opportunity 

Senator  Frear.  FHA  did  that! 
!Mr.  Olney.  Yes. 
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^jfenator  Freah.  FHA  presented  them  I  day  or  S  days  before  the 
MMtitp  of  limitations  ran  out  f 
^Mi/Olntt.  Yes. 

Senator  Friiar,  It  is  clearly  evident  that  they  knew  they  couldn^t 
be  prosee  u  ted .    I  s  t  h  a t  you  r  op  i  ni  on  f 

ilr.  Olkey,  Well ;  I  don't  know  whether  they  knew  it  or  not. 

Senator  Frear.  isn't  it  fair  to  assume,  at  least? 

The  CiiAiRiiAN,  You  knew  they  couldn't  be  prosecuted  because  the 
statute  of  limitations  was  ninnius:  out  t 

Senator  Fhkah,  That  they  had,  perhaps,  deliberately  waited  until 
that  hour  to  present  them. 

Mn  Olxi;t,  I  have  no  reason  to  say  it  was  deliberate,  at  all,  and  T 
would  doubt  very  much  that  that  was  the  case. 

Senator  Frear.  But  they  had  accumulated  a  large  number  of  cases 
and  it  no  doubt  had  taken  some  time  to  accumulate  a  large  number, 
wheiras  had  they  given  to  the  district  attorney  half  of  that  amount  i^D 
or  6<  I  days  previous  to  that,  it  certainly  would  not  be  unreasonable ; 
would  it? 

Mr,  Oi.NET,  Not  at  all,  no.  They  might  have  concentrated  on  one 
and  given  them  the  one  before  the  statute  ran  out,  but  in  connection 
with  that  same  inquiry,  if  you  are  interested  in  it 

Senator  Frear,  Oh,  I  am  surely  interested, 

Mr,  Olnbt*  The  complaints — ^and  you  can  prosecute  these  things, 
of  course— the  State  action  is  not  a  bar  to  Federal  action — the  com- 
plaints in  the  Los  Angeles  district  attorney's  office,  of  which  there  are 
Bome  500,  the  statute  hadn't  run  against  them,  but  the  FHA  advisers 
never  went  over  and  asked  about  them*  Tliey  made  no  inquiry  of  the 
local  agencies  as  to  whether  they  had  been  getting  complamts  on  this 
thing. 

Now,  on  top  of  that,  the  way  they  investiirated  these  cases  was  to 
merely  attempt  to  make  a  case  against  the  salesman,  and  this  concern 
we  are  dealing  with  is  a  corporation,  well  organized^  and  their  sales- 
men have  a  pattern  of  this  kind  of  practice, 

FHA  made  no  investigation  to  develop  evidence  to  show  what  the 
salesmen  were  doing,  that  what  they  were  doing  was  upon  the  direction 
of  the  officers  of  the  corporation,  and  that  it  was  the  corporate  officers 
who  were  making  most  of  the  money,  who  were  i"esponsible  for  the 
fraud. 

We  asked  them  to  go  back  and  try  to  develop  that  evidence  and  they 
stated  that  they  didn't  think  it  was  worth  while  sending  an  investiga- 
tor l>ack  there  to  do  that. 

The  Chairman,  Who  said  that? 

Mr*  Omo:y,  FHA  infonned  us  to  that  effect. 

Senator  Frkar.  T  think  it  hm  al^  Ijeen  testified  to  before  this  com- 
mittee that  FHA  lacked  sufficient  personnel  to  make  proper  investiga- 
tions.   Do  you  concur  in  that? 

Mr,  OLNTiTY.  Oh,  yes. 

Senator  Frear.  ITien  would  it  not  lie  logical,  also,  for  me  to  ask  you 
this  question,  yon  being  a  former  local  law  enforcement  officer,  that 
f?erhjips  the  duty  of  the  local  enforcement  officer  should  have  been  to 
protect  its  citizens  and  assist  FHA  in  the^e  prosecutions  where  maybe 
he  knew  there  weren't  sufficient  people  in  the  FHA  to  investigate  and 
prosecute! 

4<I50— 54— 'Pt,  3 ^20 
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Mr.  Olnet.  As  far  as  I  know,  they  have  done  everything  they  cooli 

Senator  Frear.  You  mean,  so  far  as  you  and  California — pletae 
understand,  I  don't  want  to  use  you  as  an  example.  What  I  w»nt 
to  find  out,  personally,  and  maybe  I  should  just  ask  that  question  m- 
stead  of  going  around  to  all  these  others.  Would  it  not  be  better  fer 
the  Federal  Government  to  permit  local  governments  to  do  the  work 
in  courts  to  investigate  and  prosecute,  rauier  than  to  not  permit  it,  in 
this  case  particularly !  In  other  words,  you  have  said  that  no  law,  I 
believe,  no  Federal  law,  gives  authoritv  to  local  prosecuting  people  to 
investigate  and  prosecute  under  a  local  law. 

Couldn't  we,  in  the  housing  law,  authorize  the  Federal  Government 
to  give  to  local  people  that  privilege  and  authority  in  order  to  protect 
the  citizen  from  just  what  has  been  happening  to  him  ! 

Mr.  Olney.  jfo,  sir,  I  don't  think  that  you  could.  I  dont  beheve 
that  the  Federal  Government  could  constitutionally  confer  on  StatB 
agencies  the  power  to  enforce  Federal  statutes,  but  neither  do  I  think 
that  it  is  necessary,  because  the  fraud  which  is  the  gist  of  the  thing  ii 
invariably  and  always  a  State  offense.  And  the  fact  that  there  aw 
Federal  laws  involved  does  not  exclude  the  State  government  from 
taking  action. 

They  can  prosecute  these  people  as  just  plain  swindlers  and  bunko 
men  at  any  time  they  want  to,  if  tiiey  can  catch  them  and  if  tiiey  can 
get  the  evidence. 

Senator  Frear.  Kegardless  of  whether  they  are  operating  under  a 
Federal  statute  or  not? 

The  Chairman.  It  violates  State  laws  as  well  as  Federal 

Senator  Frear.  Have  the  State  enforcement  officers  been  doing 
much  to  take  care  of  this  situation,  or  have  they  left  it  up  to  the  FHA 
to  enforce  it  ? 

Mr.  Olney.  Now,  I  am  not  speaking  just  for  the  west  coast  when 
I  say  the  States  have  been  doing  a  great  deal  to  break  up  this  racket 
They  have  put  on  concentrated  drives  against  swindlers  of  this  typa 
They  have  gotten  in  touch  with  better  business  bureaus  and  asked  diem 
to  put  out  the  word  to  their  members  of  the  kind  of  fraud  that  was 
going  on  in  their  vicinities.  I  think  they  have  done  everything  tiat 
<rould  be  expected  of  them. 

Senator  Frear.  I  don't  want  you  to  think  I  was  using  California  or 
you  as  an  example,  sir.  If  that  is  the  case,  I  apologize  to  you.  I  didn^ 
have  any  intention  of  that  at  all.  What  I  am  tryinjg  to  find  out  is, 
where  have  we  been  lax  in  writing  the  law,  permitting  this  type  of 
scandal  to  take  advantage  of  the  innocent  people,  in  many  cases,  of 
this  country  ? 

Mr.  Olney.  I  think  it  is  somewhat  difficult  to  fix  the  responsibility, 
BS  Senator  Capehart  verv  well  pointed  out.  There  is  a  considerable 
responsibility  on  the  lending  institution.  A  lending  institution,  if  it 
wants,  can  limit  itself  to  decent  people  from  whom  they  will  take 
paper.  FHA,  also,  as  an  organization,  as  an  administrative  group, 
<;an,  under  its  own  regulations  and  under  the  laws,  tighten  up  so  that 
these  racketeers  are  frozen  out  of  the  picture. 

Now,  the  Congress,  on  the  other  hand,  set  the  thing  up,  the  whole 
matter.  It  could  be  shut  off,  no  doubt,  by  legislation,  but  I  wouldn^ 
want  to  make  any  recommendations  as  to  how  that  snould  be  accom* 
plished. 
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Senator  Fbpab.  You  think,  if  I  understand  previous  testimony  of 
^ors^that  the  present  law  could  prohibit  by  rules  and  regulations  of 
e  FHA  under  proper  administration,  this  type  of  action,  so  that  it 
principally  a  problem  of  administration? 

Mr.  Qlnsy.  I  think  so,  yes.  I  think  it  is  important  to  make  that 
dar^  that  the  solution  to  tnis  thing — ^I  am  satisfied  of  this — that  the 
lution  to  this  problem  of  swindling  imder  means  of  FHA-insured 
ans,  is  not  to  be  solved  by  so  simple  a  devise  as  a  criminal  law.  We 
luld  pursue  these  fellows  with  FBI  investigations  and  criminal 
ttions  indefinitely  and  we  could  never  take  care  of  them  all.  There 
re  too  many. 

We  can't  catch  up  with  them.  They  can  go  out  and  operate  faster 
lat  we  can  keep  up  with  them.  So  that  the  method  of  meeting  the 
coblem  is  to  make  the  thing  impossible  of  happening  in  the  first 
lace. 

The  Chatrhcak.  Don't  you  think  that  the  lending  agencies  should 
)  concerned?    The  lending  agencies  are  not  always  banks,  but  are 
Dancing  companies,  sometimes,  are  they  not  ? 
Mr.  Olki!T.  Yes. 

The  Chairman.  Are  these  lending  agencies  principally  finance  com- 
ftnies,  trust  companies?  There  is  a  long  list  of  about  8,000  of  them. 
think,  if  there  is  no  objection  from  the  committee,  we  will  ask  the 
lerk  to  find  out  from  FHA  the  categories  of  lending  agencies.  That 
1  the  number  that  were  finance  companies.  The  nuim)er  organized 
)ecifically  for  this  purpose,  the  numbers  that  were  Federal  Reserve 
sinks  and  State  banks,  and  ^et  a  breakdown. 
(The  information  ref errea  to  follows :) 

QUAIJFIOATIONB  FOB  A  TnXB  I  CONTRACT  OF  INBURANGE 

Section  2  (a)  of  title  I  of  the  National  Housing  Act,  as  amended,  states  that: 
Che  Commissioner  is  authorized  and  empowered  to  insure  banks,  trust  com- 
mies, personal  finance  companies,  mortgage  companies,  building  and  loan  asso- 
atioiis.  Installment  lending  companies,  and  other  such  financial  institutions 
Uch  the  Commissioner  finds  to  be  qualified  by  experience  or  facilities  and  ap- 
■ores  as  eligible  for  credit  insurance,  against  losses  which  they  may  sustain  as 
result  of  loans  and  advances  of  credit."  Application  for  a  contract  of  insurance 
made  upon  a  prescribed  form,  copy  of  which  is  attached. 
The  following  institutions  are  eligible  to  hold  a  contract  of  insurance : 
1«  Financial  institutions  which  have  held  a  contract  of  insurance  and  have 
emonstrated  to  the  Commissioner  their  ability  to  conduct  satisfactorily  their 
tie  I  operations. 

2.  Members  of  the  Federal  Reserve  System,  of  the  Federal  Home  Loan  Bank 
jstem,  and  institutions  whose  deposits  are  insured  by  the  Federal  Deposit 
Dsorance  Corporation. 

3.  Any  Federal,  State,  or  municipal  governmental  agency  that  is  or  may  here- 
fter  be  empowered  to  conduct  an  installment  lending  operation. 

Any  lending  institution  not  hereinbefore  mentioned  may  qualify  for  a  contract 
f  insurance  upon  application,  if  it  possesses  the  following  qualifications  and 
leets  the  f oUowing  conditions  to  the  satisfaction  of  the  Conmiissioner : 

1,  It  is  a  chartered  institution  or  other  permanent  organization  having  suc- 
Msion  and  having  sound  capital  funds  properly  proportioned  to  its  liabilities 
Dd  to  the  character  and  extent  of  its  operations. 

2.  It  is  subject  to  inspection  and  supervision  by  a  governmental  agency;  or 
f  not  subject  to  such  inspection  and  supervision,  it  submits  an  independent 
etalled  audit  of  its  books  made  by  an  accountant  satisfactory  to  the  Commis- 
loner,  and  so  long  as  it  holds  a  contract  of  insurance,  it  files  with  the  Commis- 
loner  similar  audits  at  least  once  in  each  calendar  year. 

8.  Its  principal  activity  is  lending  funds,  or  investing  in  mortgages,  consumer 
istallment  notes,  or  similar  advances  of  credit,  and  it  demonstrates  its  ability 
>  pass  on  borrower's  credit  and  to  effect  collections. 
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4.  It  18  permitted  by  statute  in  the  Jurisdiction  (s),  in  whieb  it  profmsesti 
operate,  to  raalce  loans  in  the  maximum  amounts  and  matnritlea  as  preaalui 
by  the  act. 

5.  It  has  lending  quarters  and  facilities  that  are  in  keeping  with  the  acoepM 
facilities  of  financial  institutions  making  consumer-credit-type  leans. 

Institutions  which  are  members  of  the  Federal  Reserve  System,  of  the  Fedenl 
Home  Loan  Bank  System,  and  institutions  whose  deposits  are  insured  1^  te 
Federal  Deposit  Insurance  Corporation  are  primarily  banks  or  building  and  ton 
institutions  and  represent  about  90  percent  of  the  institutions  active  uniicr 
title  I. 

In  addition  to  tlie  qualifications  mentioned,  the  administretioB,  as  a  matter 
of  policy,  has  stipulated  that  a  lending  instltutioB  sot  under  acceptable  gsvcn- 
mental  supervision  must  have  a  tangible  net  worth  in  sound  assets  of  at  lent 
$100,000.  This  stipulation  has  applied  primarily  to  finance  companies  and  mort- 
gage companies. 

Early  in  the  history  of  title  I  there  were  a  number  of  finance  companies 
active  in  the  program  that  were  subsidiary  to  manufacturers  of  dealer  oiguh 
izations.  The  exi)erience  with  such  finance  companies  was  generally  nnaatlaftiv 
tory.  It  developed  in  some  instances  that  the  primary  aim  of  the  iiarent  orgui- 
isation  was  to  pvsh  the  sale  of  its  xyrodtict,  and  as  a  result  the  credit  policy  of 
the  subsidiary  finance  company  was  dictated  by  the  sales  department. 

In  view  of  this  experience,  which  culminated  in  the  Goveramttit  <»aminiiig  u 
undue  insurance  hazard,  a  policy  was  adopted  early  in  1961  of  refosinir  to  isBoe 
any  new  contracts  of  insurance  to  subsidiary  finance  companies.  I 

To  the  best  of  our  knowledge,  there  is  no  record  of  a  subsidiary  finandoc  1 
outlet  being  set  up  by  another  financial  institution  or  institutions  for  the  exds-  f^ 
sive  origination  of  title  I  loans,  and  we  know  of  only  one  instance  in  wbiA  to 
independently  owned  and  operated  institution  has  been  organised  for  the  sote 
purpose  of  financing  title  I  transactions. 

Following  are  the  specific  types  of  institutions  which  may  qualifly  for  title  I 
contracts  under  the  foregoing  criteria : 

1.  Commercial  banks :  2.  Savings  institutions — Continued 

National  banks  State  savings  and  loan  assoda- 
State  banks  tions 

Trust  companies  Federal  credit  unions 

Industrial  banks  State  credit  unions 

2.  Savings  institutions :  Cooperative  banks 

Mutual  savings  banks  3.  Priv^LTernVin^^^^^ 
Stock  savings  banks  j^^^^^  companies 

Federal  savings  and  loan  associa-  Mortgage  companies 

tions  Consumer  credit  companies 
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The  Chairman.  The  more  I  listen  to  this,  the  more  I  am  convinced 
that  the  lending  agencies  have  some  responsibility  here  that  I  am  fear- 
ful they  haven't  accepted  and  lived  up  to. 

Senator  Lehman.  May  I  ask  Mr.  Olney  one  question  ? 

There  is  one  thing  which  I  do  not  think  has  been  determined  by 
testimony  of  anybody  who  has  appeared  before  us.  There  undoubt- 
edly are  a  great  many  abuses  in  the  administration  and  operation  of 
title  I.  There  is  no  question  at  all  about  that.  It  is  not  clear  to  m 
whether  the  abuses  to  which  you  and  other  witnesses  have  referred  m  ^ 
due  mainly  to  the  high-pressure  methods  of  salesmen  in  persuadisf 
the  homeowners  to  buy,  or  contract  for  things  which  they  didnt  nee^ 
such  as  these  pits,  and  aluminum  shades,  and  many  other  things. 

The  complaint  has  been  made  that  in  many  cases,  these  high-pros-, 
sure  salesmen  do  sell  these  homeowners  the  idea  of  including  in  their 
remodeling  plans  some  of  these  quite  unnecessary  gadgets.  ThatS 
one  form  of  abuse. 

The  other  form  of  abuse  may  be  connected  with  the  failure  of  the 
builders,  the  dealers,  to  deliver  the  goods  for  which  they  have  con- 
tracted. In  other  words,  if  they  persuade  a  man  to  buy  aluminum 
blinds,  is  it  claimed  that  the  aluminum  blinds  are  not  delivered,  or 
other  work  is  not  properly  or  adequately  or  honestly  done?  Whidf 
of  those  two  abuses,  in  your  opinion,  is  the  most  serious,  or  occurs  the 
most  frequently? 

Mr.  Olney.  Senator,  I  think  they  both  go  hand  in  hand.  UsuaDj 
you  find  both  abuses  together.  You  will  find  these  salesmen  using  the 
most  high-pressure  methods  to  sell  stuff  that  isn't  needed.  Now,  for 
example,  there  is  the  case  of  a  woman  out  in  Sioux  City,  Iowa,  whtr 
lived  in  a  house  about  20  by  22  feet.    That  is  the  size  of  the  house. 

The  salesman  came  out  there  and  sold  her,  under  a  $645-insured 
loan,  a  fire-alarm  system  for  some  $500,  or  something  of  that  kind.' 
Now,  that  is  high-pressure  salesmanship  and  it  is  typical  of  what  goes 
on.  But  also,  where  you  have  people  selling,  for  example^  siding,  or 
roofing,  you  will  have  the  salesman  using  methods  of  that  kind,  selling 
stuff  wliere  it  shouldn't  be  applied  at  all,  and  then  when  it  is  put  on,  it 
is  shoddy,  it  is  not  well  done,  and  you  will  find  that  the  amount  of 
money  that  the  man  pays  will  go  up  as  high  as  3  and  4  times  what 
it  would  cost  to  have  a  legitimate  dealer  come  in  and  put  on  the  same 
stuff.    Now  that  has  happened  over  and  over  again. 

Senator  Lehman.  I^t  me  ask  you  this.  There  is  no  question  in  my 
mind  that  title  I  has  been  of  real  benefit  to  the  people  of  this  country. 
It  has  made  possible  the  remodeling  and  rehabilitation  of  many  homes 
that  had  deteriorated,  or  were  really  in  a  sliun  condition.  Therefore, 
1  do  not  believe  we  want  to  do  anything  through  new  legislation  w 
amended  legislation  that  is  going  to  make  the  continuation  of  title 
I  programs,  properly  administered,  an  assured  thing.  I  can  see  per- 
fectly well  that  steps  can  be  taken  by  the  law  enforcement  officers, 
whether  they  be  in  State  jurisdiction  or  Federal  jurisdiction,  by  which 
a  man,  a  contractor,  a  builder,  who  delivers  defective  goods,  or  goods 
of  a  quality  less  than  that  for  which  the  agreement  called  for,  I  am 
see  how  that  man  can  be  punished  and  the  home  builder  protected. 

But  what  worries  me  is — and  I  hope  you  have  an  answer,  because 
nobody  has  yet  given  an  answer — how  can  we  protect  people  from 
their  own  folly?  How  can  we  protect  a  man  from  buying  an  air 
conditioner  if  he  thinks  that  he  wants  an  air  conditioner,  or  that  it 


Digitized  by  VjOOQ IC 


HOUSING  ACT  OF    1964  1607 

;  to  his  welfare  or  his  happiness?  That  thing  is  the  thing  that 
ies  me  in  connection  witn  this  legislation  more  than  anything 

r.  OiiNET.  I  would  say  in  that  connection,  Senator,  there  are  two 
^  that  could  be  done.  One  is  some  kind  of  educational  program 
ucted  by  FHA,  itself,  as  to  what  is  appropriate  as  a  home  im- 
^ement  There  could  also  be  some  reasonable  restriction  as  to 
I  it  would  be  that  FHA  would  insure,  and  then  there  could  be  a 
^y  adopted  of  requiring  and  holding  the  lending  institutions 
msible  for  the  kind  of  paper  which  Uiey  accept.  I  think  those 
^  sir,  would  contribute  toward  the  end  you  have  in  mind, 
le  Chaibman.  This  probably  has  little  bearing  on  Senator  Leh- 
's  question,  but  it  is  often  unfair  to  ask  an  attorney  an  opinion 
ind,  but  I  want  to  read  the  law,  here.  This  is  ^^Insurance  of 
ncial  Institutions." 

*  the  purpose  of  financing— 

an,  I  won't  read  to  you  that  point,  but — 

*  tlie  purpose  of  financing  alterations,  repairs  and  improvements  upon  or 
inection  with  existing  stmctiires. 

ould  you  call  a  television  antenna  an  improvement  or  an  altera- 
f  Would  you  call  air  conditioning  an  improvement  or  an  altera- 
\  Would  you  call  many,  many  of  these  items  that  we  put  in 
ecord,  herejan  alteration  ?  How  did  they  get  in  under  the  law? 
r.  Olnbt.  W  ell^  that  is  the  administrative  interpretation  that  is 
m  the  law  by  FHA.  I  can't  give  you  an  explanation  of  it,  but 
bly  they  could. 

le  Chairman.  I  think  one  of  the  troubles,  here,  is  they  got  com- 
ly  away  from  the  intent  of  Confess  and  completely  away  from 
aw.  It  was  never  intended  by  Congress  that  they  shoula  guar- 
)  loans  on  many,  many  of  the  items  m  the  list  that  we  put  in  the 
*dj  here,  this  morning,  in  my  opinion. 

wBsa^t  here  when  it  was  passed,  of  course.    It  was  passed  back 
34.    I  am  sure  that  if  I  had  known  they  were  doing  that  sort 
ing,  I  wouldn't  have  voted  for  it. 
uator  Patkx.  Mr.  Chairman? 
le  Chairman.  Senator  Payne. 

oator  Patnb.  Mr.  Olney,  you  were  referring  a  while  ago  to  the 
that  reports  were  being  carried  in  the  press  concernmg  these 
BS  that  were  taking  place,  and  also  their  reaching  into  the  better 
less  bureaus,  and  so  forth. 

>  you  have  any  information  as  to  the  approximate  time  those 
les  were  building  up  and  public  information  was  being  given 
would  naturally  be  available  to  those  interested  in  FHA;  or 
"8,  for  that  matter? 

\  Olnbt.  The  first  newspaper  articles  that  came  to  any  attention 
in  the  San  Francisco  Call  Bulletin,  and  I  am  trying  to  get  my 
recollection  of  the  date  on  that.    It  seems  to  me  it  was  about 
1  1953. 

oator  Payne.  April  1953? 

'.  OiiNET.  Yes.  I  understand  about  the  same  time,  if  not  at  the 
time,  there  were  some  articles  also  in,  I  believe,  the  Los  Angeles 
r  Mews  on  the  same  subject. 
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Senator  Patnk.  In  other  words,  this  thing  had  been  going  <m  fir 
quite  some  peripd  of  time  before  it  finally  broke  out  in  the  open! 

Mr.  Olnet.  This  thing  has  been  going  on — it  really  got  started  ii 
1947,  and  it  reached  its  p^k  in  1950  or  1951,  along  in  tnere. 

Senator  Payne.  According  to  testimony  that  was  eiven  heretb 
other  day,  it  appears  that  an  FBI  report  was  submitted,  or  was  wtk 
available  in  connection  with  X  construction  company  in  CaUfonii 
and  Y  credit  company  in  California.  Do  you  happen  to  know  whetkr 
that  request  to  the  FBI  to  check  into  that  situation  came  about  I8i 
result  of  a  request  from  the  Department  of  Justice,  from  the  Attonf 
General's  office,  or  was  it  as  a  result  of  a  request  from  Administntv 
Cole?    Do  you  happen  to  know  that? 

Mr.  Olnet.  I  think  I  know  of  the  instance  the  Senator  is  referriif 
to.  That  particular  case  and  company  was  a  matter  of  intereflth 
us  as  well  as  to  Mr.  Cole.  Mr.  Cole  did  discuss  that  with  us  be&M 
we  had  made  our  request  for  the  FBI  investigation,  and  he  req|uestei  ^ 
the  FBI  investigation  through  me  and  it  was  the  Criminal  DiTiski  i 
who  actually  asked  the  FBI  to  undertake  the  inquiry  in  that  case. 

Senator  Fatnb.  The  renson  I  mentioned  it  was  to  make  sure  n  1^ 
are  correct  on  it  In  the  testimony  given  the  other  day,  Administntcr  [^ 
Cole  referred  to  the  date  of  April  29,  1953,  as  the  elate  on  which  li  ^i 
then  sent  to  Conmiissioner  HoUyday  the  first  FBI  report  in  conon-  \l 
tion  with  large-scale  violations  of  FHA  title  I,  ana  fraud  againit 
the  Government. 

Mr.  Olnet.  I  am  either  not  talking  about  the  same  case,  or  we  in 
talking  about  one  that  I  am  not  familiar  with.  The  incident  I  ^ 
referrmg  to  took  place 

Senator  Payne,  In  July? 

Mr.  Olnet.  No  :  in  Februarv  of  this  year. 

Senator  Payne.  February  ot  this  year? 

Mr.  Olnet.  Yes. 

As  a  matter  of  fact,  T  never  met  Mr.  Cole  until,  I  believe,  Janutrj. 

Senator  Patnr  Well,  I  am  taking  this  from  a  record  that  was  mjA 
availnblo  to  me  in  connei'tiou  with  the  testimony  of  Administrator 
Cole  where  he  refers  to  the  date  of  April  29,  1953,  in  which  he  bi 
wnt  the  report  of  the  FRI,  on  these  presumed  violations  and  friiA 
anil  nH|uested  imnunliate  investigation  by  the  FHA.  Then  it  wmt 
on  tlown  through  to  the  OfRiv  of  the  Administrator  in  San  Francisco, 
(HMUwning  these  violations,  under  date  of  June  4  and  June  11,  andi 
rarriw  through  to  June  16,  June  24,  and  June  29  and  then  comes  in» 
•luly  29  when  the  Dinn^tor,  Compliance  and  Special  Investigatiooi 
Offliv  of  the  Administrator  "^discussed  this  FHA-I  violation  wi4 
the  Di^partment  of  Justice  on  July  22, 1953."  And  as  a  result  of  tb  ' 
di^euasion  with  the  Department  of  Justice,  Administrator  Cok  ad- 
vised C<n\imissioner  Hollyday  that  the  FBI  was  prepared  to  inf* 
titrate  these  violations  if  FHA  wasn't  goinc  to  do  it,  and  then  it  fl«s 
on  ilown  through  as  to  what  took  place  from  that  time  on.  Ml 
waa  t vying  to  do  was  fix  in  my  own  mind  when  your  agencv,  or  y«ff 
group,  came  definitely  into  the  picture  and  whether  or  not  the  reqort 
f<ir  the  FBI  check  was  made  through  your  ofiice  or  whether  it  wis 
made  thi'ough  the  office  of  Administrator  Cole, 

^  Mr,  Olnky.  Senator,  I  have  no  personal  familiarity  with  the  in- 
cidents that  you  are  relating  but  I  do  want  to  make  it  clear  that  this 
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irvey  that  I  spe^  of,  that  the  FBI  made,  was  made  in  July  at  my 
Kjiiest. 

That  was  without  any  reference  from  anybody  from  FHA,  and  it  in 
St  tlie  same  thing  at  all,  that  Mr,  Cole  was  talking  alx)ut  here.  I 
tink  the  tiling  that  he  apparently  was  talking  about  was  some  specilic 
,se  which  was  evidently  taken  up  with  attorneys  in  tlie  Criminal 
i^sion,  but  I  don't  hapi:»en  to  be  familiar  with  the  details  of  that, 
yself . 

Senator  Patne.  Have  you  as  a  result  of  the  surveys  that  have  been 
ade,  been  able  to  determine  whether  or  not  the  FHA  offices  in  these 
trious  States,  through  their  pei^sonnel,  make  any  spot  checks  through 
e  banks,  lending  institutions,  and  so  forthj  ox  whether  or  not  the 
ftns  that  are  being  made  through  the  banks  for  these  improvements 
fcllow  a  set  pattern^  based  upon  what  would  be  known  to  be  fair  cost 
id  so  foi-th^     1  don't  mean  every  case,  but  making  a  spot  check  down 

XOUgli  ? 

Mr.  Olnet.  Senator*  I  do  not  know  what  their  practices  are  in  that 
spect.  I  do  laiow  that  they  have  a  very  wide  consideration  of 
Bees* 

For  example,  I  have  here  an  FHA  publication  which  is  a  map  of 
le  United  States  showing  their  regions  and  listing  all  of  their  region- 
.  offices  and  it  is  perfectly  plain  from  that,  that  they  have  a  great 
lany  offices  and  they  are  so  widely  distributed  that  they  are  very 
OS©  to  the  people.    They  know  what  is  going  on  in  their  own  areas. 

Now,  we  have  had  some  instances  where  it  was  perfectly  plain  that 
HA  oflGcials  would  know  about  the  acts  of  these  swindlers,  for  exam- 
le-  Now^  in  the  city  of  Oakland  there  was  one  occasion  when  a  whole 
ock  of  these  high-pressure  salesmen  hit  the  town  all  at  once.  There 
ere  as  many  as  200  of  them  in  2  different  hotels,  and  the  thing  that 
ecanie  a  laughing  stock  around  the  FHA  office  was,  these  people 
^ere  selling  siding  and  they  used  to  call  these  hotels  ''Siding  Manor*' 
I  a  joking  way,  because  of  these  people  who  were  living  there,  so 
lat  the  distribution  of  the  organization,  the  offices  and  what  not,  is 
srtainly  broad  enough  so  that  it  should  accumulate  the  knowledge 
f  what  is  going  on  in  the  field  in  which  they  are  acting. 

Senator  Patxe,  I  was  interested  in  the  chairman- s  statement  with 
5ference  to  the  banks.  I  agree  with  him  on  that,  that  the  bank  natu- 
lilv  has  a  responsibility.  It  se-ems  to  me  that  any  lending  officer  in  a 
Eink,  knowing  the  locale  of  the  area,  should  lie  able  to  detet*t  with  a 
msonable  degi^ee  of  accuracy  whether  or  not  loans  for  a  certain  type  of 
'ork  by  a  certain  outfit  such  as  we  are  talking  about  that  is  charging 
ir  over  what  is  the  customary  pattern,  should  *^end  up  a  flag  right  off 
le  bat  by  doing  a  little  checking  somewhere  to  find  out  whether  or  not 
lere  is  something.  T  agree  with  you  very  definitely  that  a  person 
ho  takes  over  a  public  position  that  is  financed  by  the  public,  itself, 
^finitely  has  a  public  responsibility  to  try  to  protect  the  interests 
f  the  public  in  every  way  possible  that  he  can.  Just  because  they 
lay  not  be  charged  by  the  law  to  do  something,  they  certainly  have 

definite  obligation  to  follow  througli  in  any  case  that  they  luive 
rought  to  their  attention,  to  see  that  the  rights  of  the  public  are 
rotected. 

The  Chaibman.  Do  yon  know  whether  or  not  these  groups  of  sales- 
len  that  you  are  talking  about  were  financing  their  sales  through 
sgitimate  banks  in  the^e  towns,  well  known  banks,  or  wei*e  they  send- 
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iiig  their  paper  to  other  banks  in  other  cities  and  to  finance  comptniei 
that  were  little  known?  It  is  just  unbelievable  to  me — and  it  is  cm 
of  the  things  we  are  going  to  check  into.  We  are  going  to  taket 
couple  cases  of  these  groups  and  find  out  whether  or  not  these  estib- 
lished  banks,  well  known  oanks  in  the  respective  towns,  were  tiinif 
paper  from  salesmen  they  hardly  knew,  who  were  members  of  thi 
.CToup.  We  are  going  to  run  it  down.  Do  you  happen  to  know  it 
uie  moment? 

Mr.  Olket.  On  that,  Senator,  I  think  in  most  instances  the  tmb 
take  the  paper  froni  the  dealers,  rather  than  the  salesmen.  There  isi 
step  in  there  that  serves  as  a  sort  of  insulation.  Nevertheless,  I  tlink 
that  you  will  be  very  surprised  to  learn  the  results  of  the  inquina 
you  make. 

The  Chaibman.  The  dealer  was  a  local  man  in  most  instances,  fs 
;he  not? 

Mr.  Olnet.  No. 
•    The  Chairkan.  He  was  not? 

Mr.  Olnet.  The  dealer  is  the  head  man  in  the  racket  He  has  sabs* 
men  working  for  him  on  a  conunission  basis,  and  he  is  just  as  much  of 
a  fly-by-night 

The  Chairman.  The  dealer  may  be  as  much  as  100  miles  away  txm  u 
tlie  town  where  these  products  were  dold  that  he  was  going  to  huM 
'    Mr.  Olnet.  Sometimes,  yes. 

Senator  Frear.  I  think  that  is  very  interesting,  Mr.  Chairman,  aai 
it  is  a  very  fine  example  of  what  may  be  happening  not  only  then 
but  in  other  places,  too.  They  had  a  run  of  200  men  coming  in  sellfll 
nothing  but  siding,  and  they  were  not  delivering  it  through  a  loci 
dealer? 

Mr.  Olney.  Oh,  no. 

Senator  Frear.  They  were  delivering  it — it  was  delivered,  I 
assume? 

Mr.  Olney.  Oh,  yes;  they  put  up  some  stuff. 

Senator  Frear.  It  came  perhaps  from  some  other  States,  even? 

Mr.  Olney.  That  is  quite  right. 

Senator  Frear.  It  was  head^  by  one  man  who  was  the  dealer,  ii 
this  instance? 

Mr.  Olnet.  Yes. 

Senator  Frear.  That  dealer  accumulated  the  paper  from  all  of  the 
salesmen  ? 

Mr.  Olney.  That  is  right. 

Senator  Frear.  And  he  discounted  it  or  he  took  it  to  the  bank  %d 
received  his  money,  whereby  FHA  insured  it.  He  took  it  to  one  bauk 
or  several  banks  in  or  out  of  the  State,  or  how  was  the  paper  given  so 
tliat  he  got  his  money  for  the  siding? 

Mr.  Olney.  I  think  that  varied  m  a  good  many  cases.  Of  com* 
he  took  it  wherever  he  could  get  a  bank  to  agree  to  take  the  pai>er,  W 
in  most  cases,  they  took  it  to  what  would  ordinarily  be  described  •s 
legitimate  lending  institutions. 

Senator  Frear.  He  took  it  to  legitimate  lending  institutions  or  h 
wouldn't  have  gotten  his  money.    I  think  we  could  assume  that. 

Maybe  he  did  a  little  work  m  peddling  the  paper  as  well  as  he  did 
the  siding.    That  was  possible  in  that  instance. 

Mr.  Olney.  That  is  quite  right,  and  that  is  where,  certainly  thesB 
items  that  I  referred  to  earlier,  showed  up,  of  certain  persons  in  banb 
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\(lio  were  evidently  comipted  into  accepting  some  of  that  paper,  by 
receiving  for  themselves  a  certain  amount  for  each  one  they  Uiok, 

Senator  Lehman,  You  used  the  word  "dealer*"  In  many  cases  isn't 
Ike  also  the  builderj  who  takes  the  contract  and  does  the  work  I 

Mr,  Olio;t.  That  is  right;  very  often.  In  fact^  he  usually  hires  th© 
men  who  put  the  stuff  up. 

Senator  Lehman,  And  that  man  is  a  local  man,  isn't  he?  The 
builder,  I  am  talking  about. 

Mr.  Olney,  He  may  lure  some  local  carpenters  or  something  of  that 
kind.  He  will  have  a  group  of  construction  Deople  that  he  recruits^ 
but  I  would  have  no  idea  as  to  which  vicinity  tney  come  from. 

Senator  Lehman.  In  response  to  a  question  which  I  asked  you  ear- 
lier today,  about  the  possible  collusion  of  baixbs,  I  believe  your  answer 
was  that  vou  have  found  certain  instances  of  collusion  on  the  part  of 
individuals  in  the  banks, 

Mr.  Olnet.  Yes, 

Senator  Lehman.  Have  you  found  aHy  substantial  amount  of  collu- 

Pm  by  the  banks,  themselves,  as  a  pattern  or  is  it  Just  a  sporadic  thing  ? 
Mr.  Olney.  No,  sir;  I  couldn't  say  we  have  found  any  such  thing 
%s  a  pattern.  There  are  many  banks  that  have  become  alarmed  and 
that  have  become  very  careful  and  cautious  about  the  kind  of  paper 
that  they  have  accepted,  and  banks  of  that  kind  have  not  taken  part, 
to  anj^  extent,  in  this  kind  of  racket. 

Senator  Lehman,  You  made  the  statement  earlier  in  the  day,  too, 
that  some  of  the  banks  are  so  eager  to  get  this  paper — and  I  agree  with 
you  that  it  is  very  attractive  paper,  which  pays  over  9.5  percent — 
that  in  certain  cases  they  have  gone  as  far  south  as  Alabama  to  ac- 
quire it. 

Have  yon  come  across  any  evidence  that  any  of  the  banks — for  in- 
stance, in  my  State — have  formed  branches  or  subsidiary  organ istat ions 
for  the  purpose  of  making  title  I  loans  outside  of  their  own  banking 
machinery  f 

Mr.  Olnet.  Senator,  Mr.  CossaclL,  who  is  sitting  here  beside  me,  has 
been  handling  this  himself,  and  tells  me  there  have  been  such  cases  that 
we  have  found,  but,  frankly,  I  am  not  familiar  with  them  of  my  own 
knowledge 

Senator  Lehman,  When  you  found  those,  what  did  you  do  about 
St!    Wbs  that  an  illegal  procedure^ 

Mr.  Olney.  No ;  there  was  nothing  illegal  about  it. 

Senator  Lehman,  Did  you  bring  it  to  the  attention  of  the  FHA? 

Mr.  Olney.  I  don't  believe  we  did.  If  that  had  happened  I  would 
have  known  about  iL 

Senator  Lehman.  I  should  think  it  would  be  a  good  idea  to  have 
brought  it  to  the  attention  of  the  FHA,  bt^cause  that  is  something,  I 
im  quite  sure,  was  never  contemplated  in  the  original  act  or  the  amend- 
Enents, 

Mr.  Olney.  I  might  make  clear.  Senator,  that  was  not  discovered  by 
IS  until  this  survey  was  made  at  our  request  by  Uie  FBI,  We  found 
hat  out  as  a  result  of  that. 

Senator  Freah.  Just  to  return  to  these  SOO  men,  these  ^00  men  who 
^ame  down  as  slick  salesmen  for  siding,  have  you  found  it  that  when 
hey  run  out  of  places  to  sell  this  siding  that  that  same  200  men,  or  a 
proup  similar  to  that,  may  go  into  some  other  swindling  job,  not 
especially  under  FHA,  but  anything  other  than  that! 
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Mr.  Olney.  Yes,  sir. 

Senator  Frear.  So  they  just  took  title  I  in  this  instance  as  being 
wonderful  outlet  in  which  to  make  some  auick  money,  but  that  group 
are  swindlers,  whether  they  are  selling  siding  under  FHA  or  wneth* 
they  are  selling  heating  pads  in  California  or  something  else. 

Mr.  Olney.  That  is  right.  There  are  in  our  country  a  group  of 
people  that  you  can  only  describe  as  professional  swindlers.  Ttof 
will  be  first  in  one  business  and  then  m  another,  and  this  home-iii- 
provement  business  has  become  infested  with  people  of  that  kind. 
They  used  to  be  in  different  rackets  and  when  they  saturate  the  mailnt 
on  FHA  stuff  they  go  into  something  else,  but  they  don't  do  anything 
that  is  legal. 

I  have  one  additional  point  that  I  would  like  to  make  as  a  reguM 
of  some  of  the  questions  that  were  asked  me  here  concerning  the  re- 
sponsibility of  the  Federal  Government  in  this  thing.  To  my  waj 
of  thinking  it  is  one  of  the  most  distressing  aspects  of  the  whole  mat- 
ter. That  is  the  use  that  is  made  of  the  name  of  the  Federal  Govern- 
ment by  these  swindlers  in  dealing  with  the  victim.  This  high-pres- 
sure stuff  that  is  put  over  is  done  in  the  name  of  the  Federal  agency- 
one  of  the  things  that  sells  this  stuff  to  the  poor  sucker  is  that  it  it 
represented  to  him  that  it  is  an  agency  of  the  Federal  Governmenl 
that  is  insuring  this  thing. 

The  Chairman.  Yes ;  I  brought  that  out  here  on  the  first  day  of  ow 
hearing.  There  is  no  question  about  it.  On  all  the  applications  and 
eveiTthing  they  sign,  "United  States  Government  forms"  and  "FHA" 
is  all  over  it. 

They  have  a  right  to  feel  they  are  dealing  with  honest  people  wh«i 
they  deal  with  their  Government. 

Senator  Payne.  The  question  still  comes  to  my  mind  that  when  % 
group  of  these  people  go  into  a  given  community  and  set  up  and 
operate,  it  is  just  inconceivable  that  the  local,  legitimate  mercnants, 
the  lumber  dealers  and  the  people  who  are  handling  that  type  of  work 
would  not  have  knowledge  of  the  fact  that  they  are  going  through 
there  and  would  not  bring  that  to  the  attention  of  the  Federal  Housing 
people,  inquiring  a  little  bit  about  it. 

Mr.  Olney.  Senator,  you  are  quite  right  and  I  want  to  say  they 
scream  like  eagles.  They  have  made  complaint  after  complaint  after 
complaint.  They  have  tJeen  as  vociferous  as  they  possibly  could  about 
what  was  going  on. 

Senator  I^ a YNE.  That  has  been  going  on  for  some  time. 

Mr.  Olney.  For  years. 

Senator  Payne.  And  yet  the  evidence  shows  that  the  local  agencies 
of  the  Federal  Housing  Administration,  and  their  superiors  up 
through  the  line,  over  that  long  period  of  time,  have  done  nothing 
about  it  in  order  to  crack  down  on  them  ? 

Mr.  Olney.  Well,  the  conditions  go  on  in  spite  of  the  complaints 

The  Chairman.  All  the  testimony  before  tnis  committee  by  wit- 
nesses, industry,  the  FHA  itself,  and  the  Government  has  been  that 
it  was  a  good  thing  and  nothing  was  wrong.  They  had  to  write  258 
letters  in  1951,  I  think  it  was,  and  then  they  were  so  happy  in  1962 
they  dropped  down  to  185.  That  shows  you  that  somebody  has  been 
keeping  something  from  this  Congress  and  this  committee.  The 
more  I  listen  to  tv  more  convinced  I  am  that  it  is  really  a  shame 

how  thev  1     this  whole  business  up.    FHA  and  FHA 
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cficials  have  been  covering  this  whole  business  up.  They  have  not 
called  it  to  the  attention  of  this  committee.  They  even  recommended 
this  last  time  that  the  limit  l^e  increased  from  $2,500  to  $3,000,  that 
the  terms  be  increased  from  30  to  36  months.  And  the  President's 
Commission  did  the  same  thing.  It  is  made  up  primarily  of  people 
in  the  building  business,  the  real-estate  business.  As  I  said  yester- 
day, from  now  on,  we  are  going  to  use  our  own  judgment  We  are 
tired  of  listening  to  these  people.  The  more  I  listen  to  witnesses  here, 
the  more  convinced  I  am  of  that, 

Mr,  Oljcey*  Senator,  there  is  one  additional  aspect  I  would  like 
to  mention  and  tliat  is  the  matter  of  collection  on  these  obligations 
and  tiie  position  in  wliich  the  Federal  Govermnent  is  going  to  find  it- 
self when  there  ai-e  defaults. 

The  record  of  defaults  hai3  not  been  very  large,  as  yet  FHA  has  a 
good  rec'ord,  and  we  would  like  to  point  on  that,  but  the  time  is  going 
to  come  when  these  people  who  have  been  taken  in  this  fashion  are 
going  to  have  great  di faculty  in  making  their  payments,  and  then 
there  is  going  to  have  to  he  the  process  of  collection* 

Eventually,  because  the  Federal  Government  has  insured  these  loans, 
it  will  fall  on  some  agency  of  the  Fedeial  Government  — probably 
the  Civil  Division  of  the  Department  of  Justice— to  try  to  collect 
these  sums,  and  here  is  what  the  position  will  be:  Here  will  be  an 
agency  of  the  Federal  Government  trying  to  squeezie  out  of  the!J5e  people 
who  have  been  victimized  in  this  fashion  through  the  insurance  that 
was  issued  by  another  agency  of  the  Federal  Government,  the  last  little 
cent  of  the  obligation. 

The  CiiAiBMAj^.  What  you  are  saying  is  that  the  Federal  Govern- 
ment now,  through  the  Attorney  General's  Office,  the  Department  of 
Justice,  has  to  go  out  and  become  a  collection  agency  and  collect  money 
from  these  people? 

Mr,  Olnet.  Thev  have  to  collect  on  the  results  of  swindles* 

Senator  Friiar,  Wliat  is  the  length  of  time  under  which  a  title  I 
loan  can  be  made,  the  maximum  length  of  time? 

Mr,  Olkey-  I  don't  know,  sir. 

The  Chaikman.  Three  years  and  thirty-two  days. 

Senator  Freab,  Anything  that  is  over  3  years  of  age  has  either  been 
paid  off  or  has  shown  up  as  a  delinquency,  to  date;  is  that  not  right? 

Mr.  Olnet<  I  suppose  so* 

Senator  Freaju  ho  we  ai^e  going  to  expect  our  delinquencies  in  loans 
that  have  been  made  within  the  last  3-year  period. 

Mr,  OliNet.  I  gue^  that  is  right 

Senator  Feear.  Of  course,  if  they  are  made  over  a  period  of  3 
years,  their  payments  are  rather  stiflf  if  they  have  a  substantial  loan? 

Mr,  Qln^Y-  Senator,  I  ean't  answer  thos^  questions.  I  frank]}' 
don't  know  enough  aliout  the  business.  The  racfeet  part  of  it  I  think 
I  know  something  about 

Senator  Freah.  I  think  you  have  given  a  very  good  demonstration 
that  you  do  know  something  about  the  racJcet  side* 
I     The  Chaibman.  Will  you  continue  and  tell  us  about  this  pattern 
go  we  can  get  a  better  idea  of  that? 

1     Mr.  Olnky.  I  will  be  glad  to.    These  are  some  of  the  typical  tecli- 
rniques  that  are  being  used. 

L  There  is  the  model-home  racket    Now  this  approach  appeals  to 
Q  ego  and  t<he  stupidity  of  the  victim  and  that  is  one  of  tlie  most 
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widely  used  of  these  variations.  It  is  often  used  together  with  other, 
schemes  and  misrepresentations  as  an  introduction.  In  one  variation 
the  victim  is  told  that  the  manufacturer  or  dealer  desires  to  introdu» 
his  product  in  the  area  and  has  chosen  the  victim's  home  as  a  model| 
or  a  sample.  The  victim  is  promised  factory  prices,  bonuses,  or  dis- 
counts for  the  privilege  of  using  his  home  as  an  advertising  sampk 
As  a  matter  of  fact,  many  others  in  the  neighborhood  may  be  fed  the 
same  line.  More  oiten  than  not  the  bonuses  or  the  discounts  are  not 
forthcoming  and  as  usual  the  price  is  exorbitant  and  totally  un* 
related  to  factory  or  even  reasonable  retail  price. 

Then,  there  is  the  conmiission  racket.  The  same  sales  talk  of  Qm-. 
victim  will  often  be  enticed  by  an  offer  of  a  commission  for  every 
sale  made  in  the  neighborhood  as  a  result  of  his  sample  house.  For. 
every  name  suggested  by  him.  He  is  told  that  as  a  result,  the  moderni- 
zation of  his  home  won't  cost  him  anything.  Possibly  1  or  2  coift- 
missions  may  be  paid,  although  that  is  very  rare.  More  often  than 
not,  the  flow  of  commissions  stops  and  is  never  paid  at  all. 

Then,  there  is  the  guaranteed  racket.  The  salesman  will  report 
that  the  product  is  having  virtues  and  the  ^aranty  of  quality  is  far 
beyond  the  most  optimistic  puffing  of  legitimate  dealers.  In  &ci 
he  specializes  in  shoddy  and  inferior  products,  and  the  salesman^ 
representations  are  completely  false. 

Then,  there  is  the  completion  certificate  racket.  The  ultimate  aim  (rf 
the  salesman  in  each  one  of  these  cases  is  the  obtaining  of  the  comple- 
tion certificate  signed  by  the  homeowner  because  that  is  the  tlung 
that  enables  him  to  get  his  money.  The  lending  institution  will  not 
pav  on  the  notes  until  a  signed  completion  certificate  is  presented. 
Salesmen  and  dealers  have  repeatedly  resorted  to  forgery  and  decep- 
tion to  get  this  instrument  before  the  work  was  completed  or  even 
started.  Often  the  homeowner  is  induced  to  sign  numerous  papers  in 
a  welter  of  confusion  and  is  told  that  they  are  commission  or  adver- 
tising contracts  in  the  model  home  or  commission  deals  and  in  fact 
he  is  signing  a  credit  application,  a  note,  and  a  completion  certificate. 
As  a  result  in  many  cases  the  work  is  neither  completed  and  some- 
times not  even  started  when  the  completion  certificate  is  presented 
to  the  bank  by  the  dealer  and  he  gets  his  money. 

Then,  there  is  the  consolidation  of  debts  racket.  Again,  the  home- 
owner is  tlie  victim  wlien  he  accepts  the  salesman's  proposition  to 
consolidate  his  outstanding  debts  into  one  large  loan  by  consenting  to 
an  inflated  price  for  his  remodeling.  Usually  the  homeowner  balks 
at  assuming  a  new  obligation  because  he  is  already  burdened  with 
other  installment  payments. 

Too  often  the  victim  finds  that  not  only  has  he  an  obligation  for 
his  house  repair  greatly  in  excess  of  its  worth  but  also  still  has  other 
obligations  which  have  not  in  fact  been  paid  off.  In  many  instances 
the  homeowner  is  induced  to  falsify  his  credit  application  in  this 
scheme  by  concealing  the  existence  of  other  outstanding  debts. 

Then,  there  is  the  cash  balance  racket,  too.  A  good  sales  talk  is 
the  one  that  is  used  to  entice  the  homeowner  to  sign  with  the  promise 
that  a  part  of  the  high  price  will  be  refunded  to  him  for  vacation 
money  or  to  pay  off  personal  debts.  The  homeowner  signs,  fufly 
aware  that  he  is  obligating  himself  for  more  than  the  constructiGD 
work  in  the  belief  that  he  will  in  effect  receive  an  inexpensive  personal 
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in.  Then,  the  unscrupulous  dealer  upon  receipt  of  the  money  will 
ten  fail  to  keep  his  promise  of  rebate.  Sometimes  they  do  give 
e  rebate.  When  they  do,  they  usually  charge  a  high  commission. 
Then,  there  is  the  double  financing  racket.  After  the  homeowner 
s  received  his  loan  book  from  the  bank,  the  salesman  or  the  dealer 
11  approach  him  and  explain  that  a  loan  can  be  obtained  from  a 
)re  satisfactory  lending  institution  on  better  terms.    The  salesman 

the  dealer  thereupon  talks  the  victim  into  parting  with  the  loan 
ok,  signing  a  new  credit  application  and  a  completion  certificate. 
tnetime  later,  the  victim  becomes  sharply  aware  that  he  has  assumed 
)bligations  instead  of  1,  since  the  dealer  has  presented  the  comple- 
fn  certificate,  the  notes,  and  the  credit  application  at  another  bank 
r  a  second  loan.  ! 

Fh^i  there  is  the  real  estate  downpayment  racket.    This  is  some- 
lat  unrelated  to  the  general  schemes  involving  salesmen  and  deal- 
j.     It  is  a  vicious  fraud  perpetrated  by  these  real-estate  salesmen. 
ds  is  not  the  improvement  business,  but  the  real-estate  people.    A 
meowner  anxious  to  sell  his  house  and  unable  to  get  the  downpay- 
mt  that  he  desires  may  be  induced  by  the  real-estate  salesmen  to 
ply  for  a  title  I  improvement  loan.    That  real-estate  agent  advises 
at  no  improvement  need  be  made  by  the  houseowner  and  that  he 
ould  pocket  the  proceeds  and  transfer  the  notes  to  the  purchaser  of 
e  house  in  lieu  of  the  downpayment. 
The  Chairman.  Have  you  had  many  cases  like  that? 
Mr.  Olnet.  Yes,  sir,  there  have  been  a  great  many. 
The  Chairman.  A  great  many  cases  of  that  nature? 
Mr.  Olney.  Yes. 

Then,  there  is  the  credit  application  racket.  These  approved  lend- 
j  institutions  rely  only  on  the  information  submitted  m  the  credit 
plication,  if  it  is  in  accordance  with  the  regulations.  Perhaps  the 
»t  flagrant  deception  in  this  field  was  practiced  in  two  Southern 
ates  where  a  group  of  salesmen  set  up  a  phony  credit  agency  and 
inufactured  credit  reports  which  they  passed  off  on  the  lending 
stitutions. 

Then,  there  is  the  teardown  technique,  and  this  has  shown  up  par- 
!ularly  with  furnaces.    This  has  been  widely  practiced  by  dealers 

furnaces.  The  dealer  will  come  to  the  home,  or  his  dynamiters, 
id  the  homeowner  is  frightened  into  cooperation  when  he  is  told  that 
ere  appears  to  be  immediate  danger  of  asphyxiation  and  fire.  The 
»ler  sends  a  man  out  to  inspect  the  thing  and  the  inspector  scares 
e  man  and  he  is  willing  to  sign  up  to  protect  the  life  of  his  family. 
Those  are  examples  of  the  kinds  of  techniques  characteristic  in  this 
Jd. 

I  want  to  call  attention  to  one  aspect  of  a  great  many  of  these,  like 
1  the  completion  certificate  thing.  The  homeowner  himself  violates 
le  law  at  least  technically  when  he  signs  the  completion  certificate 
hen  the  job  hasn't  been  finished.  He  violates  the  law  himself,  or 
;  least  technically,  when  he  fills  out  an  application  and  fails  to  state 
is  other  obligations. 
There  are  many  of  these  tricks  that  are  used  on  him,  and  where  he 

put  in  the  position  of  violating  the  law,  himself,  and  that  means 
lat  he  is  in  a  poor  position  to  go  to  a  law-enforcement  agency,  or  go 

FHA,  for  that  matter,  and  make  a  complaint  about  what  has  hap- 
sned  to  him. 
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I  only  want  to  say  with  respect  to  that  kind  of  practice  that  it  ii 
no  fair  thing  to  say  that  we  shouldn't  be  disturbed  about  the  hoii» 
owner,  because  he  violated  the  law  himself. 

That  trick  of  getting  the  victim  to  do  something  that  is,  in  itd^ 
illegal,  is  the  oldest  trick  of  the  swindler  and  has  gone  on  for  im- 
dreds  of  years.  They  like  it  because  it  is  insurance,  from  their  poot 
of  view,  against  criminal  prosecution  and  against  complaint  by  ttl: 
victim. 

In  dealing  with  these  cases,  it  is  necessary  to  take  stock  of  wl 
the  real  fault  and  the  real  blame  lies,  but  that  is  why  it  becomefiM 
very  difficult  for  the  Federal  and  Criminal  Division  to  prosecute  ' 
cases,  because  we  have  to  prosecute  under  section  1010,  which  is 
filing  of  these  false  statements.    We  have  a  strike  on  us  at  the 
when  we  must  admit  that  our  complaining  witness  who  takes  the  ift^] 
ness  stand  has,  himself,  been  guilty  of  the  same  violation  that  wen 
accusing  the  dealer  and  his  hot  salesman  of  perpetrating.    It  r& 
practical  obstacle  in  the  prosecution  of  these  cases  that  is  very  leil] 

That  completes  mv  discussion  of  title  I,  sir. 

The  Chairman.  Are  there  any  questions,  gentlemen  ? 

Well,  I  don't  think  I  have  any  further  questions,  Mr.  Olney.  Ta 
have  been  very  helpful  to  us. 

I  want  to  place  in  the  record  at  this  time,  if  there  is  no  objectiei) 
and  I  think  I  better  read  this  memorandum  from  the  Deputy  Aasist' 
ant  Commissioner,  David  W.  Cannon.  It  is  to  the  Senate  Bankmg 
and  Currency  Committee,  and  the  subject  is  Dealers  No  Ijonger  SiA- 
ject  to  the  Provisions  of  Regulation  8,  Section  2. 

That  is  a  nice  way  to  talk  about  these  people  who  have  been  hhA- 
listed. 

Yesterday,  April  22,  we  deUvered  you  15  copies  of  our  booklet  on  precifr 
tionary  measures,  dated  January  81.  1953,  and  15  copies  of  the  second  8!ijp|)te> 
ment  to  the  list,  including  all  dealers  against  whom  precautionary  measuni 
were  instituted  between  November  30, 1953,  and  April  22, 1954. 

There  are  attached  to  this  memorandum  15  copies  of  the  list  of  dealers  vA 
salesmen  whose  names  appeared  in  either  the  original  booklet  on  precautfonaiT 
measures,  or  the  first  supplement,  and  in  whose  cases  the  precautionary  meit 
ures  procedure  has  been  rescinded.  This  list,  as  is  stated  in  the  caption,  tn^ 
eludes  every  individual  or  firm  where  such  action  has  been  taken  through  aai 
including  April  22,  1954. 

If  there  is  no  objection,  we  will  place  this  memorandum  in  the 
record — as  well  as  the  names — and  I  find  there  is  about  a  page  and 
a  half  of  them. 

In  other  words,  these  are  people,  if  I  understand  it  correctly — and 
if  I  am  not  correct,  I  wish  somebody  would  correct  me — who  wew 
once  suspended  or  put  under  precaution,  and  the  bankers  were  noti- 
fied to  be  on  the  lookout  for  them,  and  now  I  don't  know,  they  hate 
kissed  the  book  or  something,  and  they  are  all  right.  They  are  now 
full-fledged  dealers;  in  other  words,  they  made  amends  for  their 
wron.<rR  and  they  are  now  back  on  the  accredited  list.  (See  appendiX} 
p.  1966.) 

Senator  Payne.  You  have  not  touched  the  section  608  cases.  I 
just  wondered  whether  or  not  the  Department  of  Justice  has  gone  into 
anv  of  those  cases. 

Mr.  Olney.  Yes,  sir;  we  have  ^one  into  some  of  those  cases,  but  we   I 
have  never  had  that  problem  called  to  our  attention  in  anything  like 
the  way  in  which  title  I  was.     TVe  liave  had  this  experience,  that  we 
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ive  learned  it  has  been  impossible  to  make  criminal  cases  out  of 
.ose  section  608's  because  FHA  takes  the  position  that  even  though 
B  can  prove  that  false  estimates  and  false  statements  have  been 
bmitted  by  the  promoters  of  these  projects,  FHA  said  they  don't 
ly  on  them,  and  although  they  admit  that  they  are  false  and  that 
ey  are  lies,  because  we  don't  rely  on  them  we  can't  make  a  criminal 
ee. 

The  Chairman.  Let's  get  into  that  a  little  deeper.  I  learned  about 
Jit  the  other  day. 

As  a  kid,  I  was  redheaded,  but  not  nearly  as  much  so  as  when  I 
umed  of  this. 

Let  me  see  if  I  understand  this.  The  FHA  says,  "We  made  our 
m  investieation.  We  arrived  at  this  appraisal.^'  Let  us  say  it  is 
►00,000  higner  than  the  actual  cost,  "and  the  figures  that  the  builder 
ive  us,  we  didn't  pay  any  attention  to,  even  though  they  were  wrong 
'  false  or  may  have  been  false.  We  relied  upon  our  own." 
In  other  words,  they  maintain  they  didn't  take  the  builder's  figures 
id  make  him  sipi  an  affidavit  that  they  were  true,  and  then  use  those 
)praisals,  but  they  made  their  ovm.  That  is  what  it  is,  isn't  it? 
Mr.  Onlet.  Well,  that  is  what  they  say,  but  if  the  committee  is 
terested  in  this,  I  can  give  you  specific  examples  in  which  FHA 
ates  its  own  position. 

The  Chairman.  I  wish  you  would,  because  I  cannot  conceive  of 

ch  a  situation.    Nevertheless,  it  has  been  happening. 

Mr.  Olney.  This  is  the  ciise  in  which  we  tliought,  originally,  we 

>uld  be  able  to  proceed  in  one  of  these  section  608  cases  on  the  basis 

false  statements.   It  is  the  case  of  the  Joseph  W.  Williams,  Inc.,  of 

jwberry,  S.  C.    Investigation  in  that  instance  was  made  by  the 

BI  and  it  was  determin^  that  there  were  discrepancies  so  great  in 

e  estimates  and  statements  originally  submitted  that  they  couldn't 

reconciled,  and  certainly  if  the  FHA  had  relied  on  those  state- 

jnts,  we  would  have  a  case  of  violation  of  section  1001. 

The  matter  was  investigated  by  the  Department,  and  it  was  sent 

the  United  States  attorney  for  presentation  to  a  grand  jury  for 

osecution.    Then,  out  of  the  blue  sky,  we  got  a  letter  from  FHA 

lich  was  dated  April  30, 1953.    It  was  on  the  stationery  of  the  Office 

the  General  Counsel  and  it  was  signed  by  B.  C.  Bovard,  General 

)un8el,  and  the  initials  on  it  indicated  it  was  dictated  by  H.  M. 

urphy,  who  has  been  the  Assistant  General  Counsel  for  many  years. 

It  was  addressed  to  the  Attorney  General  and  bore  the  caption 

scribing  the  case  as — 

P^aud  Against  the  Government ;  the  Joseph  B.  Williams,  Inc.,  Newberry,  S.  C, 
E.  Summers,  W.  R.  Reed,  Frank  B.  Jordan,  Jr.,  officers;  James  R.  Carter, 
ling  Business  as  Jimmy  Carter  Construction  Co.,  Columbia,  S.  C. 

Sib:  This  Office  has  been  furnished  a  copy  of  a  report  of  investigation  made 
the  Federal  Bureau  of  Investigation  identified  under  the  above-captloned 
t)ject,  and  it  Is  assumed  that  your  office  has  been  or  will  be  furnished  a  copy 
the  report. 

rhe  subject  matter  of  the  Investigation  concerns  a  rental  project  located  at 
wberry,  S.  C,  identified  as  "The  Joseph  B.  Williams,  Inc.,*'  the  construction 
which  was  financed  with  the  assistance  of  a  mortgage  loan  made  by  the 
izens  &  Southern  National  Bank  of  South  Carolina,  Charleston,  S.  C,  and 
nred  under  section  608  of  the  National  Housing  Act  (U.  S.  C,  title  12,  sec. 
;3).    The  construction  of  the  project  has  been  fully  completed  and  a  mortgage 

44760— «4— pt  8 ^21 
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loan  in  the  amount  of  $109,900  was  finally  endorsed  for  insurance  on  Oct< 
1951. 

The  FBI  report  states  that  the  facts  of  this  case  were  discussed  with  A; 
United  States  Attorney  Louis  M.  Shimel,  Charleston,  S.  C,  who  advised 
the  event  prosecution  was  authorized  in  this  case,  he  would  proceed  un 
specific  statute  of  section  1010,  title  18,  United  States  Code,  and  furth< 
Mr.  Shimel  was  informed  of  the  jurisdiction  of  the  Federal  Housing  A 
tration  under  said  section  1010  and  that  no  further  investigation  w< 
conducted  by  the  Bureau.  It  was  our  thought  that  since  the  facts  of  t 
had  been  discussed  with  the  assistant  United  States  attorney  and  he  had 
fied  any  prosecution  as  being  under  section  1010,  title  18,  United  State 
that  this  administration  would  be  expected  to  take  some  further  ac 
regard  to  the  matter ;  and  it  is  for  this  reason  that  this  letter  is  written. 

We  have  examined  the  report  and  raise  the  question  as  to  whether 
further  investigation  would  be  needed  to  determine  if  prosecution  w< 
warranted  since  it  appears  that  all  the  facts  material  to  such  determinat 
at  hand.  Any  prosecution  would  appear  to  be  based  upon  the  submissi 
false  statement  for  the  purpose  of  influencing  the  action  of  the  Federal  I 
Administration,  and  on  this  point  it  is  believed  that  the  following  facts  in 
to  the  actions  taken  by  the  Administration  would  be  of  material  significai 

The  determination  made  by  the  FHA  as  to  the  maximum  insurable  m 
is  based  upon  the  FHA  estimate  of  the  replacement  cost  of  the  building  ii 
ments,  and  such  estimate  is  not  influenced  by  the  amount  of  the  contrs 
cuted  for  the  construction  of  the  improvements.  The  FHA  estimate 
if  made  during  the  underwriting  processing  of  the  case  which  takes  plac 
to  the  issuance  of  the  commitment  which  sets  forth  the  maximum  in 
mortgage  and  other  terms  and  conditions  of  insurance.  The  initial  endoi 
of  the  mortgage  loan  for  insurance  takes  place  at  the  time  the  loan  is 
pursuant  to  the  outstanding  commitment,  and  the  amount  of  the  const 
contract  is  usually  not  known  at  the  time  of  the  closing,  and  if  known,  it 
be  immediately  prior  to  closing. 

The  construction,  as  completed,  has  been  found  acceptable  as  meetinj 
requirements,  and  consequently  the  dwellings  represent  the  security  c 
plated  in  our  cost  estimates.  The  fact  that  the  actual  construction  c< 
may  have  been  different  in  amount  than  the  contract  presented  to  this  . 
istration  and  that  the  contractor  encountered  financial  diflSculties  in  perfoi 
did  not,  so  far  as  we  can  determine,  have  a  material  effect  on  the  ultimate  » 
provided. 

It  is,  of  course,  not  our  purpose  to  discourage  prosecution,  but  we  did 
was  our  responsibility  to  point  out  the  problems  which  would  be  encoii 
since  we  could  not  establish  that  the  determination  of  the  maximum  ins 
mortgajje  or  any  other  official  action  of  the  Administration  in  counectio: 
the  insurance  of  this  loan  was  influenced  by  the  side  agreement  which  h 
effect  of  reducing  the  amount  of  the  construction  contract  as  presented 
Administration. 

If  the  United  States  attorney  so  desires,  we  shall  be  pleased  to  make  ar 
ments  for  a  discussion  between  his  office  and  employees  of  this  Adrainistra 
South  Carolina  to  further  explain  FHA  requirements  and  procedures  which 
be  pertinent  to  the  question.  We  would  appreciate  being  advised  of  f 
developments. 

Very  truly  yours, 

B.  C.  BovARD,  General  Covi 

We  replied  to  the  letter  from  Mr.  Bovard. 

The  Chairman.  Without  objection,  we  will  ask  that  your  rep 
made  a  part  of  the  record,  and  the  letter  that  you  just  read  be  m 
part  of  the  record.  You  read  it,  but  it  will  be  made  a  part  o 
record. 
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(The  letters  referred  to  follow :) 

Federal  Housing  Administration, 

Office  of  the  General  Counsel, 
g  Washington  25,  D.  C,  April  SO,  195S. 

m  fraud  against  the  Goyernment,  the  Joseph  B.  Williams,  Inc.,  Newberry,  S.  G., 
tR.  E.  Summers,  W.  R.  Reed,  Frank  E.  Jordan,  Jr.,  officers;  James  R.  Garter, 
?  doing  business  as  Jimmy  Carter  Construction  Co.,  Columbia,  S.  C. 

he  honorable  the  Attorney  General, 
W'  Department  of  Justice,  Washington  25,  D,  C, 
8m:  This  office  has  been  furnished  a  copy  of  a  report  of  investigation  made 
the  Federal  Bureau  of  Investigation  identified  under  the  above-captioned 
Uect,  and  it  is  assumed  that  your  office  has  been  or  will  be  furnished  a  copy 
Ibe  report. 

rhe  subject  matter  of  the  investigation  concerns  a  rental  project  located  at 
berry,  S.  C,  identified  as  **The  Joseph  B.  Williams,  Inc.."  the  construction 
Which  was  financed  with  the  assistance  of  a  mortgage  loan  made  by  the  Citi- 
i  &  Southern  National  Bank  of  South  Carolina,  Charleston,  S.  C,  and  insured 
er  section  608  of  the  National  Housing  Act  (U.  S.  C,  title  12,  sec.  1743). 
construction  of  the  project  has  been  fully  completed,  and  a  mortgage  loan  in 
amount  of  $199,900  was  finally  endorsed  for  insurance  on  October  31,  1951. 
Ae  FBI  report  states  that  the  facts  of  this  case  were  discussed  with  Assistant 
ited  States  Attorney  Louis  M.  Shimel,  Charleston,  S.  C,  who  advised  that  in 
event  prosecution  was  authorized  in  this  case,  he  would  proceed  under  the 
dfic  statute  of  section  1010.  ttile  18,  United  States  Code,  and  further,  that 
Shimel  was  informed  of  the  Jurisdiction  of  the  Federal  Housing  Administra- 
under  said  section  1010  and  that  no  further  investigation  would  be  con- 
ted  by  the  Bureau.  It  was  our  thought  that  since  the  facts  of  the  case  had 
discussed  with  the  assistant  United  States  attorney  and  he  had  identified 
prosecution  as  being  under  section  1010,  title  18,  United  States  Code,  that 
Administration  would  be  expected  to  take  some  further  action  in  regard 

matter ;  and  it  is  for  this  reason  that  this  letter  is  written. 
'e  have  examined  he  report  and  raise  the  question  as  to  whether  or  not  fur- 
investigation  would  be  needed  to  determine  if  prosecution  would  be  war- 
since  it  appears  that  all  the  facts  material  to  such  determination  are  at 
Any  prosecution  would  appear  to  be  based  upon  the  submission  of  a  false 
lent  for  the  purpose  of  influencing  the  action  of  the  Federal  Housing  Ad- 
tion,  and  on  this  point  it  is  believed  that  the  following  facts  in  regard 
le  actions  taken  by  the  Administration  would  be  of  material  significance, 
determination  made  by  the  FHA  as  to  the  maximum  insurable  mortgage 
upon  the  FHA  estimate  of  the  replacement  cost  of  the  building  improve- 
,  and  such  estimate  is  not  influenced  by  the  amount  of  the  contract  exe- 
for  the  construction  of  the  improvements.  The  FHA  estimate  of  cost  is 
during  the  underwriting  processing  of  the  case  which  takes  place  prior  to 
luance  of  the  commitment  which  sets  forth  the  maximum  insurable  mort- 
and  other  terms  and  conditions  of  insurance.  The  initial  endorsement  of 
lortgage  loan  for  insurance  takes  place  at  the  time  the  loan  is  closed  pur- 
it  to  the  outstanding  commitment,  and  the  amount  of  the  construction  con- 
||Kt  is  usually  not  known  at  the  time  of  the  closing,  and  if  known  it  would  be 
kediately  prior  to  closing.  The  construction  as  completed  has  been  found 
b|Q[>table  as  meeting  FHA  requirements,  and  consequently  the  dwellings  repre- 
^^  the  security  contemplated  in  our  cost  estimates.  The  fact  that  the  actual 
iction  contract  may  have  been  dilferent  in  amount  than  the  contract  pre- 
to  this  Administration  and  tha  tthe  contractor  encountered  financial 
les  in  performance  did  not,  so  far  as  we  can  determine,  have  a  material 
on  the  ultimate  security  provided. 
rift  is,  of  course,  not  our  purpose  to  discourage  prosecution,  but  we  did  feel  it 
^  our  responsibility  to  point  out  the  problems  which  would  be  encountered 
C^e  we  could  not  establish  that  the  determination  of  the  maximum  insurable 
irtgage  or  any  other  official  action  of  the  Administration  in  connection  with 
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the  insurance  of  this  loan  was  influenced  by  the  side  agreement  which  had  tk 
effect  of  reducing  the  amount  of  the  construction  contract  as  presented  to  tUi 
Administration. 

If  the  United  States  attorney  so  desires,  we  shall  be  pleased  to  make  amwu- 
ments  for  a  discussion  between  his  office  and  employees  of  this  AdministntiA 
in  South  Carolina  to  further  explain  FHA  requirements  and  procedures  whkdl 
would  be  pertinent  to  the  question.  We  would  appreciate  being  advised  of  fB* 
ther  developments. 

Very  truly  yours, 

B.  C.  BovABD,  OenertU  Coumd, 


May  19,  1953. 
Be  the  Joseph  B.  Williams,  Inc.,  Newberry,  S.  C. ;  B.  B.  Summers,  W.  R,  Reet 

Frank  E.  Jordan,  Jr.,  officers ;  James  R  Carter,  doing  business  as  Jinmiy  CarW 

Construction  Co.,  Columbia,  S.  C,  fraud  against  the  Government 
B.  C.  BovABD,  Esq., 
Oeneral  Counsel, 

Federal  Housing  Administration, 

Washington,  D.  C. 

Dear  Mu.  Bovard:  Acknowledging  your  letter  of  April  30,  1953,  addressed  ti 
the  Attorney  General,  concerning  the  above  case,  this  matter  has  been  oodv 
investigation  for  possible  violation  of  title  18,  section  1001,  United  States  Code: 

You  indicate  a  familiarity  with  the  facts  developed  in  the  case  which  concem 
the  application  for  Federal  Housing  Administration  insurance  filed  by  Joaeiil 
B.  Williams,  Inc.,  sponsor  of  the  Joseph  B.  Williams  rental  housing  project 
Newberry,  S.  C.  The  sponsor  represented  to  your  agency  that  a  contract  for  flu 
construction  of  this  project  had  been  executed  with  James  R.  Carter,  doing  hvA" 
ness  as  Jimmy  Carter  Construction  Co.,  amounting  to  $189,898.  Thereafter! 
developed  that  a  separate  contract  existed  between  these  parties  calling  ft 
construction  of  the  project  at  a  cost  of  $168,430.  It  is  understood  that  locil 
FHA  ollicials  had  no  knowledge  uf  this  second  contract  although  in  applyiBj 
for  FHA  insurance  it  was  represented  by  the  sponsor  that  the  construction  c* 
tract  was  in  tlie  amount  of  $189,898.  On  the  face  of  it,  this  was  considered  tote 
a  false  misrepresentation  because  of  the  concealment  of  the  material  fact  of  tt* 
existence  of  the  second  contract  which  would  constitute  a  violation  of  title  1& 
section  1001,  United  States  Code,  rather  than  a  violation  of  title  18,  secti* 
1010,  United  States  C(Kle. 

The  United  States  attorney,  after  being  informed  of  the  Department's  vieiH 
requested  the  FBI  to  make  a  further  investigation  to  determine  if  local  FHA 
officials  would  have  been  influenced  in  their  decision  in  approving  an  applicatifi 
for  insurance  in  this  case  if  they  had  linow ledge  of  the  existence  of  the  secooi 
contract.  According  to  the  information  you  supplied,  such  knowledge  wooM 
not  have  influenced  the  processing  of  this  case.  This  is  difficult  to  reconcile  sW 
it  is  understood  that  under  applicable  re;:iilations  the  sponsor  is  required  tl 
inform  your  agency  representatives  of  the  existence  of  the  contract  it  has  ex- 
ecuted with  the  contractor,  including  the  amount  thereof  and  the  specificatioi& 
If  a  full  disclosure  is  not  made  of  the  existence  of  any  other  contracts  or  rifc 
agreements  in  a  particular  case,  it  would  appear  that  the  Government  is  misted. 
And  it  would  further  appear  that  if  FHA  officials  had  knowledge  of  such  a  sMJ 
agreement  calling  for  the  expi^uditure  of  a  le.s.ser  sum  for  the  construction  of  ti* 
project,  than  stipulated  in  the  application  for  FHA  insurance,  then  such  ofSdaSt 
might  well  be  put  on  their  guard  to  give  much  closer  supen'ision  to  the  ctft 
struction  of  the  project  to  insure  that  specifications  are  met  and  to  avoid  slio^ 
construction,  as  well  as  to  avoid,  as  nearly  as  possible,  failure  of  the  mortgiSV 
to  meet  his  obligations  with  consequent  assumption  by  FHA  of  financial  responrf* 
bility  to  the  mortgagee. 

Of  course  if  the  failure  to  disclos**  to  representatives  of  your  agency  ^ 
existence  of  the  second  agreement  as  here  would  not  by  reason  of  the  prooednrti 
adopted  in  such  cases  result  in  the  concealment  of  material  facts,  because  aa  fO< 
explained.  "The  determination  made  by  the  FHA  as  to  the  maximum  insarm 
mortgage  is  based  upon  the  FHA  estimate  of  the  replacement  cost  of  the  baildim 
improvements,  and  such  estimate  is  not  influenced  by  the  amount  of  the  ooo 
tract  executed  for  the  construction  of  the  improvements,"  then  existence  of  a  Bid 
agreement  between  sponsor  and  the  cx)ntractor  ceases  to  be  material.    In  sod 
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drcumstances,  violation  of  tiUe  18,  section  1001,  United  States  Ckxle,  cannot 
lie  proved. 

tt  under  existing  regulations  the  sponsor  of  any  project  for  which  FHA  insur- 
ance is  sought  must  report  the  existence  of  a  contract  for  the  construction  of 
tiie  project,  although  FELA.  is  not  interested  in  such  information  and  mi^es  no 
ne  of  it,  is  any  purpose  served  by  the  requirement?  Your  comments  in  this  con- 
Bection  are  desired  for  the  Department's  guidance  in  considering  this  and  similar 
■cues  developed  in  the  future. 

As  mentioned  above,  further  investigation  of  the  matter  is  being  made  by  the 
IBI,  the  results  of  which  when  reviewed  will  permit  the  United  States  attor- 
.My  and  the  Department  to  determine  whether  criminal  prosecution  is  to  be 
undertaken  or  that  phase  of  the  case  closed.  You  will  be  kept  informed  of 
4development& 
^  Respectfully, 

^  Warren  Olney  III, 

Assistant  Attorney  General 
(For  the  Attorney  General). 


Fedeslal  Housino  Administration, 

Office  of  the  General  Counsel, 
^  Washington,  D,  C,  June  25,  195S, 

Wilt  the  Joseph  B.  Williams,  Inc.,  Newberry,  S.  C. ;  R.  E.  Summers,  W.  R.  Reed, 
Frank  E.  Jordan,  Jr.,  OflScers;  James  R.  Carter,  doing  business  as  Jimmy 
fc      Carter  Construction  Co.,  Columbia,  S.  C,  Fraud  Against  the  Government 
T      (your  reference  WO :  WFD :  ar/46-67-46) 
pile  Honorable  the  Attorney  General, 
\       Department  of  Justice,  Washington,  D.  C. 

Sib  :  Reference  is  made  to  your  letter  of  May  19, 1958,  relative  to  the  captioned 

?-.  Before  discussing  the  particular  inquiry  presented  by  yon  we  would  like  to 

Erect  an  inadvertent  error  appearing  in  the  fifth  sentence  of  the  fourth  para- 
_  ph  of  our  letter  of  April  30,  1953,  which  reads,  "The  initial  endorsement  of 
>  mortgage  loan  for  insurance  takes  place  at  the  time  the  loan  is  closed  pur- 
Qt  to  the  outstanding  commitment,  and  the  amount  of  the  construction  con- 
ict  is  usually  not  known  at  the  time  of  the  closing,  and  if  known  it  would  be 
^mediately  prior  to  closing."  The  word  "closing,"  which  appears  in  two  places 
CB  such  sentence,  should  read  "commitment". 

^  In  regard  to  the  direct  inquiry  set  forth  in  the  penultimate  paragraph  of  your 
er,  the  primary  purpose  of  requiring  the  submission  of  a  contract  between 
f  owner  corporation  and  a  general  contractor  is  to  determine  that  there  are 
lilable,  before  commencement  of  construction,  sufficient  funds  to  complete  the 
atemplated  project.  It  must  be  determined  that  the  owner  has  sufficient  cash 
hand  to  meet  his  fixed  contractual  obligations,  and  in  order  to  make  that 
ermination  it  is  necessary  that  we  be  furnished  a  copy  of  the  contract.  An- 
er  purpose  to  be  served  by  the  construction  contract  In  cases  where  the  FHA 
advances  is  to  provide  the  basis  for  the  amount  of  the  construction 
Dces  to  be  insured.  Our  closing  requirements  provide  that  the  mortgagor 
;  up  sufficient  funds  to  close  the  transaction  on  the  basis  of  the  FHA  estimate 
replacement  cost  or  the  estimate  of  cost  based  upon  the  amount  of  the  con- 
tion  contract,  whichever  is  the  greater. 
r2n  the  comparatively  rare  case  where  the  amount  of  the  construction  contract 
less  than  the  B^A  estimate  of  construction  cost,  the  difference  between  these 
[Its  is  not  advanced  to  the  mortgagor  during  the  progress  of  construction. 
i  funds  based  upon  the  larger  FHA  estimate  will,  of  course,  be  held  in  escrow 
the  mortgagee  and  the  cash,  placed  in  escrow  by  the  mortgagor  over  and 
Sfye  the  amount  of  the  FHA  insured  mortgage,  will  be  advanced  prior  to  the 
KTance  of  mortgage  proceeds.  However,  construction  advances  which  are 
b^proved  fov  mortgage  insurance  will  be  based  upon  the  percentage  of  work 
|ftu>leted  and  this  percentage  will  be  related  to  the  amount  of  the  construction 
Itotract.  The  practical  effect  of  this  procedure  is  that  when  construction  has 
i«&  completed,  the  mortgagor  will  have  received  the  amount  of  the  construction 
Nibtract  less  the  required  10-percent  holdback.  Thirty  days  after  final  comple- 
iKlii  the  amount  of  the  holdback  will  be  payable  together  with  any  balance  of 
^Orts^age  proceeds  remaining.  Under  our  present  procedures  under  section  207 
*  the  National  Housing  Act,  there  is  no  basis  for  reducing  the  amount  of  t 
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insurable  mortgage  at  closing  by  reason  of  the  fact  that  the  amount  of  the  cod- 
strnction  contract  submitted  at  closing  is  less  than  the  construction  cost  estimate 
made  by  BTBA  in  processing  the  application  for  a  commitment. 

It  may  be  that  the  Director  was  expressing  the  thought  that  the  FHA  wonM 
certainly  not  look  with  favor  upon  the  type  of  arrangement  which  was  foUoied 
in  this  instance,  and  we  entirely  agree  with  this  position.  We  cannot,  howefa; 
agree  with  his  thought  that  if  the  FHA  acquires  this  property  it  will  lose  moie 
money  than  if  the  kickback  arrangement  had  been  known  by  the  FHA  priif 
to  the  initial  endorsement  of  the  note.  The  only  reason  this  could  happen  wooU 
be  on  the  assumption  that  the  mortgagee  would  refuse  to  advance  its  fnncb  k 
reliance  upon  our  commitment  so  that  there  would  have  been  no  loan  transactii 
in  the  first  instance.  As  heretofore  outlined,  the  maximum  insurable  mortpff 
is  based  upon  the  FHA  estimate  of  the  replacement  cost  of  the  building  impnrvi- 
ments  and  such  estimate  is  not  influenced  by  the  amount  of  the  constructia 
contract.  The  fact  that  additional  money  may  have  been  required  to  cover  Qi 
difference  between  the  FHA  estimate  of  cost  and  the  contract  price  would  i< 
have  resulted  in  a  reduction  in  the  amount  of  the  mortgage,  and  the  mortgifB 
would  have  received  the  entire  mortgage  proceeds  after  completion  of  constr* 
tlon  In  accordance  with  FHA  requirements. 

Mr.  Curt  O.  Mack,  assistant  commissioner,  underwriting,  located  at  WasMnf 
ton  headquarters,  has  had  this  matter  reviewed  by  i)ersonnel  attached  to  Mi 
office ;  and  in  an  effort  to  lend  all  possible  assistance  to  the  Department,  he  irfl 
make  members  of  his  staff  available  for  further  discussions  with  representatiifl 
of  your  office  if  you  so  desire.  An  appointment  may  be  arranged  by  ctXH 
Mr.  Mack  on  extension  566,  or  one  of  his  assistants,  Mr.  Jarchow,  on  extenski 
629.    We  would  appreciate  being  advised  of  further  developments.  ' 

Very  truly  yours,  I 

B.  C.  BovABD,  General  CouMtl 

The  Chairman.  I  think  the  letter  speaks  for  itself. 

Don't  you  have  another  case,  or  do  you  have  a  case  from  St  Louisfl  ^ 
similar  nature  ? 

Mr.  Olney.  Yes,  I  do. 

The  Chairman.  Do  you  care  to  give  us  that  one? 

Mr.  Olney.  I  will  give  you  a  report  on  that  one.    This  is  on  Cant*  '|- 
bury  Gardens  defense  housing  pro] ect,  St.  Louis,  Mo.  '^; 

The  Chairman.  Who  is  the  owner  of  that  ?  Does  it  give  the  owBtfl 
name  ? 

Mr.  Olnet.  That  is  a  joint  venture. 

The  Chairman.  Who  are  the  owners? 

Mr.  Olney.  They  are  in  there,  Senator. 

The  Department  received  a  complaint  concerning  the  construction  of  a  mnl| 
apartment  project  In  St.  Louis,  Mo.,  known  as  Canterbury  Gardens  No.  1. 
from  a  former  employee  of  the  contractor,  the  Warner-Kanter  Co.,  In  thefl 
of  1952.    It  appears  that  this  project,  to  be  constructed  by  the  MacDonald  OJ 
struction  Co.,  was  to  be  financed  under  provisions  of  section  608,  title  VI,  of 
National  Housing  Act. 

It  was  ascertained  that  an  original  application  for  mortgage  Insurance 
section  608  was  filed  on  January  3, 1950,  In  the  St.  Louis,  Mo.,  oflftce  of  the  "* 
Housing  Administration  by  Canterbury  Gardens,  Inc.,  as  mortgagor.    The  -,  — ^ 
sors  were  listed  as  Joseph  H.  Kanter  and  Marvin  L.  Warner,  doing  busine»i 
Warner-Kanter  Co.,   Birmingham,  Ala.,  reported  to  be  a  joint  venture  w[ 
the  MacDonald  Construction,  Inc.     A  project  analysis  was  completed  by  *^ 
FHA  in  resi)onse  to  this  application,  but  subsequently  an  amended  appli«ti 
was  filed  on  April  14,  1950,  requesting  a  commitment  of  Insurance  on  a  lotui 
$3,700,000. 

Insofar  as  It  could  be  ascertained.  It  appears  that  the  difference  betwe«i^ 
first  and  second  applications  was  in  the  specifications,  which  called  for  20 ' 
units  in  the  later  application  and  blueprints.    This  later  application  es " 
the  cost  of  the  project  would  be  $4,203,315,  listing  the  cost  of  construction 
fees  as  $3,314,225.     In  response  to  this  application,  at  least  in  time,  the  Fed«j| 
Housing  Administration  made  a  project  analysis  dated  April  27, 1948,  with  cobs'] 
eration  given  to  the  second  set  of  blueprints  and  specifications  submitted. 
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Senator  Fbear.  What  was  that  date,  1948  did  you  say  ? 
Mr.Oi-NET.  This  must  be  a  misprint,  here.    It  should  be  1950. 

-    This  later  project  analysis  estimated  tbe  construction  cost,  exclusive  of  land, 
:  te  be  $8,866,497.    The  amount  of  the  loan  recommended  was  $3,654,000.    Of  the 

-  Mnautmction  cost  amount,  $212,497  was  considered  to  be  fees  to  be  paid  by  means 
-:  ^^tlier  than  cash. 

*The  original  commitment  for  insurance  by  the  Federal  Housing  Admlnistrntion 

-  .^H8  made  to  the  John  P.  Dolan  Realty  Co.  of  St.  Louis,  Mo.,  as  mortgagee  and 
:  wnder  and  later  assigned  on  June  6, 1950,  to  the  First  National  Bank  of  St.  Louis. 

^^  the  latter  date,  the  Federal  Housing  Administration,  pursuant  to  the  com- 
mittment of  insurance  guaranteed  a  loan  in  the  amount  of  $3,654,000,  with  interest 

•    •*  4  percent,  made  by  that  bank  to  tbe  Canterbury  Gardens  No.  1,  Inc. 

The  flies  of  the  Federal  Housing  Administration  are  reported  to  contain  a 
«iainp-sum  construction  contract  dated  June  9,  1050,  in  the  amount  of  $3,239,915 
•between  Warner-Kanter  Co.  and  William  MncDonald  Construction,  Inc.,  as  a 
Point  venture,  contractor,  and  Canterbury  Gardens  No.  1,  Inc.,  a  corporation, 
op^mcr.     It  is  further  revealed  that  on  July  1,  1951,  the  Warner-Kanter  Co. 

■  Assigned  their  interest  in  the  Joint  venture  to  the  Warner-Kanter  Construction 
C5©..  Inc. 

Daring  the  course  of  the  investigation,  it  was  ascertained  that  a  separate 
^Creement  dated  June  8, 1950,  had  l>een  entered  into  by  MacDonald  Construction, 
Inc..  as  contractor  and  Warner-Kanter  as  sponsors  by  the  terms  of  which  the 
^flacDonald  Construction,  Inc.,  guaranteed  that  the  entire  cost  of  completing 
%11  the  work  on  the  project  would  not  exceed  $3,130,915.  It  should  be  noted  that 
tlie  construction  cost  set  forth  here  is  $100,000  less  than  the  construction  contract 
^^hich  was  disclosed  to  the  Federal  Housing  Administration  dated  June  9,  1950. 
It  was  provided  in  this  separate  agreement  that  any  construction  cost  exceeding 
the  stated  figure  was  to  be  assumed  by  the  contractor  and  further  that  if  the 
Actual  construction  costs  were  less  than  the  stated  $3,139,915,  the  first  $35,000  of 
that  difference  would  accrue  to  Warner-Kanter  and  any  additional  cost  differ- 
ences would  be  divided  in  the  proportion  85  percent  to  Warner-Kanter  and  15 
percent  to  MacDonald  Construction,  Inc.  According  to  the  advice  of  the  FHA 
officials,  this  latter  agreement  was  apparently  never  brought  to  tbe  attention  of 
the  Federal  Housing  Administration  in  the  course  of  the  insurance  commitment 
transactions. 

It  should  be  noted  at  this  time  that  the  Canterbury  Gardens  No.  1,  Inc.,  was 
formed  under  the  laws  of  the  State  of  Missouri  on  June  5,  1950,  with  $10,000 
paid-in  capital  stock.  The  minutes  of  the  corporate  meeting  dated  June  7,  1950, 
tDrlude  a  resolution  to  purchase  real  estate  for  the  No.  1  project  at  a  cost  of 
$125,000.  The  minutes  of  the  meeting  dated  June  8,  1950.  disclose  that  William 
Mac  Donald  had  subscribed  for  1,250  class  B  stock  at  $100  per  share,  totaling 
$125,000. 

Mr.  A.  S.  Brooks,  executive  assistant.  St.  Louis  regional  ofllce  of  the  Federal 
Hoasing  Administration,  in  discussing  the  procedure  for  the  Issuance  of  the  FHA 
commitment  of  insurance  in  this  and  similar  cases  under  section  608,  advised 
that  the  blueprints  and  specifications  submitted  by  the  sponsor  are  analyzed  in 
tbe  process  of  arriving  at  an  estimated  total  replacement  cost  "as  of  December 
W,  1947."  Following  this  analysis.  Federal  Housing  Administration  prepares 
and  issues  a  project  analysis  to  be  used  as  a  basis  for  the  granting  of  insurance 
commitments.  This  project  analysis,  according  to  Mr.  Brooks  and  his  associates, 
is  made  by  the  architects  and  appraisers  in  the  employ  of  the  Federal  Housing 
Administration,  and  no  consideration  is  given  to  the  estimated  requirements 
of  construction  costs  as  set  forth  by  the  sponsor  in  his  application  for  the  loan 
commitment  In  addition,  Mr.  Brooks  and  the  other  local  FHA  oflicials  stated 
that  the  Federal  Housing  Administration  has  no  interest  or  concern  in  what 
the  actual  costs  of  the  projects  are  or  what  division  of  profits  may  be  made  by 
tile  contractor  in  a  particular  case,  including  the  instant  case. 

The  Chairman.  That  seems  to  be  a  pattern  that  is  going  through 
this  whole  business,  that  they  don't  care  what  it  costs  to  build ;  they 
just  are  interested  in  the  mortgage  amount. 

Mr.  Olnet.  And  that,  Senator,  is  why  it  is  impossible  for  the  De- 
partment of  Justice  to  prosecute  on  these  section  608  cases,  because 
we  cannot  prove  that  the  Federal  Government  was  defrauded,  in  the 
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face  of  FHA's  own  statement  that  they  never  relied  on  these  hisb 

statements,  so  they  are  in  the  position  of  saying  that  they  "werent 

deceived  or  defrauded;  they  were  just  giving  this  stuff  away. 
The  Chairman.  What  was  the  difference  between  the  actual  oret  ! 

that  MacDonald  Construction,  Inc.,  agreed  to  build  the  project  for,  ' 

and  the  mortgage  ? 

Mr.  Olney.  This  was  $100,000  exactly : 

Senator  Frear.  I  can't  quite  make  those  figures  jibe  for  somt 

reason.    You  gave  us  $3,213,915,  and  then  you  gave  us  $3,139,91i. 

Can  you  distinguish  the  difference  in  that,  or  make  the  difference  of  1 

$100,000?  ; 

Mr.  Olney.  The  difference  between  the  amounts  of  the  two  con-  ■■ 
tracts  of  construction 

The  Chairman.  What  was  the  amount  of  the  mortgage? 

Mr.  Olney.  There  was  6ne  contract  of  construction  which  these 
people  filed  with  FHA,  and  then  on  the  same  day,  they  executed  » 
secret  contract  for  $100,000  less. 

Senator  Frear.  Now,  which  of  those  two  figures  is  it?  Is  it  213  or 
139,  in  the  thousand-dollar  column? 

The  Chairman.  What  was  the  amount  of  the  ultimate  mortgage! 

Mr.  Cossack.  $3,654,000. 

Mr.  Olney.  $3,654,000. 

The  Chairman.  What  was  the  amount  of  the  cost? 

Mr.  Cossack.  The  figures  are  $3,239,915;  the  other  figure,  die 
secret  agreement,  is  $3,189,950. 

The  Chairman.  What  was  the  amount  of  the  mortgage  ? 

Mr.  Cossack.  The  mortgage  was  issued  for 

Mr.  Olney.  $3,654,000. 

The  Chairman.  In  other  words,  the  mortgage  was  about  $400,000 
more  than  the  cost. 

Mr.  Olney.  More  than  the  amount  provided  in  the  first  contract, 
the  one  that  was  submitted,  and  the  secret  contract  was  for  an  even 
$100,000  less. 

The  Chairman.  Go  ahead  and  finish  reading  the  letter. 

Mr.  Olney.  "Mr.  Brooks  explained  that  the  amount  of  profit  earned 
by  the  MacDonald  Construction  Co.,  Inc.,  on  this  project 

The  Chairman.  Now,  Mr.  Brooks  is  the  FHA  man? 

Mr.  Olney.  That  is  right. 

Mr.  Brooks  explained  that  the  amount  of  profit  earned  by  the  MacDonald 
Construction  Co.,  Inc.,  on  this  project,  or  the  division  of  profits  between  the  joint 
ventures,  i.  e.,  Warner-Kanter  would  have  no  bearing  on  the  amount  of  tl» 
loan  which  the  FHA  committed  itself  to  insure.  This  explanation  by  Mr. 
Brooks  was  concurred  in  by  Huph  P.  Albrecht,  FHA,  St.  Louis  mana^r.  Both 
of  them  stated  they  were  acquainted  with  the  capabilities  of  the  MacDonald 
Construction,  Inc.,  and  were  satisfied  that  this  company  could  complete  tbe 
contract  in  accordance  with  specifications.  In  addition,  durinje:  the  entire 
course  of  the  construction,  FHA  inspectors  were  reported  to  have  been  at  the 
job  site  to  insure  that  specifications  were  complied  with  and  that  material  rf 
the  quality  required  by  the  specifications  was  supplied.  Neither  Messrs.  Al- 
brecht nor  Brooks  admitted  knowledjre  of  the  existence  of  a  second  contract 
between  MacDonald  Construction,  Inc.,  and  Warner-Kanter  of  the  constructloft 
of  this  job. 

Roljert  A.  Newsham.  chief  ^  ilser,  and  later  chief  underwriter  In  the 

FHA  St.  Ix)uis  oflSce  unt  of  loan  commitment  is  ba^ed  on 

FHA-preparod  Aru;  as  set  forth  in  the  National  Housing 

Act.    According?  to  *  i4  tbe  estimated  amount 

of  entire  cost  of  »d  In  escrow  by  the 
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sponsor.  This,  he  suggested,  would  have  the  effect  of  eliminating  overestimating 
of  construction  costs  by  the  sponsor.  Analysis  of  this  project  was  completed  in 
the  FHA  St.  Louis  oflftce  without  intereference  or  instructions  from  Washington 
headquarters,  although  headquarters  reviewed  the  file  and  approved  same  after 
1  loan  commitment  had  been  made  in  the  regional  office. 

George  F.  Voss,  employed  as  an  architect  by  FHA  in  the  St.  Louis  office  at  the 
Ume  this  project  was  being  processed,  advised  that  he  had  participated  in  orig- 
inally estimating  the  cost  of  the  project  and  that  it  is  his  recollection  the  costs 
were  refigured  on  two  occasions  thereafter  by  FHA  personnel.  He  did  not  know 
the  purpose  of  this,  but  the  action  was  taken  at  the  direction  of  the  chief  architect, 
•  Mr.  Pleitsch.  Mr.  Voss  further  recalled  that  as  a  result  of  refiguring  the 
project  costs,  FHA  architect**  were  ordered  to  increase  it  $250,000.  Mr.  Pleitsch 
when  interviewed,  stated  that  there  was  no  refiguring  of  costs  on  this  project 
other  than  as  reflected  in  the  project  analysis  based  on  the  sponsored  application 
which  took  into  consideration  possible  changes  in  plans  and  specifications.  It 
should  be  noted  that  the  plans  were  actually  changed. 

Pleitsch  further  claimed  there  were  no  instructions,  either  from  inside  the 
FHA  office  or  from  outside  that  office,  to  arbitrarily  increase  estimated  costs 
on  this  project  He  advised  these  figures  were  based  on  December  31,  1947, 
replacement  figures  obtained  independently  from  sources  of  supply  by  FHA 
personnel. 

Mr.  R.  E.  MncDonald,  president  of  MacDonald  Construction,  Inc.,  1310  South 
Grand  Boulevard,  admitted  the  existence  of  a  separate  contract  between  his 
company  and  Warner-Kanter,  the  purpose  of  which  he  asserted  was  to  set  forth 
the  responsibility  each  was  to  assume  in  furtherance  of  the  Joint  venture  and  to 
provide  for  division  of  the  profits  earned.  MacDonald  stated  that  his  company 
advanced  money  for  the  purchase  of  land  for  this  project,  as  well  as  a  second 
project  on  which  FHA  loan  Insurance  was  procured,  identified  as  Canterbury 
Gardens  No.  2,  Inc..  the  amount  of  the  advance  for  both  parcels  of  property 
imounting  to  $245,000. 

Mr.  Albrecht,  Mr.  Brooks,  and  their  associates  all  stated  that  they  had  no 
knowledge  of  any  separate  contract  for  the  construction  other  than  the  con- 
struction contracts  filed  in  the  St.  Louis  office  of  the  FHA.  Mr.  Albrecht  stated 
that  this  agreement  was  merely  a  contract  for  the  division  of  profits  and,  as 
indicated  previously,  was  no  concern  to  the  agency.  He  advised,  however,  that 
had  this  agreement  come  to  the  attention  of  the  FHA  office  in  St.  Louis,  they 
would  probably  have  referred  the  matter  to  Washington  for  a  legal  opinion, 
although  on  a  local  level,  it  was  their  opinion  that  the  existence  of  a  separate 
agreement  if  known,  would  not  have  affected  the  handling  of  the  loan  commit- 
ment 

The  FHA  file  is  reported  to  contain  a  letter  from  Walter  L.  Greene,  Assistant 
Commissioner,  FHA,  to  the  New  York  State  Employees  Retirement  System,  dated 
September  25, 1»52.  a  copy  of  which  is  directed  to  Mr.  Albrecht  in  the  St  Louis 
office.  This  letter  is  reported  to  have  stated  concerning  the  instant  commitment 
of  insurance  that  it  was  "a  perfectly  normal  and  natural  procedure  and  it  doea 
not  indicate  there  is  anything  wrong  in  the  way  in  which  the  cases  were  handled." 
this  letter  also  states  the  standard  for  the  amount  of  commitment  to  be  issued 
inder  section  608  as  being  based  upon  an  estimate  of  the  total  replacement  cost 
>f  the  property,  including  land  value,  not  to  exceed  the  replacement  cost  as  of 
:)ecember  31,  1947. 

The  FHA  files  are  also  reported  to  contain  a  letter  dated  October  3, 1952,  from 
ilr.  Albrecht  to  Assistant  Commissioner  Clyde  A.  Powell  relating  the  circum- 
itances  of  this  commitment  of  Insurance  and  stating  that  the  St.  Louis  office 
lad  no  knowledge  of  the  second  separate  construction  contract. 

Based  on  the  testimony  developed  and  the  procedure  and  standards  adopted 
\j  the  Federal  Housing  Administration  in  processing  the  application;  the 
IMminal  Division  of  the  Department  of  Justice  and  the  office  of  the  United 
States  Attorney  concluded  that  successful  criminal  prosecution  could  not  be  had 
inder  these  facts,  which  Indicated  that  the  Federal  Housing  Administration 
ras  not  induced  into  action  by  the  nondisclosure  and  apparent  false  statement. 
This  matter  was  referred  to  the  Tax  Division  of  the  Department  of  Justice  in 
Ipril  1953  and  consideration  was  given  to  the  handling  of  the  surplus  of 
ipproximately  $165,000  existing  at  the  time  of  final  settlement  on  the  construe- 
ion  of  this  project.  The  income  tax  phase  of  this  matter  was  referred  to  the 
bureau  of  Internal  Revenue,  now  the  Internal  Revenue  Service,  in  May  1953. 

And  that,  I  understand,  is  the  occasion  when  the  Internal  Revenue 
Service  became  interested  in  the  manner  in  which  these  windfalls  were 
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being  reported.  But  I  think  this  case  clearly  illustrates  why  the  com- 
mittee should  not  expect  criminal  prosecution  of  these  section  608 
cases. 

The  CnAiR3iAN.  Because  you  have  cited  two  examples  there  where 
FHA  refused  to  cooperate,  or  just  what — tell  us  as  briefly  as  you  can 
why,  in  those  two  cases,  vou  feel  you  can't  criminally  prosecute? 

Mr.  Olney.  It  is  not  failure  to  cooperate,  but  because  of  what  they 
say  is  the  general  policy.  To  rest  a  criminal  case  on  one  of  these 
section  608  thin^,  we  have  to  show  that  the  promoter  of  this  thing 
filed  statements  in  comiection  with  his  application  which  are  false. 
We  not  only  have  to  show  they  are  false,  we  have  to  show  that  they 
resulted  in  some  action  being  taken,  and  reliance  upon  them  by  the 
Government. 

In  other  words,  we  have  to  show  that  they  were  defrauded.  FHA 
says,  "We  weren't  defrauded.  We  paid  no  attention  to  those  things. 
We  went  ahead  on  our  figures  and  that  is  of  no  importance." 

Here  are  false  statements  with  false  names  submitted  as  a  part  of 
the  official  transactions,  but  the  case  is  torpedoed  by  the  testimony  of 
the  agency,  itself,  that  no  reliance  is  placed  upon  those  statements. 

The  Chairman.  It  is  unbelievable  that  the  FHA  would  take  that 
position,  is  it  not? 

Mr.  Olney.  Well 

The  Chairman.  Mr.  Powell,  the  gentleman  who  refused  to  testi^ 
the  other  day,  has  been  the  head  of  that  department  since  1934.  I 
want  the  record  to  show  that. 

Senator  Frear.  Do  you  have  any  cases  in  Delaware  ? 

Mr.  Olney.  I  don't  know  whether  we  do  or  not. 

Senator  Frear.  Is  that  an  embarrassing  question  ?  It  won't  em- 
barrass me,  I  can  assure  you. 

Mr.  Olney.  Mr.  Cossack  tells  me  that  he  is  not  aware  of  any  section 
608  cases,  although  we  have  some  prefabricated  housing  cases  in  Dela- 
ware. I  can't  enlighten  you  on  that.  I  didn't  come  prepare  to  discuss 
those. 

The  Chairman.  Are  there  any  further  questions  of  Mr.  Olney— had 
you  finished,  Mr.  Olney? 

Mr.  Olney.  Yes,  sir;  I  had. 

The  Chairman.  If  there  are  no  further  questions,  we  will  recess- 
Mr.  Hollyday,  do  you  still  want  to  make  a  statement? 

Mr.  Hollyday.  Yes,  sir ;  very  much  so. 

The  Chairman.  How  long  will  it  take? 

Mr.  Hollyday.  I  would  like  to  take  about  6  minutes  in  the  light  of 
what  I  have  just  heard,  and  about  7  more  minutes  in  the  light  of 
what  I  heard  the  other  day.     Give  me  about  13  minutes. 

The  Chairman.  We  will  recess  until  2  o'clock,  at  which  time  iJ« 
will  hear  Mr.  Hollyday,  after  which  we  will  then  recess  until  next 
Wednesday  or  Thursday,  at  which  time  we  are  going  to  hear  mare 
Government  witnesses,  Mr.  Greene  and  Mr.  Perce  and  others.  Wean 
going  to  have  to  get  deeper  into  this  matter  again  next  week.  We 
will  recess  until  2  o'clock. 

(Whereupon  at  12: 30  p.  m.,  the  conmiittee  recessed,  to  reconv€M 
at  2  p.  m.  the  same  day.) 


Digitized  by  VjOOQ IC 


HOUSING   ACT   OF    1954  1627 

AFTERNOON  SESSION 

J  Chairmian.  The  committee  will  please  come  to  order. 

ould  like  to  place  into  the  record  a  news  item  in  the  Washington 

News,  Friday,  April  23,  headlined  "Shirley-Duke  Apartments 
I  as  'Windfall',"  in  which  they  list  certain  information  which  I 

we  will  place  in  the  record  at  this  time  and  to  say  that  this 
nation  dia  not  come  from  this  committee,  or  any  member  of  this 
ittee. 

«rever,  the  fibres  given  seem  to  correspond  to  the  same  records 
ve  do  have  m  our  possession  but  it  was  not  given  out  by  this 
ittee,  or  any  member  of  the  staff, 
e  article  referred  to  follows :) 

[Washington  Daily  News,  April  23,  1954] 

[LDEBS  Say  Pboftts  Were  "Proper" — Shirley-Duke  Apartments  Listed 
AS  "Windfall" 

By  Jack  Steele,  Scripps-Howard  Staff  Writer 

ley-Duke  Apartments,  Inc.,  in  Alexandria  was  Identified  today  as  one  of 
[galled  "608"  housing  projects  built  with  FHA-guaranteed  loans  on  which 
isors  allegedly  made  a  huge  "windfall"  profit, 
nal  Revenue  Service  records  indicate  that  the  builders  of  the  Shirley-Duke 

paid  dividends  to  themselves  totaling  $2,084,819  after  it  was  completed  in 
[th  money  obtained  under  an  FHA-insured  loan.    Such  projects  have  been 

"windfalls"  in  the  current  FHA  investigation. 

aan  W.  Hutman,  one  of  the  partners  in  the  project,  emphatically  denied 

however,  that  its  sponsors  had  made  any  such  big  "windfall"  on  the  ven- 

3  fifnire  does  not  reflect  the  true  profit  made  on  the  Shirley-Duke  project," 
Gired.    "It  is  exaggerated  and  distorted." 

collectino  records 

aid  the  owners  of  the  project  were  now  getting  together  figures  to  show 
etual  profits  and  would  be  ready  to  release  them  in  about  2  weeks. 
Butman  and  some  of  his  partners  also  vigorously  asserted  that  nothing 
:"  or  "improper"  had  been  done  in  connection  with  the  Shirley-Duke 

ey-Duke  Apartments,  Inc.,  is  the  first  "008"  project  on  which  a  "windfall'* 
ide  to  be  identified  in  the  Washington  area.  A  garden-type  project  near 
srsection  of  Shirley  Highway  and  Duke  street,  it  has  2,112  1-  and  2-bed- 
Dartments  and  houses  some  7,000  persons. 

records  show  that  Government-insured  loans  totaling  $13,846,000  were 
>r  the  6  separate  units  of  the  Shirley-Duke  project 

•nal  Revenue  Service  figures  place  the  total  cost  of  the  land  and  buildings 
09,639. 

'windfall"  dividends  of  $2,084,819  are  slightly  less  than  the  difference  be- 
hese  loan  and  cost  figures. 

major  partners  in  the  project  in  addition  to  Mr.  Hutman  are  listed  in 
icords  as : 

J.  Preston,  Silver  Spring  building  contractor, 
n  Gordon,  Jr.,  Alexandria  builder, 
am  Bomstein,  Silver  Spring  plumber. 
Sonnenblick,  who  could  not  be  identified, 
n  O.  Black,  also  unidentified. 

lutman  identified  Carl  Budwesky,  former  city  manager  of  Alexandria,  as 
y  for  the  project. 
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OTHERS  UNNAMED 

He  said  there  were  a  number  of  other  stockholders,  but  declined  to  name  them. 

Mr.  Hutman  discussed  the  Shirley-Duke  project  at  some  length,  after  he  bad 
been  asked  to  state  his  side  of  the  case  and  explain  how  *'608"  projects  wen 
financed  and  built. 

He  conceded  that  sponsors  of  the  project  had  made  substantial  profits,  but 
insisted  much  of  these  already  had  been  plowed  back  into  the  venture. 

As  an  example,  he  said  the  builders  had  spent  $750,000  to  build  a  shopping 
center  on  which  not  one  penny  of  profit  had  yet  been  realized.  This  center  wai 
vital  to  the  success  of  the  project,  but  was  not  eligible  for  FELA  financing. 

The  builders  had  to  spend  their  own  money  also  to  build  access  roads  to  the 
project,  to  subsidize  bus  transportation  for  the  tenants  and  for  similar  items, 
he  said. 

Such  expense  could  not  be  included  in  the  "costs"  allowed  by  FHA  and  In- 
ternal Revenue  Service,  he  noted. 

Mr.  Hutman  emphasized  that  he  did  not  want  to  get  Into  an  argument  with 
either  Administration  or  Senate  investigators  of  the  housing  program. 

But  many  things,  he  said,  have  a  direct  bearing  on  allegations  made  In  tbe 
course  of  the  FHA  Investigation : 

He  said  the  "spread"  between  the  FHA  estimate  of  the  cost  of  the  project  (the 
so-called  appraisal  which  was  the  basis  for  the  loans)  and  the  costs  could  not    • 
have  been  anticipated  by  either  FHA  or  the  builders.  '' 

He  explained  that,  after  the  project  was  started  In  July  1949,  building  costs 
steadily  declined  and  labor  costs  also  went  down.  Weather  and  other  factors 
also  were  favorable,  so  the  project  was  completed  faster  than  anticipated.  All 
these  things  cut  the  costs. 

He  specifically  denied  any  "collusion"  with  FHA  officials.  He  said  tbe 
Shirley-Duke  builders  had  not  paid  "one  red  cent"  or  done  anything  else  to  io^ 
fiuence  FHA  officials. 

He  stressed  that  Shlrley-Duke  is  a  true  low-rental  project.  (Charges  have 
been  made  that  "windfalls"  boosted  rents.)  Rents  on  1-bedroom  apartmenti 
start  at  $66  a  month  and  the  top  rent  for  2-bedroom  units  Is  $77  a  month,  be 
said. 

He  said  the  Shlrley-Duke  sponsors  were  not  "speculators"  who  built  the  project 
and  then  pulled  out.  Its  builders  still  own  and  operate  It  and  plan  to  contloiie 
to  do  so,  he  said,  adding :  "Why  should  we  sell  something  that  Is  making  money 
for  us?" 

He  said  the  Shlrley-Duke  builders  had  "risked"  much  of  their  own  capital  in 
the  venture. 

"My  wife  and  I  put  up  every  cent  we  had,"  he  said.  "If  the  project  had  not 
been  a  success,  I  wouldn't  have  a  dime  left." 

Mr.  Hutman  said  he  was  a  graduate  engineer  who  had  been  active  In  tbe 
building  business  around  Washington  since  1935. 

"I  love  to  build,"  he  added.  "I  get  my  pleasure  out  of  putting  up  successfnl 
projects  and  I  think  Shlrley-Duke  Is  one  of  the  most  successful  In  this  area." 

OTHERS  UNAVAILABLE 

Other  partners  In  the  Shlrley-Duke  project  either  could  not  be  reached  or  d^ 
cUned  to  discuss  it. 

Mr.  Bernstein  Is  In  Florida.  His  son  and  partner,  Alfred  Bomsteln,  after 
talking  with  his  associate,  said :  "We  have  decided  to  have  no  comment  what- 
ever."    Mr.  Preston  took  the  same  position. 

The  Shirley-Duke  project  was  identified  by  comparing  loan  figures  made  public 
by  FHA  with  reports  on  "windfall"  profits  made  to  Congress  by  the  IRS. 

Although  the  Internal  Revenue  reports  do  not  Include  the  names  of  the  proj- 
ects, Identical  loan  figures  appearing;  in  the  FHA  and  IRS  reports  made  poiible 
the  Identification. 
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The  dividends 

>llowing  table,  compiled  from  official  records,  shows  the  amount  of  loans, 
I  building  costs,  and  ''windfall"  dividends  reported  for  the  six  units  of 
ey  Duke  Apartments. 


Loan 

Land 

Cost 

DivldenS? 

12,674,000 
2,598,000 
1,840,000 
2,390,000 
2.288.000 
2,056,000 

13,846,000 

$44,195 
49,424 
34,534 
39,366 
38,667 
34,215 

240,391 

$2,152,678 
2,212,526 
1,504,609 
1.934,041 
1,896,047 
1,769,347 

11,469,248 

$494,220 
316,660 
281.433 
412,409 
337,773 
242,424 

2,084,819 

Chairman.  Our  first  witness  will  be  Mr.   HoUyday. 


Mr, 


MENT  OF  GUY  T.  0.  HOLLYDAY,  LANGLEY,  VA.— Resumed 

JiiAiRMAN.  You  were  sworn  in  the  other  day,  were  you  not? 

loLLYDAY.  Yes,  sir,  I  was. 

]!hairman.  You  want  to  make  a  statement,  I  believe. 

loLLYDAY.  Yes,  sir,  I  do. 

CHAIRMAN.  Suppose  you  proceed  in  your  own  way. 

loLLYDAY.  Thank  you,  Senator,  and  I  will  make  it  brief, 
not  aware  until  this  mornino:  that  the  Department  of  Justice 

I  FHA  considered  the  individual  borrower  of  incidental  con- 
should  have  liked  to  have  had  the  opportimity  to  clarify  the 

jsition  with  respect  to  that  point  of  view. 

Ilney  presented,  it  seems  to  me,  a  clear  and  convincing  reason 

rreat  need  of  the  restrictions  and  controls  that  I  put  into  effect 

mber  1,  summarized  as  follows: 

juire  that  the  lending  institutions  must  certify  that  they  have 

le  dealer  to  be  reliable,  financially  responsible,  and  qualified  to 
satisfactory  work  to  be  financed  and  to  extend  proper  service 

ustomer. 

ivas  for  tlie  protection  of  the  customer. 

juire  that  the  lending  institution  maintain  a  loan  record  of 

rience  w^ith  its  approved  dealers  that  will  reflect  any  com- 

n'  irregularities. 

d  I  think  this  is  quite  important,  Mr.  Chairman — Bequire 
lending  instiution  deliver  a  notice  to  the  borrower  of  the 

1  of  his  credit  application,  at  least  6  calendar  days  prior  to 

ursing  of  the  note  proceeds  to  the  dealer.    The  purpose  of 

ce  is  to  inform  the  homeowner  of  the  basic  terms  of  tne  pro- 

-edit  and  to  give  him  an  opportunity  to  contact  the  lencling 

on  if  he  has  any  questions  regarding  the  transaction.    That 

ily  greatly  to  the  benefit  of  the  homeowner. 

ke  a  loan  ineligible  for  insurance  if  it  has  been  represented 

3rrower  that  he  will  receive  a  cash  bonus  or  commission,  oi; 

lies. 
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5.  Require  the  dealer  to  certify  in  his  completion  certificate  that 
if  any  of  the  representations  appearing  on  the  completion  certificate 
should  prove  incorrect,  the  dealer  will  promptly  repurchase  the  notei 

There  are  four  other  items  along  that  same  line  which  I  wiU  not 
read,  but  I  do  hope  that  the  committee  will  realize  that  in  promnl- 
gating  those  regulations,  the  FHA  was  greatly  concerned  with  the 
protection  of  the  consumer-borrower. 

Mr.  Chairman,  I  very  much  appreciate  the  opportunity  to  appear 
before  the  committee.  I  asked  that  I  be  given  this  opportunity  to 
appear,  again,  as  it  was  not  until  Tuesday's  testimony  before  tie 
conmiittee,  that  I  heard  the  precise  reasons  for  my  resignation. 

There  are  three  points  on  which  I  would  like  to  comment  veij 
briefly. 

1.  There  has  been  considerable  discussion  in  the  press  and  before 
this  committee  about  a  particular  FHA  employee.  Reports  of  gain- 
bling  and  of  receiving  a  $10,000  payment  irom  a  builaer  havewei 
referred  to.  All  of  these  reports  relate  to  the  same  man.  I  am  mfl< 
anxious  for  the  record  to  be  clear  on  my  handling  of  this  matter,  ani 
for  the  committee  to  be  relieved  of  any  misunderstandings  regard- 

(a)  The  reports  regarding  this  man,  which  precipitated  action  oa 
my  part  were  not  referred  to  me  by  any  other  Government  agency. 

(6)  My  concern  was  so  great  that  entirely  on  my  own  initiative 
had  our  chief  investigator  make  extensive  investigations  to  develop 
the  facts.    These  investigations  failed  to  produce  supporting  evidoMi 
which  would  have  justified  formal  charges. 

(c)  But  the  reports  were  so  serious  that  I  felt  the  matter  could nd  ;' 
be  dropped  and,  tlierefore,  on  December  18,  accompanied  by  my  Asso-  h 
ciate  General  Counsel  and  my  chief  investigator,  I  personally  placd 
the  case  in  the  hands  of  the  Department  of  Justice. 

(d)  Although  there  has  as  yet  been  no  report  to  me  on  the  investi- 
gation, I  feel  sure  it  is  continuing.  However,  I  became  convinced tW 
this  man  could  not  be  an  effective  member  of  my  team  and,  thereforti 
the  1st  week  in  January  I  requested  his  resignation. 

Senator  Frear.  Mr.  *Hollyday,  on  that  December  18,  1953,  andthi 
is  January  1952, 1  assume.    I  mean  1954. 

Mr.  HoLLYDAY.  1954 ;  yes,  sir. 

Gentlemen,  perhaps  someone  else  would  liave  acted  more  qiiicklf, 
or  more  slowly,  or  in  some  respects  differently  than  I,  but  can  it  pos- 
sibly be  said  that  I  failed  to  act,  and  act  decisively 

The  Chairman.   You  say : 

I  became  convinced  that  this  man  could  not  be  an  effective  member  of  my  tea* 
and  therefore  the  1st  week  in  .January  I  requested  his  resignation. 

Mr.  HoLi.YDAY.   Yes,  sir. 

The  Chairman.  Did  he  resign  at  that  time? 

Mr.  HoLLAT)AY.  No,  sir:  he  requested  an  opportunity  to  findajw 
and  asked  if  I  would  give  him  until  the  1st  of  April  to  find  a  job,aDJ 
being  a  veteran  it  seemed  to  me  that  was  proper  for  me  to  do,  i^ 
I  acquiesced  in  his  request. 

The  Ciiair:man.  How  long  had  this  gentleman  been  with  the  FHA« 

Mr.  HoLLTDAY.  He  had  been  there  a  very  long  time,  sir,  indeed. 

The  Chairman.  A  very  long  time  ? 

Mr.  HoLLYDAY.  Yes,  sir. 
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it  possibly  be  said  that  I  failed  to  act,  and  act  decisively, 

3t  to  this  man  ? 

possible  that  the  committee  may  have  been  left  with  the 

.  that  I  was  urged  on  a  number  of  occasions  to  make  a 

vestigation  of  the  section  608  program,  and  that  I  failed 

rhis  is  a  serious  misunderstanding.    Consider  with  me  for 

these  circumstances : 

)  FHA  had  an  investigating  staflf  inadequate,  as  has  been 

it,  for  the  investigating  responsibilities  already  assigned 

)  FHA  had  no  way  of  finding  out  through  its  own  sources 

cost  of  a  section  608  job.   This  information  is  only  available 

ier  and  to  the  Division  of  Internal  Revenue. 

re  were  thousands  of  section  608  projects. 

rtake  an  effective  investigation  of  the  section  608  program 

;e  circumstances  would  have  been  an  immense  assignment. 

ind  that  this  committee  has  requested  $250,000  for  that 

ORMAN.  Will  you  yield  a  moment  there? 
-LYDAY.  Certainly. 
URMAN.  You  say  : 

ake  an  effective  investigation  of  the  section  608  program  under  these 
08  would  have  been  an  immense  assignment. 

no  question  about  that  with  regard  to  section  608's  because 
:pired  in  1950  and  the  harm  has  already  been  done.  But 
't  quite  clear  to  me — and  I  presume  one  reason  why  I  sort 
c  to  this  is  becaase  we  held  hearings  on  new  legislation  and 
has  passed  new  legislation.  Why  did  you  not,  as  head  of 
knowing  that  section  213  and  other  titles  were  susceptible  to 
ort  of  thing,  ask  us  to  tighten  the  law,  or  call  our  attention 
you  testified  with  respect  to  this  legislation? 
XTDAY.  I  wish  you  would  explain  to  me  what  you  mean  by 
sort  of  thing." 

AIRMAN.  Well,  susceptible  to  mortgaging-out,  and  getting 
ey  for  their  mortgages  than  the  cost,  and  all  the  allegea 
ies  that  have  occurr^. 

XYDAY.  No  recommendation  or  suggestion  was  made  to  me 
3rtgaging-out  was  illegal  or  that  I  should  start  a  section  608 
on. 

kiRMAN.  Then,  are  you  saying  that  you,  being  Administrator 
',  didn't  have  any  knowledge  of  the  alle^d  irregularities 
e  hearing  so  much  about  in  this  investigation? 
iLYDAY.  The  irregularities  that  I  heard  about  and  that  came 
n  the  Internal  Revenue  Service  came  from  the  gentleman 
to  my  office  to  get  our  assistance  with  respect  to  the  data 
d  to  a  tax  case.  He  got  that  assistance  and  tnanked  us  for  it. 
AIRMAN.  Then,  you  weren't  aware,  as  the  FHA  Commis- 
any  mortgaging-out,  or  irregularities  such  as  we  have  been 
3  here  for  the  past  week? 

XYDAY.  I  was  advised  by  this  gentleman  that  there  was  ex- 
>rtgag;ing  out  and  that  is  what  he  was  working  on.  Now, 
ularities,  he  made  no  statement  to  me  at  all,  Senator,  of  any 
s. 
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The  Chairman.  Were  you  aware  of  these  thousands  and  thousands 
of  cases  in  Mr.  Ohiey's  testimony  here  this  morning  in  respect  to  title 
I? 

Mr.  HoLLYDAY.  The  reason,  Senator,  that  I  went  to  work  and  put 
into  effect  corrections  which  have  been  accepted  by  the  trade  and  tiie 
President's  Advisory  Committee,  were  the  very  reasons  that  were  so 
clearly  set  forth  by  Mr.  Olney,  and  wliich  the  trade  believes,  and  the 
President's  Advisory  Committee  believes  will  be  effective,  that  went 
into  effect  December  1.  Yes,  sir,  that  was  one  of  my  very  first  concerns  = 
and  I  worked  on  it. 

The  Chairman.  Perhaps  we  are  a  little  sensitive  on  this  committee, 
and  I  understand  the  House  committee  feels  just  a  little  sensitm 
about  the  same  thing,  that  none  of  you  gentlemen  in  presenting  this 
bill  and  in  testifying  brought  any  of  these  matters  to  our  attention. 
Rather  it  was  the  opposite.    For  example,  in  title  I  you  recommended 
that  we  increase  the  limit  from  $2,500  to  $3,000,  and  extend  the  terms. 
And  then  we  put  in  some  new  sections,  220  and  221,  where  we  were 
going  to  ^arantee  100  percent  of  the  mortgage  and  ^ve  40  years. 
Yet  we  didn't  receive  any  testimony  from  any  of  the  industry  wit- 
nesses or  the  governmental  witnesses,  or  FHA  witnesses,  or  anybody 
else.    This  goes  for  all  of  you — I  am  talking  about  Mr.  Cole,  your- 
self, and  everybody  else,  we  just  didn't  hear  a  word  about  anything. 
The  goose  was  hanging  high,  and  "let's  make  it  $3,000  instead  of 
$2,500.    Let's  extend  the  terms  on  title  I,  let's  go  to  40  years  with 
100  percent  advance  rather  than  90,"  without  a  smgle  murmur  of  the 
alleged  irregularities  and  ])roblenis  and  troubles  that  we  now  find  that 
evidently  you — meaning  FHA — and   all  the  housing  people  were 
encountering. 

Mr.  HoLLYDAY.  Senator,  I  think  I  had  a  perfect  right  to  assume 
that  the  Senate  was  familiar  with  the  advisory  committee's  report  and 
tlio  statement  of  the  President  of  the  United  States. 

The  Chairman.  I  presume  so. 

Mr.  HoiXYDAY.  Yes,  sir. 

Tlie  Chairman.  It  is  just  amazing  to  me  that  all  these  things  could 
have  happened  and  did  happen,  evidently,  and  yet  when  industiy 
witnesses  and  everybody  else  came  before  this  committee  and  the 
House  committee,  they  just  didn't  say  a  word  about  it.  They  didn't 
ask  us  to  tigliten  up  a  law,  and  didn't  have  a  word  about  it.  I  mean 
it  is  just  amazing  to  me.  I  am  not  blaming  any  specific  person.  We 
feel  rather  sensitive  about  it.  Had  we  paased  this  present  bill  and 
found  later  that  these  things  could  happen  under  it  that  evidently 
hove  hap]>ened  to  the  old  bill,  we  would  be  subject,  I  think,  to  con- 
siderable criticism. 

Mr.  Hoixyday.  Well,  Senator,  you  have  my  statement  which  was 
corroborated  by  the  Administrator,  that  the  law  with  regard  to  title  I 
didn't  need  changing. 

The  Chairman.  You  still  don't  think  it  needs  changing? 

Mr.  HoLiAT)AY.  Aw,  now.  Senator,  I  think  any  law  can  be  amended, 
but  T  feel,  as  Mr.  Olney  himself  said  this  morning,  that  the  problean 
was  in  the  administration  and  not  in  the  law.  I  think  I  am  quoting 
him  correctly. 

The  Chairman.  Yes,  I  think  so. 

Well,  this  gentleman — in  January,  this  said  gentleman,  you  asked 
that  he  resign.    Is  that  correct  ? 
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Mr.  HoLLYDAY.  Yes,  sir.   He  said  he  would. 

The  Chairman.  But  that  he  preferred  to  leave  April  1. 

Mr.  HoLLYDAY.  He  wanted  to  get  a  job  and  being  a  veteran  I  felt 

at  seemed  wise. 

The  Chairman.  I  found  on  Sunday,  April  11,  you  issued  a  press 

lease  and  said : 

rhe  resignation  of  Clyde  L.  Powell,  key  official  of  the  Federal  Housing 
Iministration,  was  announced  today  by  FHA  Commissioner  Guy  T.  O.  Hollyday. 
accepting  Mr.  Powell's  resignation,  Commissioner  Hollyday  expressed  regret 
d  said,  ''Mr.  Powell  has  achieved  a  standing  in  the  multifamily  housing 
Id*'— 

at  is  section  608 — 

lat  Is  recognized  from  coast  to  coast" 

Mr.  Hollyday.  That  is  true. 

The  Chairman.  You  further  go  on  to  say  thatr- 

iTing  Government  service  the  end  of  this  month  and  entering  private  business 
d  will  be  associated  with  a  large-scale  housing  development  in  New  York  City. 
(  has  been  Assistant  Commissioner  in  charge  of  multifamily  housing  since 
ital  housing  first  became  an  active  part  of  the  FHA  program  in  1936.  Prior 
liis  association  with  the  Federal  Housing  Administration,  Mr.  PoweU  was  in 
»  mortgage  business  in  his  native  St.  Louis,  Mo.  He  has  long  been  recognized 
an  authority  in  the  field  of  mortgage  lending  and  in  the  development  of  multi- 
oily  housing.  Under  Mr.  Powell's  direction  the  FHA  multifamily  housing 
»gram  has  insured  mortgages  on  8,200  projects,  adding  a  total  of  ^43  family 
its  to  the  Nation's  supply  of  permanent  rental  housing,  with  loans  aggregating 
%er75  million.  The  majority  of  these  projects  have  units  renting  in  the  medium 
ced  range.  They  have  provided  comfortable  living  accommodations  and  proved 
be  worthwhile  investment  for  mortgage  lenders.  No  announcement  of  a 
•cessor  to  Mr.  Powell  has  been  made. 

Mr.  Hollyday.  That  was  the  customary  announcement,  Senator, 
tget  the  implication  that  I  shouldn't  have  done  that. 
The  Chairman.  I  didn't  say  that. 
Mr.  Hollyday.  All  right,  sir. 

The  Chairman.  I  just  wanted  to  know  if  you  did  issue  that  release. 
Mr.  Hollyday.  Yes,  sir ;  that  is  mine. 

The  Chairman.  That  was  Sunday,  April  11.    That  was  the  day 
Core  the  President  took  action  in  this  matter,  was  it  not? 
Mr.  Hollyday.  The  date  of  that  release,  you  would  know — I  would 
:e  to  say  it  was  brought  to  my  attention  several  days,  of  course,  he- 
re the  release. 

The  Chairman.  Tlie  release  says  for  "Sunday,  April  11." 
Mr.  Hollyday.  Yes,  sir. 

The  Chairman.  And  the  President,  of  course,  issued  his  Executive 
der — I  think  they  asked  for  your  resignation  on  Monday,  April  12, 
that  correct? 
Mr.  Hollyday.  Yes,  sir. 

The  Chairman.  And  this  was  issued  the  day  before? 
Mr.  Hollyday.  It  was  released  the  day  before,  yes,  sir. 
The  Chairman.  Were  you  in  conference  the  previous  week  with  Mr. 
Je  and  people  at  the  White  House  and  others,  on  this  whole  matter 
the  housing  problem  ? 
Mr.  Hollyday.  No,  sir. 
rhe  Chairman.  You  were  not? 
Mr.  Hollyday.  No,  sir. 

44750— 54r-pt.  a 22 
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The  Chairman.  You  didn't  sit  in  on  any  meetings? 

Mr.  HoLLYDAY.  No,  sir. 

The  Chairman.  Nobody  said  a  word  to  you  about  it? 

Mr.  HoLLYDAY.  I  knew  nothing  about  it  at  all,  Senator.  My  last 
visit  to  the  White  House  was  several  weeks  prior  to  this,  in  which 
I  discussed  with  Governor  Adams  and  Mr.  Cole  a  matter  of  reorganiza- 
tion of  agencies,  and  all  of  this  that  we  are  now  discussing,  sir,  is  new 
to  me. 

The  Chairman.  Thank  you,  sir,  you  may  proceed. 

Mr.  HoLLYDAY.  The  FHA  has  an  investigating  staff  inadequate,  as 
has  been  pointed  out  for  the  investigating  responsibilities  already 
assigned  to  it. 

The  FHA  has  no  way  of  finding  out  through  its  own  sources  the 
actual  cost  of  a  section  608  job.  This  information  is  only  available  to 
the  builder  and  to  the  Internal  Kevenue  Service. 

There  were  thousands  of  section  608  projects. 

I  am  sorry,  Senator,  I  read  that  over  again. 

To  undertake  an  effective  investigation  of  the  section  608  prograjn 
under  these  circumstances  would  have  been  an  immense  assignment 
I  understand  that  this  committee  has  requested  $250,000  for  that  pur- 
pose and  has  indicated  it  may  take  a  year  to  do  the  job.  I  imder- 
stand  Mr.  Cole  has  also  requested  $100,000.  And  your  investigation, 
Mr.  Chairman,  will  be  with  the  benefit  of  free  access  to  Intemd  Kev- 
enue files  on  the  individual  cases. 

It  is  inconceivable  that  I  would  have  agreed  to  make  such  an  in- 
vestigation without  first  resolving  with  Mr.  Cole  the  ways  and  means 
of  conducting  it.     Yet  we  had  no  such  discussions. 

Mr.  Cole  and  I  were  both  concerned  about  an  investigation  of  the 
tax  implications  of  section  608.  We  both  wanted  the  FHA  to  give 
all  possible  assistance  to  it,  and  we  discussed  it  several  times.  Our 
office  gave  that  assistance  to  the  best  of  our  ability  and  the  investigator 
expressed  his  appreciation  for  it. 

The  Chairman.  Will  you  yield  just  a  moment? 

Mr.  HoLLYDAY.  Yes,  sir. 

The  Chairman.  I  can  understand  how  you  wouldn't  know  this  be- 
cause you  were  made  Commissioner  just  a  year  ago,  but  you  stated 
there  was  no  way  FHA  could  get  the  cost  information  on  these  sec- 
tion 608  projects, 

Mr.  HoLLYDAY.  Without  a  builder  giving  us  opportunity  to  do 
so. 

The  Chairman.  Let  me  read  the  law.  In  the  charter  of  these  cor- 
porations it  is  a  part  of  the  law : 

The  request  of  the  Commissioner  or  of  the  holder  of  the  majority  of  the  shares 
of  the  preferred  stock — 

and  I  tliink  we'll  find  as  we  go  along  that  the  Government  held  the 
preferred  stock  in  these  corporations;  in  fact  we  can  find — passiblv 
you  can  tell  us  at  the  moment:  Didn't  Mr.  Powell  hold  the  preferred 
stock  for  the  Government  in  these  projects? 

Mr.  HoLLYDAY.  I  don't  know,  sir,  but  an  official  of  FHA  in  each 
case  did. 

The  Chairman.  Do  you  know  which  official  does  hold  the  preferred 
stock  in  these  section  608  projects? 
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Mr.  HoLLYDAY.  No,  sir ;  but  I  assume  it  would  be  under  the  control 

id  by  virtue  of  authority  given  him  by  the  Commissioner. 

The  Chairman.  I  see  Mr.  Greene  over  there. 

Mr.  Greene,  who  held  the  preferred  stock  in  these  corporations? 

Mr.  Greene.  It  was  held  in  the  name  of  the  Commisvsioner. 

Mr.  Perce.  Held  in  the  name  of  the  Federal  Housing  Adminis- 

ation. 

Mr.  Greene.  It  is  the  same  thing. 

The  Chairman.  It  says  "request  of  the  Commissioner  or  a  holder 

•  the  majority  of  the  preferred  stock." 

Well,  that  100  shares  which  was  the  only  preferred  stock  in  these 

►rporations  was  held  by  your  agency. 

le  corporation  being  given — 

lat  is  these  section  608  fellows — 

ecific  answers  to  questions  upon  which  information  is  desired  from  time  to 
ne,  relative  to  the  income,  assets,  liabilities,  contracts,  operations  and  condi- 
>n  of  the  property,  and  the  status  of  the  insured  mortgage,  and  any  other 
formation  with  respect  to  the  coriwration  or  its  property  which  may  be 
guested. 

That  is  about  as  broad  as  you  can  write  language.    Which  means 

ght  now,  if  I  understand  language,  that  all  the  Housing  Admin- 

brator  would  have  to  do  would  be  to  write  to  any  section  608  project 

id  say,  "I  want  your  total  cost  of  your  project,  I  want  your  income, 

want  your  this,  this,  this,  this,  and  this.'' 

Mr.  HoLLYDAY.  Are  those  section  207  or  608  loans? 

Tlie  Chairman.  They  are  section  608. 

Mr.  HoLLYDAY.  I  believe  I  have  no  right  to  demand  to  see  the  income 

•  any  man,  and  that  nobody  has  tlie  right  to  do  that  except  by  Presi- 
^ntial  order  of  the  United  States. 

The  Chairman.  Let's  read  it  again. 

This  is  at  the  request  of  the  Commissioner,  tliat  was  you.    "Or  the 

)lder  of  the  majority  of  the  shares  of  preferred  stock." 

Tliat  likewise  was  you.     You  were  both  of  those.     You  were  the 

jmmissioner  and  as  has  just  been  testified,  you  held  all  the  preferred 

ock. 

The  corporation — 

at  is  any  corporation  that  had  a  section  608 — 

all  give  specific  answers  to  questions  upon  which  information  is  desired,  from 
ae  to  time,  relative  to  the  income,  assets,  liabilities,  contracts,  operation  and 
ndltion  of  the  property,  and  status  of  the  insured  mortgage,  and  any  other 
Formation  with  respect  to  the  corporation  or  its  property  which  may  be 
luested 

I  think  FHA  right  now  can  write  a  letter  to  eveiy  section  608  holder 
id  get  any  and  all  information  they  want. 
Here  is  another  one : 

The  corporation,  its  property,  equipment,  buildings,  plans,  offices,  apparatus, 
ivices,  books,  contracts,  records,  documents,  and  other  papers  shall  be  subject 
examination  and  inspection  at  any  reasonable  time  by  the  Commissioner.  The 
rporation  shall  keep  full  and  complete  records  of  all  corporate  meetings  of 
rectors  and  stockholders,  shall  keep  complete,  orderly,  and  accurate  books  of 
xoont  and  shaU  also  keep  copies  of  all  written  contracts  or  other  instruments 
hich  affect  it  or  any  of  its  property,  all  or  any  of  which  may  be  subject  to 
ispection  and  examination  by  the  Conmiissioner  or  his  duly  authorized  agent. 
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Now,  that  Commissioner  there  was  you. 

As  I  said  yesterday,  you  know,  this  housing  business  is  big  and 
complex.  We  are  learning  a  lot  about  it  as  a  result  of  the8& 
investigations. 

Here  is  another  one : 

The  cori)oration  shall  furnish  the  Commissioner  within  60  days  following  tbe 
end  of  each  fiscal  year  a  complete  annual  financial  report. 

So  I  can't  agree  with  you  that  you  don't  have  the  right,  or  the 
Commissioner  doesn't  have  the  right. 

Mr.  HoLLYDAY.  On  what  you  have  said  to  me,  I  think  I  have  to 
agree  with  you. 

The  Chairman.  I  think  that's  correct.  This  committee  may  weD 
ask  for  all  that  information,  either  in  our  own  name,  or  have  the  new 
FHA  Commissioner  do  it,  and  get  all  that  information  in.  He  has 
the  right  to  do  it.  There  is  no  question  about  that.  I  don't  think 
he  could  take  the  position  that  he  didn't  have  the  right  to  get  all  this 
information. 

Another  thing  that  hasn't  been — maybe  you  can  help  on  this  item 
that  we  would  Tike  to  know  about,  and  that  is,  these  properties  are 
being  transferred;  are  being  sold.  For  example,  I  have  a  case  in 
mind  at  the  moment,  my  attention  has  just  been  called  to  it.  Yon 
can't  sell  one  of  these  section  608  projects  without  approval  of  the 
Commissioner.    Isn't  that  true  ? 

Mr.  HoLLYDAY.  I  would  assume  that  would  be  true. 

The  Chairman.  If  I  have  been  reading  the  rules  and  regulations 
properly  they  can't  declare  a  dividend  without  the  approval  of  FHA. 
Is  that  correct  ? 

Mr.  HoLLYDAY.  I  would  assume  that's  correct,  certainly. 

The  Chairman.  Did  FHA,  then — on  this  one  I  just  put  into  the 
record,  that  was  in  the  newspaper,  the  one  over  in  Virginia — did  they 
get  approval  of  FHA,  to  declare  those  big  dividends? 

Mr.  HoLLYDAY.  They  are  supposed  to  send  us  the  reports  that  you 
referred  to. 

The  Chairman.  Aren't  they  supposed  to  get  approval? 

Mr.  HoLLYDAY.  I  don't  know,  but  I  would  assume  so. 

The  Chairman.  Is  that  true,  Mr.  Greene? 

Mr.  Grekne.  No,  Senator;  they  are  not,  not  in  section  608.  Sec- 
tion 207  was  a  limited  dividend  corporation,  section  608  was  not. 

The  Chairman.  I  think  you  will  find  they  had  to  get  it  through 
the  charter  that  you  required  they  incorporate  under.  Well  ^ 
into  that.  I  think  you  will  find  that  they  did  have  to  do  it  under 
the  charter. 

In  any  event,  from  what  I  just  read  to  you  a  moment  ago,  do  you 
agree,  Mr.  Greene,  that  they  had  to  get  permission  to  sell  the 
corporation  ? 

Mr.  (treexe.  Yes,  sir. 

The  Chairman.  They  had  to  get  permission  to  sell  the  corporation. 

Mr.  Greene.  They  had  to  get  permission  to  sell  the  real  estate. 

The  Chairman.  That  is  what  I  mean,  the  property. 

Mr.  Greene.  They  could  sell  the  stock  in  the  corporation. 

The  Chairman.  They  had  to  get  permission  to  sell  the  property. 

Xow,  answer  this :  In  every  instance  did  you  hold,  or  did  FHA  hold, 
$100  worth  of  preferred  stock? 

Mr.  Greene.  Yes,  sir. 
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The  Chairman.  In  every  instance? 

Mr.  Greene.  Excuse  me  a  moment. 

Mr.  Perce.  At  one  time,  corporation  mortgages  if  less  than  $200,- 
KX),  we  did  not  hold  any  stock.    We  changed  that 

The  Chairman.  Everything  over  $200,000  you  did  hold  the  pre- 
:erred  stock? 

Mr.  Perce.  And,  after  that  date,  all  of  them. 

The  Chairman.  Then  the  statement  I  just  made  a  moment  ago, 
mder  the  charter  which  we  have  here,  they  could  not  declare 
lividends? 

Mr.  Perce.  They  could  declare  dividends  out  of  earned  surplus. 

The  Chairman.  I  hold  one  in  my  hand  here  in  which  they  could 
not.     It  was  given  to  us  as  a  pattern. 

Mr.  Perce.  I  would  have  to  see  it. 

The  Chairman.  We'll  get  into  that  later. 

Senator  Payne.  You  say,  "It  is  inconceivable  that  I  would  have 
agreed  to  make  such  an  investigation  without  first  resolving  with  Mr. 
(x)le  the  ways  and  means  of  conducting  it."  Yet,  you  had  no  such 
discussion.  Isn't  it  true  that  on  August  13, 1953,  you  were  requested 
to  immediately  investigate  section  608's  in  the  New  York  office?  Do 
you  recall  whether  that  was  true,  or  not?  You  were  requested  by  Mr. 
Oole  on  August  13,  1953,  to  immediately  investigate  the  section  608 
situation  in  the  New  York  office? 

Mr.  HoiiLYDAT.  No,  sir.  I  had  realized  that  Mr.  Cole  and  I  had 
talked  about  the  tax  situation  a  few  days  before,  around  August  6  or  7, 
with  regard  to  what  has  now  developed,  in  the  mortgaging  out.  1 
trankly  had  endeavored  to  ffive  the  Internal  Revenue  Service  repre- 
tentative  service,  and  phonea  the  New  York  office,  but  with  regard  to 
making  the  section  608  investigation,  I  did  not  do  it 

The  Chairman.  Do  you  recall  whether  you  were  requested  by  Mr. 
Dole? 

Mr.  HoMiYDAT.  No,  but  if  Mr.  Cole  says  I  did,  I  would  agree  to 
that  without  any  hesitation  whatsoever. 

Senator  Payne.  Can  you  recall  at  all  either  going  to  New  York 
3r  having  any  i)eople  directly  responsible  to  you  go  to  New  York  to 
investimte  the  situation  there  ? 

Mr.  H01X.YDAY.  Not  on  the  section  608,  but  in  connection  with  this 
Dther  reference  that  I  have  just  mentioned,  with  regard  to  an  individ- 
ual.   I  did  send  our  investigator  there  to  New  York  m  that  connection. 

Senator  Payne.  But,  that  was  not  as  a  result  of  the  conference  that 
fou  had  that  Mr.  Cole  reports  ? 

Mr.  HoLiiYDAY.  I  think  not.   I  am  not  sure,  but  I  think  not. 

I  do  not  know  what  may  have  been  on  Mr.  Cole's  mind,  nor  what  he 
ntended  to  communicate  to  me,  but  I  can  state  most  emphatically  that 
f  he  intended  for  the  FHA  to  make  a  general  investigation  of  section 
M)8,  he  failed  to  register  that  intention  with  me.  There  cannot  have 
leen  n^ligence  on  my  part  with  respect  to  such  an  investigation 
lecause  the  only  investigation  we  discussed  was  the  one  being  made  by 
he  Internal  Revenue  Service. 

3.  The  committee  was  presented,  on  Tuesday,  with  a  detailed  list 
»f  instances  in  which  reports  were  made  to  the  FHA  but  on  which, 
t  is  alleged,  the  FHA  failed  to  take  action.    I  cannot  reply  to  the 
ommitt^  on  each  of  these  instances  as  I  do  not  have  available  to  1 
ither  ttie  files  on  the  cases  or  the  personnel  who  would  have  be    • 
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involved,  but  I  can  say  to  the  committee  that  there  was  an  established 
routine  for  handling  all  complaints.  Thousands  of  complaints  were 
received  over  a  period  of  years  and  to  the  limit  of  the  facilities  avail- 
able in  the  FHA,  they  were  acted  upon.  Under  FHA's  established 
investigating  procedure,  more  than  2,000  home-repair  companies  and 
individuals  were  blacklisted  and  hundreds  of  cases  were  referred 
to  the  Department  of  Justice  for  criminal  action.  If  there  was  any 
substantial  breakdown  in  FHA's  investigating  procedure,  it  was  not 
made  known  to  me,  and  if  it  had  been,  of  course,  I  would  have  taken 
all  possible  action  to  correct  it. 

Do  you  gentlemen  think  it  is  likely  that  I  could  have  employed  an 
independent  management  firm  to  review  and  sharpen  up  FHA  opera- 
tions; have  brought  up  to  date  400,000  unprocessed  title  I  loans; 
have,  in  the  language  of  a  prominent  trade  publication,  "moved 
decisively  to  stamp  out  racketeering-  in  the  title  I  repair  program'^ 
through  new  regulations  and  procedures;  won  the  approval  of  the 
President's  Advisory  Committee  on  Housing  and  the  applause  of  the 
Housing  and  Home  Finance  Administrator  for  my  action  in  doing  s(H 
and  yet  have  closed  my  eyes  and  refused  to  act  with  respect  to  a 
known  breakdown  in  FHA's  investigating  procedure? 

In  order  that  this  committee  may  learn  more  precisely  what  the 
difficulties  may  be  in  FHA's  investigating  procedure,  I  urge  once 
again,  as  I  have  twice  before,  that  you  call  before  the  committee  the 
Associate  General  Counsel  of  FHA,  who  is  in  direct  charge  of  inves- 
tigations. His  name  is  Howard  Murphy.  He  is  an  extremely  able 
man,  and  he  can  give  this  committee  some  answers  which  may  be 
useful  and  important  to  you. 

Frankly,  gentlemen,  if  the  reasons  given  to  this  committee  are  the 
only  reasons  my  resignation  was  requested,  I  feel  refreshed  and  reas- 
sured. My  only  regret  is  that  I  was  not  presented  with  these  charges 
earlier  in  order  that  I  might  have  had  the  opportunity  to  correct  the 
misunderstandings  under  which  Mr.  Cole,  and  perhaps  others,  must 
have  been  laboring.  If,  however,  my  resignation  serves  the  purpose 
of  strengthening  our  housing  laws  and  making  their  administration 
more  effective,  I  will  be  happy  to  have  contributed  to  that  result 

The  Chairman.  Let  me  say,  as  I  said  2  or  3  days  ago,  Mr.  Hollyday, 
that  the  Housing  Act  is  complex,  it  is  biff,  it  is  hard  to  understand, 
and  it  is  a  tremendous  thing.  We  can  well  imderstand  how  it  would 
take  considerable  time  for  a  man  going  in  to  get  acquainted  with  the 
complexities  of  this  law.  It  is  a  big  thing.  I  have  said  in  the  past 
that  I  think  the  runninjg  of  this  Housing  Administration  is  one  oi  the 
biggest,  if  not  the  toughest,  jobs  in  Washington.  I  am  glad  to  repeat 
that  again,  today.  There  is  no  question  about  it.  It  is  a  big  thing- 
You  are  dealing  with  billions  and  billions  of  dollars.  You  have  all 
these  houses  going  up  and  apartments  and  they  have  to  be  inspected, 
and  it  is  a  tremendous  job.  There  isn't  any  question  about  it.  It  is 
a  much  bigger  and  harder  job,  I  think,  than  anybody  has  recognized 
in  the  Congress  or  even  in  the  Government.  It  is  a  tremendous  job. 
One  can  see  that  under  title  I  where  you  have  8,000  lending  agencies 
out  here  making  loans,  it  is  a  tough  job.  There  isn't  any  questiwi 
about  that.  It  is  touffh  and  it  is  a  rough  job  and  I  think  maybe  your 
resignation  has  p<  3ed  this  thing  and  it  will  be  in  the  best 

interests  of  tl  'e  and  everybody  concerned  that  it  has 

been  brougl 
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Mr.  HoiXTDAY.  I  would  like  to  think  that,  sir. 

The  Chairican.  I  never  like  to  see  anybody  make  a  sacrifice,  a  per- 
onal  sacrifice,  but  in  this  instance,  I  think  bringing  this  thing  to  a 
lead  as  the  President  did,  and  as  you  did  and  others,  has  been  in  the 
)est  interests  of  the  American  people.  I  have  been  amazed  at  the 
hings  that  have  evidently  been  happening  in  FHA.  I  hope  it  is  not 
rue  in  public  housing  and  I  hope  it  isn't  true  in  cooperative  housing 
md  other  phases  of  the  housing  business.  It  is  going  to  take  us  sev- 
eral months,  I  think,  to  find  out  just  what  it  is  all  about,  which  leads 
is  to  tids  conclusion,  now :  We  thought  we  would  finish  our  hearings 
x)day — that  is  our  preliminary  hearings  before  getting  into  the  in- 
vestigation— and  then  proceed  in  a  couple  of  weeks  to  write  up  this 
lew  legislation.  But  I  can  see  now  we  are  going  to  have  to  have  at 
least  2  more  days  of  hearings,  which  will  be  next  Wednesday  and 
rhursday,  at  which  time  we  want  to  get  the  facts  and  information 
from  Mr.  Greene  and  the  gentleman  wno  was  under  Mr.  Powell,  on 
ection  608.  Then  I  think  we  will  follow  your  suggestion  and  invite 
llr.  Murphy,  and  possibly  the  General  Counsel,  Mr.  Bovard,  and  get 
Qore  information  from  them  on  the  operation  of  this  business  before 
ee  even  make  any  effort  to  write  up  the  housing  bill. 

Certainly,  I  don't  want  anybody  to  feel  that  we  are  not  going  to 
mte  up  the  bill.  We  are.  I  don't  want  anybody  to  feel  we  are  not 
[oing  to  present  a  bill  to  the  Senate,  because  we  are.  I  don't  want 
inybody  to  go  out  of  here  and  say  that  we  aren't  going  to  have  a  hous- 
ng  bill,  because  my  best  judgment  is  that  we  will  have  a  housing  bill. 
;  am  hopeful  that  that  bill  will  eliminate  all  possibilities,  or  at  least 
Jiminate  to  a  minimum  the  possibilities  of  all  these  alleged  irregulari- 
ies  ever  again  happening  that  we  have  been  hearing  about,  here,  and 
dll  hear  about  in  tne  next  few  days. 

Senator  Lehman. 

Senator  Lehman.  Mr.  Chairman,  I  have  no  way  of  judging  whether 
Mr.  HoUyday  was  derelict  in  his  duties  or  not.  I  have  no  way  of 
blowing  it,  and  I  don't  know  the  charges  that  were  the  basis  for  his 
having  been  removed.  I  do  want  to  say  this,  though,  that  the  memo- 
randum of  regulations  and  procedures  which  were  prepared  by  Mr. 
Hollydav  and  submitted,  I  believe,  at  the  end  of  October,  and  which 
met  with  the  approval  of  the  President's  Advisory  Committee  on 
Housing,  are  an  extremely  valuable  document.  I  very  much  hope 
that  at  least  the  purpose  ot  those  new  proposed  regulations,  which  are 
in  effect  today,  will  oe  made  part  of  the  law  when  we  are  ready  to  re- 
port on  it.  I  think  they  are  valuable  and  I  think  if  they  had  been 
m  effect  some  time  ago,  it  would  have  prevented  at  least  part  of  the 
abuses  and  evils  which  we  have  suffered. 

The  Chairman.  Are  there  any  other  questions,  gentlemen? 

Senator  Payne. 

Senator  Payne.  I  would  like  to  ask  Mr.  Hollyday  a  question,  so  the 
hcord  will  be  as  clear  as  possible  on  this. 

You  made  reference  in  your  statement  to  the  man  who  was  reported 
5  have  received  a  $10,000  payment  from  a  builder. 

Was  that  discussed  at  all  with  Mr.  Cole?     Do  you  remember? 

Mr.  Hollyday.  I  don't  think  so,  sir. 

Senator  Payne.  You  don't  think  it  was? 

Mr.  Hollyday.  I  don't  think  that  was  taken  up  with  him. 
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Senator  Payne.  Did  that  information  come  to  you  shortly  after  you 
had  taken  over  office? 

Mr.  HoiiiTDAT.  I  would  say  it  came  to  me  pretty  closely  around  the 
end  of  the  first  week  in  July.  I  came  with  the  Administration  on 
April  17. 

Senator  Payne.  Did  vou,  in  your  own  mind,  satisfy  yourself  that 
there  mi^ht  have  been  facts  in  the  report  that  was  made? 

Mr.  HSllyday.  Senator,  I  was  very  gravely  concerned  and  tried 
with  the  best  advice  that  I  could  get  over  a  fairly  long  period  of  time, 
to  establish  the  allegation,  and  when  I  couldn't,  I  felt  that  unques- 
tionably the  matter  should  be  turned  over  to  the  Department  of 
Justice. 

Senator  Payne.  And  it  was  turned  over  ? 

Mr.  HoUiYDAY.  Yes,  sir;  it  was.  December  18.  If  I  had  to  pin- 
point it,  maybe  it  would  be  July  10  to  December  18  when  it  was  in 
my  hands. 

Senator  Payne.  So,  after  you  had  tried  in  every  way  possible  to 
determine  whether  or  not  there  were  facts  behind  the  report,  and  yon 
were  unable  to  come  up  to  a  pjoint  of  being  able  to  fairly  judge  it  to 
a  conclusion,  you  then  handed  it  over  with  tne  Department  of  Justice! 

Mr.  HoUiYDAY.  That's  exactly  right,  sir. 

The  Chairman.  I  have  tables  showing  the  status  of  the  lending  pro- 
grams of  FHA,  which  will  be  inserted  in  the  record. 

(The  tables  referred  to  follow :) 
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The  Chairman.  We  will  now  recess  until  10  o'clock  next  Wednes- 
day, at  which  time  we  will  have  as  witnesses  Mr.  Greene,  Mr.  Murphy, 
and  others. 

(Whereupon,  at  2 :  60  p.  m.,  the  committee  recessed  to  reconvene  at 
10  a.  m.,  Wednesday,  April  28,  1954.) 
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WEDNESDAY,  AFBIL  28,   1954 

United  States  Senate, 
commttteb  on  banking  and  curbbnct, 

WaaJdngton^  Z>.  O. 
The  committee  met,  pursuant  to  recees,  at  10  a.  m.,  in  room  801, 
Senate  OflSoe  Building,  Senator  Homer  E.  Capehart   (chairman) 
)residing. 

Present :   Senators  Capehart,  Bricker,  Ives,  Bennett,  Bush,  Beall, 
Payne,  Maybank,  Frear,  Douglas,  and  Lehman. 
The  Chairman.  The  committee  will  come  to  order. 
Our  first  witness  this  morning  will  be  Mr.  Walter  L.  Greene.    Mr. 
Greene,  will  you  please  come  forward ?     Will  you  be  sworn,  please? 

Do  you  promise  to  tell  the  truth,  the  whole  truth,  and  nothing  but 
the  truth,  so  help  you  Qod  ? 

TESTIKONT  OF  WALTEB  L.  OBEEHE,  DEFUTT  C0HHIS8I0NEB 
(Betired),  FEDEEAL  HOUSDrG  ADMINISTEATIOH 

Mr.  Greene.  I  do. 

The  Chairman.  Thank  you.    You  may  be  seated,  Mr.  Greene. 

Do  you  have  a  prepared  statement,  Mr.  Greene,  that  you  wish  to 
Hake? 

Mr.  Greene.  No,  Senator;  I  do  not  have  a  prepared  statement.  I 
ave  a  few  suggestions  that  I  would  like  to  make. 

The  Chairman.  Let  me  ask  you  a  couple  of  questions,  first,  and  get 
ou  identified  here,  so  that  your  testimony  will  possibly  be  worth  more. 

How  long  have  you  been  with  the  FHA  ? 

Mr.  Greene.  Since  the  inception  of  the  FHA. 

The  Chairman.  Since  1934? 

Mr.  Greene.  Yes,  sir. 

The  Chairman.  And  what  has  been  your  position  ? 

Mr.  Greene.  I  started  out  in  the  Birminrfiam  office  as  executive 
Bsistant  to  the  director,  and  transferred  to  Wasliington  in  1937,  as 
n  underwriter  in  the  Underwriting  Division,  Chief  of  the  Location 
lection  of  the  Underwriting  Division. 

The  Chairman.  Chief  of  the  Location  Section  ? 

Mr.  Greene.  Yes.    That  is  a  part  of  the  appraising  operation. 

The  Chairman.  That  is  a  part  of  the  appraising  operation  ? 

Mr.  Greene.  Yes,  sir. 

I  was  transferred  in  1939  or  1940,  and  later  became  zone  commis- 
ioner,  now  called  regional  director,  for  the  west  coast  area.    And  then 
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You  think  it  ou^ht  to  be  confined  to  just  what  we  know  to  be  ham 
repairs  and  home  improvements? 

Mr.  Greene,  I  think,  Senator,  that  it  is  terrifically  important  flik 
some  provision,  such  as  title  I,  remain  available  in  order  that  we  en 
conserve  the  vast  inventory  of  existing  houses,  to  keep  them  in  Wfu 
and  to  keep  tliem  improved,  to  keep  depreciation  from  worldngci 
them.  And  I  think  that  some  of  the  items  that  we  now  considers 
appliances  very  properly  are  to  be  considered  in  the  light  of  hm 
improvements  to  the  existing  inventory. 

The  Chairmak.  What  do  you  think  happened  that  caused  the  FBI 
to  include  so  many — several  hundred — litems  that  they  did,  whiek 
really  were  not  in  the  category  of  repairs  or  home  improvements  in  th 
sense  that  we  normally  think  of  repairs  and  home  improvements! 

Mr.  Oreeke.  Well,  I  don't  know  that  I  could  give  you  a  very  god 
answer  on  that,  because  this  is  a  thing  that  has  ^rown  throng  th 
years,  and  if  one  type  of  improvement,  so-called  improvement^  urn 
eligible,  another  tjrpe  that  was  close  to  it  would  be  considered  eUgiUi 
too.    It  would  naturally  grow  under  that  type  of  interpretation. 

The  Chairman.  Is  it  your  thought  that  it  it  was  confined  to  wW 
we  normally  think  of  as  home  improvements  and  repairs,  that  yd 
would  eliminate  these  salesmen  and  all  the  abuses  that  have  evident!} 
grown  up  here  in  cheating  the  property  owner?  I 

Mr.  Greene.  Not  entirely  by  that  means  alone.  I  would  snggeetl 
in  addition  to  tiiat 

The  Chairman.  You  have  another  suggestion? 

Mr.  Greene.  I  have  two  more. 

Senator  Ives.  Mr.  Chairman? 

The  Chairman.  Senator  Ives. 

Senator  Ives.  I  was  wondering  at  this  stage  if  it  wouldn't  be  a  good 
idea  to  find  out  just  exactly  what  we  mean  oy  normal  home  improve- 
ments. When  you  started  out  in  your  statement,  Mr.  Greene,  you 
said  such  improvements  should  be  limited  to  structural  improT©- 
ments.  And  now  you  branch  out  and  indicate  tfiat  you  feel  fliey 
should  cover  home  appliances.  To  what  extent  are  home  appliances 
structural  improvements? 

Mr.  Greene.  Senator,  I  hate  to  mention  a  specific  item,  but  I  guess 
it  is  probably  best  that  I  do,  so  that  I  might  be  right.  And  I  use  for 
an  example — I  am  not  even  sure  we  allow  them  today — dispoaJs, 
dishwashers,  items  of  that  kind.  They  are  becoming  very  common 
practice  in  homes. 

Senator  Ives.  You  regard  those  as  structural  improvements  ? 

Mr.  Greene.  Well,  you  can  regard  them  as  structural  improve- 
ments, yes. 

Senator  Ives.  I  was  wondering  where  we  are  going  to  draw  tie 
line.  I  don't  criticize  those  people  who  have  expanded  it  so  much, 
because  I  can  see  it  is  difficult  to  draw  a  line. 

Mr.  Greene.  That  is  the  reason  I  stated  I  think  it  would  be  difficult 
for  the  Congress  to 

The  Chairman.  Why  do  you  suppose  a  disposal  would  be  mort 
important  to  a  home  than  a  washing  machine  ? 

Mr.  Greene.  I  don't  think  it  would.  I  think  if  a  washing  maehin* 
is  definitely  attached  to  the  structure  and  becomes  a  part  of  the  laun 
dry,  it  would  probably  be  included. 
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could  be  ruled  out  so  that  basically  you  would  keep  to  the 

dea  of  structural  improvements  ancl  repairs. 

SAiBMAN.  From  the  very  begimiing,  did  you  have  that  broad 

ation  of  home  improvements,  to  include  all  sorts  of  gadgets, 

934? 

REENE.  It  seems  that  we  did,  Senator,  as  long  as  I  can 

r  it.    There  was  not  so  many  of  them  as  there  has  been  in 

t  past,  but  I  think  it  has  always  been  the  same  interpretation. 

HAiRMAN.  Did  it  work  like  this,  to  your  knowledge,  that 

icturer  would  come  in  and  bring  in  a  gadget  and  say,  "I  want 

lis  approved  for  insurance  purposes."    Is  that  the  way  it 

tEENE.  That  is  right. 

HAIRMAN.  And  then  did  you  have  a  committee  that  would 
a  those  individual,  let's  call  them  gadgets,  for  lack  of  a  bet- 
at  the  moment,  or  products,  I  presume  we  should  call  them. 
XEENE.  They  were  passed  upon  by  the  Title  I  Division  of 

lAiRMAN.  By  a  special  committee  ? 

EENE.  I  believe  by  a  special  committee. 

SAiRMAN.  You  woulon't  happen  to  remember  who  was  the 

;? 

tEENE.  I  don't  remember.    I  am  not  sure  there  was  a  com- 

nt  I  think  there  was. 

lAiRMAN.  But  it  would  work  like  this :  A  manufacturer  would 

Hid  bring  his  product  ia  and  convince  the  officials  that  they 

put  it  on  the  list,  so  that  it  could  be  insured  by  FHA?     Is 

svay  it  worked? 

EENE.  Yes,  sir. 

3AIRMAK.  And  was  that  done  under  the  home-improvement 

of  the  bill? 

lEENE.  Well,  I  don't  know  what  the  basis  of  the  interpre- 

s.  Senator. 

OAiRMAN.  Could  you  tell  us,  for  example,  how  televisioB 

came  approved,  or  would  you  know? 

tEPBNE.  No,  I  wouldn't  know. 

lAiRMAN.  You  wouldn't  know  how  any  of  them  specifically 

pproved  ? 

EENE.  No. 

lAiRMAN.  But  you  do  know  they  were  approved? 

OEENE.  That  is  right. 

[AIRMAN.  You  feel  that  what  we  ought  to  do  in  the  Congress 

:e  specifically  the  items  that  can  be  insured,  and  limit  it  to 

tEBNE.  It  is  going  to  be  difficult  for  the  Congress  to  do  it 

In  other  words,  I  think  it  would  be  better  if  they  could  pro- 

iiage  under  which  the  Counsel  of  FHA  could  have  some 

because  I  think  some  of  these  things  should  remain  in  the 

I  think  most  of  them  should  go  out. 

another  sug<]:estion 

CAiRMAN.  It  has  been  said  there  were  500  to  600  items.  We 
5t  in  the  record  here  the  other  day.  I  doubt  if  it  is  quite  500 
;t  may  well  be,  but  it  is  a  very  large  list.     (See  p.  1597.) 


Digitized  by  VjOOQ IC 


1652  HOUSING   ACT   OF    1964 

You  think  it  ought  to  be  confined  to  just  what  we  know  to  be  home 
repairs  and  home  improvements? 

Mr.  Greene.  I  think,  Senator,  that  it  is  terrifically  important  thit 
some  provision,  such  as  title  I,  remain  available  in  order  that  we  cm 
conserve  the  vast  inventory  of  existing  houses,  to  keep  them  in  rqwr 
and  to  keep  them  improved,  to  keep  depreciation  from  working  od 
them.  And  I  think  that  some  of  the  items  that  we  now  consider  ai 
appliances  very  properly  are  to  be  considered  in  the  light  of  home 
improvements  to  the  existing  inventory. 

The  Chairman.  Wliat  do  you  tliink  happened  that  caused  the  FHA 
to  include  so  many — several  hundred — items  that  they  did,  whidi 
really  were  not  in  the  category  of  repairs  or  home  improvements  in  the 
sense  that  we  normally  think  of  repairs  and  home  improvements! 

Mr.  Greene.  Well,  I  don't  know  that  I  could  give  you  a  very  good 
answer  on  that,  because  this  is  a  thing  that  has  grown  through  the 
years,  and  if  one  type  of  improvement,  so-called  improvement,  wis 
eligible,  another  type  that  was  close  to  it  would  be  considered  eligible 
too.    It  would  naturally  grow  under  that  type  of  interpretation. 

The  Chairman.  Is  it  your  thought  that  if  it  was  confined  to  what 
we  normally  think  of  as  home  improvements  and  repairs,  that  you 
would  eliminate  these  salesmen  ana  all  the  abuses  that  have  evidently 
grown  up  here  in  cheating  the  property  owner? 

Mr.  Greene.  Not  entirely  by  that  means  alone.  I  would  suggest 
in  addition  to  that 

The  Chairman.  You  have  another  suggestion? 

Mr.  Greene.  I  have  two  more. 

Senator  Ives.  Mr.  Chairman? 

The  Chairman.  Senator  Ives. 

Senator  Ives.  I  was  wondering  at  this  stage  if  it  wouldn't  be  a  good 
idea  to  find  out  just  exactly  what  we  mean  by  normal  home  improve- 
ments. When  you  started  out  in  your  statement,  Mr.  Greene,  yon 
said  such  improvements  should  be  limited  to  structural  improve- 
ments. And  now  you  branch  out  and  indicate  that  you  feel  they 
should  cover  home  appliances.  To  what  extent  are  home  appliances 
structural  improvements? 

Mr.  Greene.  Senator,  I  hate  to  mention  a  specific  item,  but  I  guess 
it  is  probably  best  that  I  do,  so  that  I  might  be  right  And  I  use  for 
an  example — I  am  not  even  sure  we  allow  them  today — disposals, 
dishwashers,  items  of  that  kind.  They  are  becoming  very  common 
practice  in  homes. 

Senator  Ives.  You  regard  those  as  structural  improvements  ? 

Mr.  Greene.  Well,  you  can  regard  them  as  structural  improve- 
ments, yes. 

Senator  Ives.  I  was  wondering  where  we  are  going  to  draw  the 
line.  I  don't  criticize  those  people  who  have  expanded  it  so  much, 
because  I  can  see  it  is  difficult  to  draw  a  line. 

Mr.  Greene.  Tliat  is  the  reason  I  stated  I  think  it  would  be  difficult 
for  the  Congress  to 

The  Chairman.  Wliy  do  you  suppose  a  disposal  would  be  more 
important  to  a  home  than  a  washing  machine  ? 

Mr.  Greene.  I  don't  think  it  would.  I  think  if  a  washing  machine 
is  definitely  attached  to  the  stni^*  x  and  becomes  a  part,  of  the  laun- 
dry, it  would  probaW'- 
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The  Chaibman.  Certainly  we  can  start  out  on  the  basis  that  any- 
ling  that  falls  in  the  category  of  consumer  goods,  such  as  dishwash- 
rs  and  disposals,  and  so  forth  ought  not  to  be  included. 

Mr.  Greene,  x  es.  Ft>r  example,  we  had  the  question  of  air  condi- 
ionins.  Air  conditioning  is  certainly  coming  into  very  common 
sage  by  aU  homeowners,  but  there  is  a  lot  of  difference  in  whether  it  is 
mobile  unit  that  you  could  pick  up  and  walk  away  with,  or  whether 
;  is  part  of  your  structure,  fastened  to  it. 

The  Chairman.  Do  you  have  any  knowledge  of  which  particular 
ne  of  these  items  or  categories  of  items  that  were  insured  caused  most 
£  the  trouble,  with  these  hordes  of  salesmen  that  were  out  allegedly 
lisrepresenting  the  facts?  Was  it  the  consumer  goods  and  oi  the 
[lings  that  were  insured,  or  was  it  the  roofs,  sidings,  floors,  or  was  it 
Ferything? 

Mr.  Greene.  It  was  not  always  consumer  goods.  As  I  recall  it,  we 
ad  considerable  diflSculty  with  roofings  and  sidings  at  one  time. 

Our  second  suggestion.  Senator,  is  that  I  believe  a  coinsurance  f ea- 
are  should  be  introduced  that  would  work  something  like  this 

'ITie  Chairman.  A  coinsurance  feature  ? 

Mr.  Greene.  Yes.  Where  an  institution  liad  a  claimed  ratio  of  2 
ercent  or  more,  they  would  be  put  under  a  coinsurance  provision,  to 
he  extent  of  at  least  5  percent. 

The  Chairman.  You  mean  by  that  if  they  had  a  loss  of  a  thousand 
lollars  today,  that  they  would  take,  say,  maybe  $200  of  the  loss  and 
he  Government  would  take  $800  of  it.    Is  that  what  you  mean? 

Mr.  Greene.  Yes,  sir. 

The  Chairman.  In  other  words,  they  would  have  a  little  loss. 

Mr.  Greene.  If  their  claims  ratio  was  higher  tlian  the  average, 
hen  tliey  would  not  be  paid  100  percent  of  their  claim,  but  would 
ave  to  carry  a  part  of  that  as  their  own  loss.  For  example,  a  grad- 
ation scale,  if  you  wish,  with  a  2  percent  claims  latio,  where  they 
rould  only  get  95  percent.  If  they  had  a  claims  ratio  of  3  percent, 
t  would  only  be  75  percent  or  80  percent.    I  think  it  would  help. 

The  Chairman.  What  would  you  think  of  just  a  flat  arrangement, 
rhereby  they  always  shared  in  a  portion  of  every  loss? 

Mr.  Greene.  I  think  it  would  be  good,  except  that  I  don't  believe 
ou  need  it  for  some  institutions,  where  they  are  doing  a  good  job. 

The  Chairman.  I  am  thinking  in  terms,  say,  if  a  bank's  loss  was 
10,000  in  a  given  year,  they  would — ^I  don't  know  whether  this  is 
he  right  figure  or  not,  but  tliey  would  absorb  $2,000  of  the  loss,  and 
^HA  would  insure  $8,000. 

Mr.  Greene.  Yes. 

The  CiiAUtMAN.  Meaning  that  wherever  there  was  a  loss  that  they 
rould  share  a  portion  of  it.  As  it  is  now,  they  possibly  never  share 
ny  of  the  loss,  because  they  get  10  percent  of  their  total  outstanding 
liat  is  always  insured  at  any  one  time. 

Mr.  Greene.  I  think  it  might  be  better  to  have  the  coinsurance  fea- 
are  apply  to  the  institutions  wlio  have  higher  than  an  average  claims 
atio. 

The  Chairman.  Those  are  the  only  two  suggestions  you  have  to 
nprove  title  I  ? 

Mr.  Greene.  The  third  one  I  have  is  a  better  policing  by  the  FBLA.. 
^olicing  alone.  Senator,  will  not  do  the  job,  and  we  should  not  have 
y  depend  upon  policing  to  do  the  job.    If  there  are  things  in  the 
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legislation  or  things  in  the  administrative  handling  of  the  legislation 
that  can  cure  the  troubles,  they  should  be  cured  at  that  point  rather 
than  by  policing. 

But  I  think  we  will  always  have  the  necessity  of  doing  a  certain 
amount  of  policing  and  it  should  be  done  properly  and  adequately. 
We  have  not  been  able  to  do  that. 

The  Chairman.  Would  it  ruin  the  program  entirely  if  you  required 
that  tliese  banks  sign  an  affidavit  or  sign  a  statement  that  they  had 
checked  personally  with  the  person  who  received  the  loan,  the  person 
that  received  the  goods,  and  that  everything  was  all  right?  Don't 
you  think  they  would  do  that  if  it  was  a  private  loan  under  whidi 
the  Government  was  not  guaranteeing  anything! 

Mr.  Greene.  I  think  they  do  that.  Senator,  under  the  new  regula- 
tions that  Mr.  Hollydav  put  in.  They  have  a  waiting  period  of  9on» 
4  or  5  days  in  which  tlie  bank  gets  in  touch  with  the  Dorrower,  and 
acquaints  him  with  the  fact  that  he  is  actually  borrowing  his  mowsf 
from  this  bank,  and  as  to  the  completion  certificate,  and  things  of 
tJiat  kind.    I  believe  it  will  adequately  take  care  of  that. 

Tlie  Chairman.  You  think  we  ought  to  make  a  part  of  the  law 
those  regulations  that  were  promulgated  by  Mr.  Hollyday  a  few 
months  ago? 

Mr.  Greene.  I  would  see  no  harm  in  doing  so,  although  I  donH 
believe  it  would  be  essential. 

Senator  IvBS.  Mr.  Chaiiman? 

The  Chairman.  Senator  Ives. 

Senator  I^^!:s.  How  would  you  have  this  apply  to  declining  bal- 
ances, under  the  amounts  paid  off? 

Mr.  Grejine,  You  mean  in  the  coinsurance  plan  ? 

Senator  I\T»,  Yes. 

Mr.  (iREENE.  I  would  say,  Senator,  that  it  would  work  like  this: 
That  if  an  institution  was  running  a  2-percent  claims  record,  that  so 
long  as  that  claims  record  remained  at  2  percent  we  would  only  pay 
theuu  sav,  95  cents  on  every  dollar  of  the  unpaid  balance  that  tliey 
make  a  i^laim  for,  meaning  that  they  would  actually  have  to  suffer  5 
j^n^ent  of  the  loss. 

It  requires  the  lending  officer  of  this  institution  to  rep>ort  to  his 
dirw^toi^  that  he  did  so.  It  brings  it  to  the  attention  of  the  directors 
of  the  liMuling  institution. 

"rhe  (^HAiRMAN.  Mr.  (ireene,  I  don't  think  we  have  had  any  testi- 
luouY  vet  but  what  the  banks  have  been  amply  protected.  I  think  the 
tec^tiuumy  to  date  has  proven  that  the  Federal  Government  hasn't  lost 
s^iv  uuuxey  yet. 

\YhHl  we  aiv  tryinjr  to  find  here  is  a  method  or  a  system  to  write  into 
iW  law  to  pn>ttvt  the  nn^perty  o>vner  himself,  who  seems  to  have 
cij^ui^i  the  brunt  of  the  burden.^  What  I  am  personally  trying  to  find 
i:>i  ^  5t\sttnu  whoreby  we  can  write  into  the  law  something  compelling 
Tv  biukvrx  tbo  lender,  or  the  dealer,  or  both — and  I  think  it  might  weU 
^  ihe  biUikei--— ti>  aK^ohitely  make  certaij^  that  thepjoperty  owner 
>ka-^  Hv>e  ttetwii  v>r  taken  advantage  of  >  0/ttP''^^l^0fl^^  salesman. 
l^K^it  is  what  we  aiv  tryinir  to  do  ^^^^5*^^^^!,^*^^®  ^ 
3j:^»vkI  si>  far.  and  i>ne  oan  well  unc  ^^  ^een 

\t  :t  Ixuik  oan\  vx^lUvt  it,  they  tui  ^  - 

%^vv  4iv  iht}  b\\leial  V Government 
^  vv^^s  u»  iI)o  \ttortioY  i^     ?      , 
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mverage  person  is  afraid  of  the  Federal  Government  as  a  collector. 
When  a  Federal  Government  man  comes  around  and  says,  "You  owe 
me  money,"  they  generally  find  some  way  of  paying  it. 

So  I  think  our  problem  is  to  find  some  way  to  efiminate  the  dealers 
-and  the  salesmen  taking  advantage  of  the  property  own«r,  or  the 
man  that  borrows  the  money,  or  the  man  that  wants  to  get  his  home 
repaired.    That  seems  to  have  been  the  basis  of  our  trouble,  hasn't  it? 

Mr.  Greene.  Yes;  I  agree  with  you  that  is  undoubtedly  the  basis 
•of  the  trouble. 

I  believe,  Senator,  that  you  have  protection  against  those  items,  if 
we  can  exercise  those  protections. 

Now,  let  me  review  for  a  minute  what  happens 

The  Chairman.  Let  me  ask  you  this:  Why  shouldn't  the  lender 
•sign  an  affidavit,  a  straight  out-and-out  affidavit,  that  he  or  his  people 
have  talked  to  the  man  that  borrowed  the  money,  and  that  he  has 
received  the  goods  that  he  bought  and  that  they  have  been  installed, 
tmd  that  he  is  perfectly  satisfied! 

Senator  Ives.  In  other  words,  why  shouldn't  he  pursue  the  same 
course  he  would  pursue  if  the  Government  weren't  in  the  picture? 

The  Chairman.  That  is  my  point.  I  think  he  would  do  that  even 
if  the  Government  wasn't  in  the  picture. 

Mr.  Greene.  There  is  no  reason  why  he  could  not  do  that.  I  have 
talked  to  some  of  the  lenders  along  that  line.  They  say,  if  you  take 
individual  cases,  that  here  is  a  man  who  has  applied  for  a  title  I 
loan,  and  he  works  out  at  a  field  plant  every  day,  and  to  have  him 
«top  and  come  into  the  bank  so  that  they  can  talk  to  him 

The  Chairman.  Let  them  go  out  there.  They  are  getting  9.6  per- 
cent, less  a  half  a  percent  for  insurance.  It  is  certainly  bigger  tnan 
the  2  or  214  percent  they  get  from  Government  bonds. 

Mr.  Greene.  I  would  certainly  have  no  objection  to  that.  Senator. 
I  do  raise  the  question  that  it  might  affect  the  program.  I  believe 
what  you  have  now  would  do  adequately  where  the  bank  is  required 
to  get  in  touch  with  him. 

The  Chairman.  Do  you  think  it  was  ever  possible  for  the  abuses 
and  alleged  irregularities  and  downright  crookedness,  that  we  have 
been  hearing  about  here  for  3  weeks,  as  testified  to  by  Mr.  Olney, 
the  head  of  the  Criminal  Division  of  the  Department  of  Justice,  for 
that  sort  of  thing  to  exist  without  the  lender  or  the  banker  knowing 
about  it  or  being  a  part  of  it  ? 

Mr.  Greene.  To  me.  Senator,  these  problems  are  astounding.  I 
can't  reconcile  them.  Mr.  Olney  referred  to  hundreds  of  thousands 
of  cases.  How  that  possibly  could  be,  in  a  job  I  was  in,  with  hun- 
dreds of  thousands  of  cases  going  on,  is  beyond  my  comprehension. 
I  say  that  to  you  frankly,  tecause  I  did  not  realize  that  any  such 
condition  was  going  on. 

I  feel  today  that  you  may  find  that  the  hundreds  of  thousands  of 
cases  about  which  Mr.  Olney  is  referring  are  in  the  main  what  we 
might  term  service  disputes.  The  man  didn't  like  the  way  that  his 
job  was  done,  he  complained  to  the  State  director,  the  State  director 
mt  the  builder  in,  and  the  builder  corrected  the  job.  It  wasn't  com- 
ilite.  It  wasn't  a  normal  operation  or  anything  of  that  nature.  I 
Hitbelieve  you  will  find  anything  like  100,000  or  50,000  or  25,000 
^^WBlprities  m  title  I  operations. 
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The  Chairman.  Let's  say  there  were  tens  of  thousands  rather  thin 
hundreds  of  thousands.    It  would  still  be  too  many. 

Mr.  Greene.  Agreed. 

The  Chairman.  I  don't  think  there  is  any  question  but  what  itbi 
been  widespread.  Whether  it  be  tens  of  thousands  or  hundreds  oi 
thousands,  I  don't  think  there  is  any  question  but  what  it  has  bea 
widespread. 

Ana  the  unfortunate  part  about  it  is  there  is  no  question  in  mj 
mind  that  people  felt  they  were  doing  business  with  the  Federd 
Government.  When  they  were  cheated,  they  rather  felt  the  Fedenl 
Government  was  part  of  the  transaction  and  that  the  Federal  Govent 
ment  ought  to  give  them  better  protection.  Of  course,  that  is  inherenl 
any  time  the  Federal  Government  enters  into  this  sort  of  thing. 

feut  I  think  our  problem  here  in  title  I  is  to  write  the  law  to  find 
some  way  to  protect  the  property  owner.  It  looks  to  me  as  thoo^ 
the  banker  has  been  well  protected,  the  dealer  has  been  weU  pwK 
tected,  the  salesman  has  been  well  protected.  The  poor  prc^NO^ 
owner  sitting  out  there,  who  has  borrowed  the  money  and  who  fatf 
bought  the  goods  and  paid  the  bill,  I  think  we  have  to  find  some  wij 
of  protecting  him. 

Mr.  Greene.  Well,  sir,  I  think 

The  Chairman.  I  think  all  these  things  you  have  suggested  will  be 
helpful.     I  think  they  are  good. 

Senator  Bush.  Mr.  Chairman? 

The  Chairman.  Senator  Bush. 

Senator  Bush.  Do  you  think  this  serves  a  useful  purpose  in  the 
general  scheme? 

Mr.  Greene.  Indeed  I  do.  Senator.  I  think  it  is  an  excellent  pro- 
gram. It  started  out,  as  you  know,  to  get  the  work  back  on  the  board 
again,  but  it  has  a  much  more  important  basis  than  that.  When  tod 
think  of  the  great  numl)er — I  can't  quote  it;  I  don't  know  whether  it  is 
40  million  or  50  million  existing  homes — that  are  gradually  depre- 
ciatin<r.  a  program  such  as  title  I,  where  over  a  reasonable  period  yoo 
could  keep  those  places  up  to  conserve  the  inventory  of  existing 
houses,  I  think  is  a  basically  good  program,  whether  it  is  conducted  bf 
the  Government  or  conducted  by  private  institutions. 

Senator  Bush.  Why  does  it  have  to  be  conducted  by  the  Fedenl 
Govermnent?  These  loans — as  you  say,  the  FHA  hasn't  lost  aay 
money  on  this.  Whv  can't  this  whole  program  be  done  without  tli 
FHA  at  all! 

Mr.  Greene.  There  is  no  reiison  that  I  know  of  wny  it  cannot  b 
done  by  private  capital,  except  that  the  Government  has,  in  the  past, 
been  responsible  for  the  charges  of  that  type  of  operation. 

Senator  Bush.  I  hope  the  Government  isn't  responsible  for  the 
charges  made  by  these  contractors. 

Mr.  Greene.  I  mean  the  interest  rate.  Consumer  credit  is  geneitDy 
at  a  high  interest  rate.     You  speak  of  9.7 

The  Chairman.  9.6.  They  may  pay  either  a  half  or  three  quarters 
percent  insurance  fee. 

Mr.  Greene.  Tliree-quarters.  So  they  actually  get  eight  and* 
fraction.  I  think  you  will  find  that  is  less  than  the  rate  provided  fe, 
for  independent  consumer  credit. 
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Senator  Bush.  Then  you  think  that  the  volume  of  the  work  that 
lias  been  done  has  been  stimulated  by  the  Government  subsidizing  the 
interest  rate? 
,  Mr.  Greene.  I  don't  understand  about  subsidizing  the  interest  rate. 

Senator  Bush.  I  thought  you  inferred — I  don't  mean  to  put  words 
m  your  mouth,  but  I  thought  you  inferred  that  by  the  Government 
lising  these  interest  rates  at  a  low,  low  rate,  that  that  had  resulted 
iSL  more  business  having  been  done  than  might  have  been  done  in  a 
free  market. 

Mr.  Greene.  Oh,  yes ;  I  think  that  is  true.  Senator. 

Senator  Bush.  I  call  that  subsidizing  the  interest  rate,  because  the 
Government  guaranty  is  what  subsidizes  the  interest  rate.  There 
k  no  question  about  that,  is  there? 

Mr.  Greene.  No. 

Senator  Bush.  Now,  my  point  is :  Haven't  we  gotten  to  the  point 
where  you  have  dispensed  with  title  I  altogether,  and  still  do  the  job 
that  you  think  needs  to  be  done  ?  Do  you  think  that  if  title  I  were 
abolished,  that  the  lenders  would  immediately  put  up  the  interest 
rates,  jack  them  up? 

Mr.  Greene.  I  don't  know  that  they  would  do  so  immediately.  I 
think  the  competition  might  drive  them  up  a  little  bit  as  we  went 
along.  And  I  am  not  sure  that  you  would  get  as  broad  a  coverage  of 
title  I  loans  available  to  people  in  all  communities  as  you  do  today.  I 
think  that  many  institutions  would  go  right  along  with  their  own  pro- 
gram, whether  they  have  the  insurance  or  not. 

Senator  Bush.  Because  they  couldn't  afford  to  do  it? 

Mr.  Greene.  Yes,  sir.    They  don't  have  a  large  enough  volume 

Senator  Bush.  How  can  they  afford  to  do  it  now? 

Mr.  Greene.  It  depends  upon  the  Government  guaranteeing  thenu 

Senator  Bush.  But  they  don't  lose  much  money,  so  they  don't  need 
it 

Mr.  Greene.  The  question  is  whether  they  would  make  it  without 
that 

Senator  Bush.  But  if  the  loss  ratio  has  been  very  low,  which  I 
understand  your  figures  indicate,  certainly  they  ought  to  have  learned 
by  now  that  these  are  prettj^  good  loans. 

Mr.  Greene.  If  private  industry  would  carry  its  own,  I  see  no  rea- 
son for  the  Government  remaining  in. 

Senator  Bush.  I  think  that  is  a  very  good  statement.  You,  on  the 
other  hand,  are  not  optimistic  about  the  ability  of  private  industry  to 
go  ahead  and  do  it? 

Mr.  Greene.  I  am  not  too  optimistic  about  it,  to  the  extent  that 
you  would  get  the  coverage  that  you  have  todav.  I  think  the  large 
institutions  would  undoubtedly  go  ahead  under  their  own  plan.  Thej 
were  not  entirely  enthusiastic  about  the  title  I  program  when  it 
Started* 

,^  If  you  recall,  in  1984  the  National  City  Bank  of  New  York  was 
jt  the  only  institution  that  had  a  large  consumer  credit  operation, 
after  that,  many  of  them  came  into  the  field.    And  that  has 
grown  up.    Today  I  think  a  great  many  would  continue 
Ir  own  plan,  keeping  their  own  reserves,  if  the  Government 
'^^  th(    I  the  business. 

^noif .  ljn  .  Mr.  Greene,  why  did  you  and  others  in  the  Admin- 
-»ov  ng  of  these  irregularities,  recommend  to  us  that  we 
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increase  the  amount  from  $2,500  to  $3,000,  and  lengthen  the  terms, 
just  3  or  4  months  ago  ? 

Mr.  Greene.  Senator,  I  would  say  that  that 

The  Chairman.  In  all  fairness,  this  was  recommended  by  the 
President's  Commission  likewise. 

Mr.  Greene.  I  would  say  that  was  more  of  a  concurrence  wMi 
FHA,  as  I  recall  it,  than  anything  else.  We  did  not  raise  the  question 
or  initiate  the  idea  of  increasing  the  amount.  There  was  a  call  for  it, 
from  some  quarters — I  don't  remember  exactly  why. 

The  Chairman.  You  mean  it  was  recommended  by  the  PresidenklB 
Commission? 

Mr.  Greene.  The  President's  Commission  was  one  of  them  that  con- 
sidered it  and  discussed  it.  In  fact,  they  were  discussing  raising  the 
amount  to  $5,000. 

The  Chairman.  They  even  discussed  raising  it  from  $2,500  to 
$5,000. 

Mr.  Greene.  Tliere  was  a  discussion  to  raise  it  to  $5,000.  I  am  not 
sure  that  was  in  the  Pi*esi  dent's  Commission  or  elsewhere.  But  that 
was  frequently  discussed. 

The  Chairman.  It  was  made  outside  the  recommendations  that  Blr. 
HoUyday  put  in,  the  changes  last  fall  ?  They  made  no  recommendt- 
tions  as  to  tightening  the  law  to  eliminate  the  alleged  abuses  and 
irregularities,  did  they? 

Mr.  Greene.  No,  sir,  other  than  those  that  Mr.  Hollyday  had 
recommended. 

Senator  Benneit.  Mr.  Chairman? 

The  Chairman.  Senator  Bennett. 

Senator  Bennett.  Mr.  Chairman,  while  we  are  still  talking  title  I, 
I  would  like  to  get  into  the  record  at  this  point,  with  your  permis- 
sion, a  letter  which  dcvscribes  in  very  illuminating  detail,  the  method 
by  which  I  think  the  tot^il  volume  of  title  I  loans  had  been  forced  up. 

This  letter  came  to  me,  dated  April  23.  I  have  deleted  the  names, 
but  the  story  is  a  very  interesting  one : 

We  have  been  reading  about  the  above  investigation  in  the  daily  newspapen. 

On  August  7,  1952,  a  salesman  by  the  name  of  Mr.  T  sold  to  us  under  extreme 
high  pressure  methods  a  fire  alarm  system  for  our  home  under  an  FHA  home 
improvement  loan.  We  were  told  by  Mr.  T  that  it  would  be  mandatory  by 
January  of  1054.  by  the  FHA  to  have  this  equipment  in  our  home  before  they 
would  O.  K.  a  loan. 

In  other  words,  before  you  could  get  a  standard  FHA  loan,  yon 
had  to  have  a  fire  alarm. 

Senator  Douglas.  This  was  not  fire  preventive,  but  fire  alarm? 
Senator  Bennett.  This  is  a  mechanical  fire  alarm  system. 
Senator  Douglas.  For  a  single- famil}^  house? 
Senator  Benxetp.  For  a  single-family  house.    And  it  says: 

It  was  to  our  advantage  to  have  it  installed  at  that  time  in  the  event  we  shooW 
ever  sell  our  home,  which  we  were  thinking  of  doing  at  that  time.  We,  as  sellera, 
would  have  to  install  the  system.  The  FHA  specifications  at  times  are  veiy 
peculiar,  so  we  believed  the  salesman. 

Mr.  and  Mrs.  R  also  houirht  one  of  these  systems  and  were  told  by  the  Blank 
Blank  Co.,  who  financed  both  the  loans,  that  someone  from  the  FHA  wouM 
be  down  to  inspect  the  equipment  in  order  to  arrive  at  «  Mir  price  after  the  banlf 
had  turned  the  account  back  to  the  FHA 


That  is  a  little  bit  too  difficult 
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Neither  of  us  has  seen  an  inspector. 

Mr.  and  Mrs.  R's  system  cost  $^^5  for  seven  units  and  no  siren.  We  were 
efaai;ged  $410  for  11  units  and  a  siren. 

And,  this  is  interesting : 

We  were  promised  a  fire  insurance  policy  which  never  arrived. 

Apparently,  the  salesman  said,  "We  will  throw  in  with  the  alarm 
system  a  special  fire  insurance  policy,"  which  never  arrived. 

The  same  promise  was  made  to  tlie  R's. 

Blr.  and  Mrs.  R's  system  was  sold  to  them  by  a  Mr.  Y.  Mr.  T  made  the  ap> 
proach,  then  bowed  out  of  the  picture,  with  the  explanation  that  he  was  new 
at  the  business,  and  Mr.  T  woald  talce  over.  Mr.  T  was  called  back  for  the  sign- 
ing of  the  contracts  from  a  parked  automobile  in  front  of  the  house.  The  same 
thln^  happened  to  us,  only  it  was  Mr.  Y  who  made  the  approach,  and  the  same 
sequence  of  events  foUowed,  with  Mr.  T  doing  the  selling.  From  the  descriptiou 
piven  by  the  R*s  they  did  not  switch  names — ^Just  places. 

The  contracts  were  signed  on  X  Fire  Alarm  Go.  forms.  We  wrote  to  the 
company  but  they  disclaimed  any  responsibility,  with  the  explanation  that  they 
had  sold  the  franchise  for  this  territory  to  a  Mr.  V,  of  Z  city.  Mr.  T  and  Mi-.  Y 
sold  our  contracts  to  Mr.  V,  who  in  turn  sold  them  to  the  Blank  Bank  Co. 
Mr.  R  went  to  Z  city  to  see  Mr.  V,  who  promised  to  reimburse  Mr.  R,  but  Mr. 
V  left  town  iumiedlately,  after  being  called  on  tlie  carpet  by  the  FHA  office. 

There  were  other  cases  of  these  same  2  siiiesmen  making  sales  in  these  2 
cities,  and  their  accounts  being  turned  over  to  ilw  FHA  for  collection,  as  ours 
have  been.  We  asked  the  bank  for  their  names  but  they  would  never  reveal  them 
to  us.  They  seems  quite  unhappy  when  the  R's  and  us  made  contact  with  the 
bank. 

We  liave  made  investigation  on  our  own  of  two  other  people  in  the  county 
who  bought  fire  alarms  systems.  These  two  were  not  sold  by  the  same  salesmen 
ar  the  al)ove  company.  They  varied  from  $187  to  $359  for  practically  the  same 
thing  the  R's  and  we  were  charged  $410  and  $435  for. 

We  were  t>oth  told  that  no  laws  had  been  violated  in  either  of  our  cases,  and 
that  we  would  he  forced  to  pay  for  the  equipment,  even  though  the  promises 
and  statements  l)y  the  salesmen  had  not  been  fulfilled.  We  are  both  making 
payments  to  the  FHA  directly  at  this  time. 

We  are  under  the  impression  that  the  FHA  needs  a  Umiough  housecleaning 
regarding  title  I  loans,  especially  on  the  subject  of  siding,  which  is  offered  by 
the  door-to-door  salesmen  for  between  $700  and  $800,  which  any  lumberyard  will 
?ive  quotations  for  approximately  $360,  labor  included,  for  exactly  the  same 
product  and  quality.  If  the  above  information  is  helpful  in  your  investiga- 
tion, we  shall  be  most  happy. 

I  would  like  to  put  the  letter  in  its  complete  form  in  the  record. 
The  Chairman.  Without  objection,  we  will  place  it  in  the  record. 
(The  letter  referred  to  follows:) 

Ai'RiL  23,  1054. 
ie  FHA  investigation — Title  I  loans. 

Ion.  WALT.ACE  F.  Bennett, 

United  States  Senate,  Washitiffton,  D.  C. 

D£AB  Snt:  We  have  been  reading  about  the  above  investigation  in  the  daily 
lewspapers. 

On  August  7,  1052,  a  salesman  by  the  name  of  Mr.  T  sold  to  us  under  extreme 
ligh-pressure  methods  a  fire-alarm  system  for  our  home  under  an  FHA  home- 
mprovement  loan.  We  were  told  by  Mr.  T  that  it  would  be  mandatory  by 
lanuary  of  1954  by  the  FHA  to  have  this  equipment  in  our  home  before  they 
xronld  O.  K.  a  loan.  It  was  to  our  advantage  to  have  it  installed  at  that  time  in 
'Jie  event  we  should  ever  sell  our  home,  which  we  were  thinking  of  doing  at  that 
time.  We,  as  sellers,  would  have  to  install  the  system.  The  FHA  spec&cations 
at  times  are  very  peculiar,  so  we  believed  the  salesman. 

Mr.  and  Mrs.  K  also  bought  one  of  these  systems  and  were  told  by  the  Blank 

Bank  Co.,  who  financed  both  the  loans,  that  someone  from  the  FHA  would  be 

down  to  inspect  the  equipment  in  order  to  arrive  at  a  fair  price  after  the  bank 

bad  tamed  the  account  back  to  the  FHA.    Neither  of  us  has  seen  an  inspector. 

Mr.  and  Mrs.  R*s  system  cost  $435  for  7  units  and  no  siren.    We  were  charged 
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$410  for  11  units  and  a  siren.    We  were  promised  a  fire-insurance  policy  liUife 
neyer  arrived.   The  same  promise  was  made  tx)  the  R's. 

Mr.  and  Mrs.  R*s  system  was  sold  to  them  by  a  Mr.  Y.  Mr.  T  mate  tk 
approach,  then  bowed  out  of  the  picture  with  the  explanation  that  he  was  net 
at  the  business  and  Mr.  Y  would  take  over.  Mr.  T  was  called  back  for  the  rigidii 
of  the  contracts  firom  a  parked  automobile  in  front  of  the  house.  The  same  tktag 
happened  to  us,  only  it  was  Mr.  Y  who  made  the  approach,  and  the  same  aeqnoia 
of  events  followed,  with  Mr.  T  doing  the  selling.  Frcmi  the  doBCilptioii  glna 
by  the  R*s  they  did  not  switch  names — ^just  places. 

The  contracts  were  signed  on  X  Fire  Alarm  Co.  forms.  We  wrote  to  file 
company,  but  they  disclaimed  any  responsibility  with  the  explanation  that  tkr 
had  sold  the  franchise  for  this  territory  to  a  Mr.  V  of  Z  City.  Mr.  T  and  Mr.  I 
sold  our  contracts  to  Mr.  Y,  who  in  turn  sold  them  to  the  Blank  Bank  CSo.  Mr.  B 
went  to  Z  City  to  see  Mr.  Y,  who  promised  to  reimburse  Mr.  R«  hot  Mr.  Y  talk 
town  immediately,  after  being  called  on  the  carpet  by  the  FHA  ofBoe  in  Z. 

There  were  other  cases  of  these  same  two  salesmen  making  sales  in  P  and  i 
and  their  accounts  being  turned  over  to  the  FHA  for  collection  as  oars  htw 
been.  We  asked  the  bank  for  their  names,  but  they  would  never  reveal  thentts 
us.    They  seemed  quite  unhappy  when  the  R's  and  us  made  contact. 

We  have  made  investigation  on  our  own  of  two  other  people  in  the  coooly 
who  bought  fire-alarm  systems.  These  two  were  not  sold  by  the  af orementiQiied 
salesmen  or  the  above  company  was  not  connected  with  them.  They  varied  firaa 
$187  to  $359.76  for  practically  the  same  thing  the  R's  and  we  were  charged  tm. 
The  homeowners  were  quite  satisfied  with  their  purchase.  The  Blank  Bank  Go. 
financed  one  of  the  above-mentioned  systems. 

We  were  both  told  that  no  laws  had  been  violated  in  either  of  our  cases  and 
tkst  we  would  be  forced  to  pay  for  the  equipment,  even  thouf^  the  promises  and 
statements  1^  the  salesmen  had  not  been  fulfilled.  We  are  both  iwmiHnc  paynwnti 
to  the  FHA  directly  at  this  time. 

We  ar|0  under  the  impression  that  the  FHA  needs  a  thorough  honsedeaniif 
regardtaig  title  I  loans,  especially  on  the  subject  of  siding  which  is  offered  by  tin 
door-ti^oor  salesmen  for  between  $700  and  $800,  which  any  lumber  yard  will 
give  quotations  for  approximately  $300,  labor  included,  for  exactly  the  sane 
product  and  quality.  If  the  above  information  is  helpful  in  your  investlgatiOD, 
we  shall  he  most  happy, 
very  truly  yours, 

Mr.  and  Mrs.  D. 

The  Chairman.  Let  me  ask  you  this :  Do  you  think  the  bank  knew 
about  the  activities  of  the  salesmen  who  were  selling  these  so-called 
fire  alarms  and  financing  them  through  the  bank?  Do  you  think  that 
banker  knew  about  this? 

Mr.  Greene.  No;  I  do  not. 

The  Chairman.  You  do  not  think  he  did? 

Mr.  Greene.  No,  sir. 

The  CiiAiR^iAN.  You  think  he  was  absolutely  ignorant  of  what  was 
going  on? 

Mr.  Greene.  I  think  that  is  entirely  possible. 

The  Chairman.  Let  me  ask  you  this  question.    We  are  going  to 

St  into  that  Would  you  happen  to  know  who  it  was  in  the  FBA 
at  approved  fire  alarm,  burglar-  and  fire-alarm  systems,  to  be  made 
a  p«rt  of  this  program? 

Mr.  Greene.  No;  I  don't 

The  Chapman.  Would  you  happen  to  know  when  they  were 
approved  ? 

Mr.  Greenk.  No. 

The  Chairman.  Was  it  2  years  ago,  4,  6,  8,  or  10  years  ago? 

Mr.  Greene.  No  ;  I  don't  Know. 

The  Chairman.  Is  there  anybody  in  the  room  that  could  tell  us! 

Mr.  Greene.  Mr.  Bovard  might  be  able  to. 

The  Chairman.  I  don't  mind  tell  you  that  when  we  get  into  flw 
real  investigation  of  this,  we  are  going  to  get  the  FHA  papers,  we  aw 
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going  to  get  the  representatives  that  came  in  and  got  fire  alarms 
approved,  and  many  other  things.  We  are  going  to  get  into  it  and 
find  out  how  it  happened. 

But  you  wouldnx  know  at  the  moment,  or  you  couldn't  give  us  any 
help? 

Mr.  Greene.  I  couldn't,  Senator.  I  didn't  come  into  the  operation 
of  approving  those  loans. 

The  Chairman.  We  are  going  to  find  out.  If  there  are  any  papers 
with  respect  to  the  fire  alarms,  we  are  going  to  get  them  before  the 
committee.  We  are  going  to  get  the  FHA  man  that  approved  it,  we 
are  going  to  get  the  people  that  came  in  and  asked  thdt  it  be  apptbved. 
We  are  going  to  brmg  them  before  our  committee,  and  we  are  going 
to  ask  them  now  they  did  it,  and  under  what  circumstances,  because 
to  me  it  is  just  beyond  imagination  that  anyone  would  approve  that 
sort  of  thing  under  these  tiues. 

Senator  Lehman. 

Senator  Lehman.  I  was  not  here  when  you  gave  the  major  part  of 
your  testimony.  This  question  which  I  am  going  to  address  to  you 
now  may  have  been  discussed  earlier  in  the  morning. 

I  personally  believe  that  title  I  has  served  a  very  great  purpose,  and 
has  been  helpful,  in  my  opinion,  to  many  thousands,  if  not  hundreds 
of  thousands,  of  homeowners,  of  moderate  or  small  means.  I  should 
very  much  dislike  to  see  it  discontinued.  On  the  other  hand,  I  rt«Hze 
that  we  must  plug  up  some  of  the  loopholes  because  of  which  abuses 
have  cr^pt  in. 

In  the  testimony  of  Mr.  Olney  laist  week  he  said  that  most  of  the 
abuses  and  frauds,  if  you  call  them  frauds,  occurred  in  those  instances 
where  the  deal  with  the  bank  was  made  by  the  builder  or  by  the  dealer, 
and  that  in  those  cases  in  which  the  negotiations  were  carried  out  and 
consunmiated  by  the  homeowner  himself,  with  the  bank,  there  were 
very  few,  if  any,  cases  of  fraud  or  misrepresentation. 

It  seems  to  me  that  is  an  extremely  important  point  to  which  we 
must  address  ourselves  when  we  seek  to  write  the  new  housing  bill, 
r  would  like  to  get  your  judgment  as  to  the  accuracy  of  Mr.  Olney*s 
statement,  which  makes  sense  to  me.  In  other  words,  do  you  think 
that  we  should  write  into  the  bill  a  provision  that  the  negotiations 
must  be  carried  out  and  consummated  between  the  homeownei*  himself 
and  the  bank,  rather  than  between  the  dealer  and  the  bank  ? 

Mr.  Greene.  Senator,  I  stated  a  moment  ago  that  I  agreed  thor- 
oughly that  the  program  has  done  a  great  deal  of  good.  I  have  sug- 
gested a  method  of  coinsurance  as  a  further  protection. 

I  agree  with  Mr.  Olney  that  complaints  generally  don't  come  from 
homeowners  who  make  that  transaction  directly  with  the  institution, 
but  most  of  the  complaints  and  irregularities  result  from  dealer  opera- 
tions. 

I  would  suggest  that  we  not  lose  sight,  however,  of  the  great  volume 
of  business  th^t  is  done  by  perfectly  reliable,  responsible,  and  honest 
dealers,  and  I  think  they  should  be  retained  in  the  program.  I  thiiik 
that  there  should  be  a  contact  between  the  lending  institutions  and 
( he  borrower.  Whether  or  not  that  is  a  personal  contact  or  a  telephone 
contact  is  a  question  that  I  ana  not  too  certain  on  in  my  mind.  Bankers 
have  told  me  that  it  is  very  difficult  for  them  to  make  personal  contact 
or  for  the  borrower  to  do  so,  because  frequently  he  has  to  give  up  a 
day's  work  to  get  down  to  the  bank  to  talk  to  them  about  it. 
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Now,  if  the  telephone  contact  could  be  made,  as  provided  in  &b 
amendments  that  Mr.  HoUyday  put  into  efFect  last  year,  I  think  thit 
will  probably  correct  the  difficulty. 

Swator  IJehman.  Do  you  see  any  reason  why  the  borrower  couUn]t 
deal  directly  with  the  bank?    I  mean  it  might  take  up  a  little  of  his 
jtimje,  but  he.  could  go  down  there  and  make  his  deals,  after  showing 
the  bank  what  the  specifications  were  for  the  work,  what  the  estimates 
were.    It  would  seem  to  me  that  it  would  eliminate  many  of  the  abuses 
which  have  arisen  by  reason  of  the  fact  that  the  average  homeowner  | 
1$  a  man  of  very  little  experience  in  the  line  of  construction,  and  also  1 
has  no  guidance,  which  1  think  he  should  have,  from  the  lending 
institutions. 

J4ir^  (jBEENE.  I  think  there  is  no  question  but  what  it  would  eliminate 
a:^reatportion  of  the  abuses 

The  Chairman.  Excuse  me.  Why  shouldn't  the  banker  be  required 
to  talk  to  the  lender  and  ask  him  specific  questions  that  FHA  might 
direct  him  to  a^ } 

Mr.  Greene.  He  is  required  to  do  it. 

The  Chairman.  What? 

Mr*  Greene.  He  is  required  to  do  it,  as  I  understand  it,  under  iht 
new  regulations  that  Mr.  Hollyday  put  into  effect.  He  is  not  required 
by  those  regulations  to  make  a  personal  contact.  He  may  call  over 
thephone,  and  he  is  required  to  do  that. 

The  Chairman.  Why  shouldn't  he  be  required  to  sign  an  affidavit 
or  a  statement  that  is  the  equivalent  of  an  affidavit,  that  he  hais  con- 
tacted the  borrower  and  has  asked  him  certain  specific  questions,  and 
satisfied  himself  that  the  goods  have  been  properly  priced,  that  thej 
have  been  properly  installed,  that  there  was  no  fraua,  et  cetera — ^just 
a  series  of  statements.  And,  that  the  bujer  thoroughly  understands 
what  he  is  doins,  knows  what  he  is  getting,  knows  the  price,  knows 
from  whom  he  is  Duyinff.    Why  shouldn't  that  be  required! 

Mr.  Greene.  It  is  all  right,  Senator.  I  only  question  the  necessity 
of  maldnff  a  personal  contact.  If  the  contact  is  made  by  phone,  it 
could  probably  serve  the  same  purpose. 

The  Chairman.  If  the  bank  is  going  to  guarantee  these  loans 
against  loss,  they  should  do  something  for  their  money. 

Mr.  Greene.  To  me  it  is  not  a  cavse  of  their  doing  something.  It 
is  a  case  of  inconvenience  to  the  homeowner. 

The  Chahiman.  It  is  no  inconvenience  to  the  homeowner,  if  he 
wants  to  borrow  $1,500  or  $2,000  to  honestly  repair  his  home.  If  he 
wants  to  do  it,  and  if  he  isn't  being  high-pressured  by  some  salesman 
that  wants  to  sell  him  something  lie  doesn't  need,  he  is  happy  to  do 
it  and  wants  to  do  it.  He  himself  is  desirous  of  knowing  that  the 
torms  are  correct,  that  the  price  is  correct,  and  that  the  delivery  '^ 
going  to  be  right  and  that  the  goods  are  going  to  be  right,  isn't  he^ 

Yqu  see,  I  get  a  little  disturbed  with  you,  Mr.  Greene — not  you, 
personally,  but  all  you  FHA  fellows,  because  it  runs  through  all 
your  conversations.  All  your  conversations  run  the  same :  "We  have 
to  be  careful  here.  We  can't  do  this.  We  can't  do  that."  I  thiiik 
maybe  that  is  one  of  the  reasons  why  in  the  past  we  have  had  all  tiiese 
troubles,  because  you  gentlemen  weren't  tough.  You  didn't  dis- 
cipline these  bankers.  You  didn't  say  to  them,  "Get  this  information 
or  else  we  iiist  won't  finance  anything  for  you."  I  think  that  is  tte 
trouble  with  the  whole  business. 
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Air.  Greene.  I  don't  want  to  leave  the  impression- 


The  Chairman.  I  am  very  fond  of  you  personally,  and  I  am  not 
talking  about  you  personally. 

Mr.  Greene.  Thank  you.  Since  you  said  that,  you  have  given  me 
the  opportunity  to  say  something  to  you  that  I  want  to  say. 

The  Chairman.  Go  ahead.    Say  it. 

Mr.  Greene.  It  is  gratifying  for  me  to  see  the  fair  and  impartial 
method  by  which  this  committee  has  conducted  this  invesigatiori. 

The  Chairman.  Thank  you.    We  appreciate  that 

Mr.  Greene.  I  don't  want  to  oppose  what  you  are  suggesting.  All 
I  am  saying  is  I  doubt  whether  you  need  to  go  that  far. 

The  Chairman.  Thank  you. 

Senator  Lehman.  May  1  ask  another  question  ? 

The  Chairman.  Senator  Lehman. 

Senator  Lehman.  You  refer  to  these  regulations  that  were  issued 
last  October  by  Mr.  Hollyday.  I  think  they  are  sound,  the  greater 
part,  but  after  all  they  are  merely  regulations,  subject  to  change  by 
the  next  man  who  comes  in  and  takes  over  that  part  of  the  work. 
.  Under  those  circumstances,  assimiing  that  tliey  are  sound,  would 
you  not  think  that  they  should  be  written  right  into  the  law,  rather 
than  to  be  left  to  the  discretion  of  the  administrator? 

Mr.  Greene.  I  would  certainly  see  no  objection  to  putting  them  into 
the  law.  Senator. 

Senator  Douglas.  Mr.  Chairman  ? 

The  Chairman.  Senator  Douglas. 

Senator  Douglas.  Two  weeks  ago  when  Mr.  Frentz,  I  believe,  was 
on  the  stand,  I  inquired  whether  dog  kennels  were  types  of  improve- 
ments upon  which  loans  would  be  authorized  and  insured,  and  the 
witness  stated  at  that  time  that  he  was  not  certain. 

I  find  in  these  slips  that  I  have  before  me  the  various  types  of  pur- 
poses for  which  loans  would  be  insured,  and  I  find  that  item  "kennels." 
Am  I  correct,  therefore,  that  loans  could  be  made  on  kennels? 

The  Chairman.  You  are  correct,  if  it  is  on  those  slips. 

Mr.  Greene.  That  was  the  answer  I  was  going  to  give  you. 

Senator  Douglas.  May  I  ask  this:  What  justification  is  there  for 
making  a  loan  on  dog  kennels? 

Mr.  Greene.  Senator,  I  would  not  attempt  to  justify  that,  except 
it  was  my  understanding,  and  the  legislation  is  so  drawn,  that  counsel 
has  nothing  where  he  can  draw  the  line  between  one  type  of  improve- 
ment and  the  other. 

The  Chairman.  It  comes  from  improvements  ? 

Mr.  Greene.  Yes. 

Senator  Douglas.  You  mean  this  was  done  on  the  advice  of  counsel  ? 

Mr.  Greene.  I  don't  want  to  speak  for  the  counsel 

Senator  Dougi.as.  Wlio  made  the  decisions  on  dog  kennels? 

Mr.  Greene.  The  counsel  undoubtedly  had  to  pass  on  that. 

Senator  Dougijvs.  Doesn't  the  administrator  or  the  deputy  admin- 
istrator have  some  responsibility  in  these  matters? 

Mr.  Greene.  Yes,  sir,  but  not  to  interpret  the  law. 

Senator  Douglas.  Now,  wait  a  minute.  Under  whose  name  are 
these  administrative  orders  issued  ? 

Mr.  Greene.  Arthur  Frentz  was  the  Director  of  the  Division  of 
Assistant  Commissioner,  in  charge  of  title  I. 
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Senator  Douglas.  Did  he  sign  the  order  stating  these  pnrpoBeBl 

Mr.  Greene.  Yes. 

The  Chairman.  Who  was  that? 

Mr.  Greene.  Arthur  Frentz. 

Senator  Douglas.  Were  those  also  signed  by  the  administrator  ot 
FHA? 

Mr.  Greene.  No-  I  don't  recall  if  they  were  ever  signed  by  ih 
Commissioner  of  FHA. 

Senator  Douglas.  Were  they  signed  by  the  Deputy  Gommissionerl 

Mr.  Greene.  No,  sir. 

Senator  Douglas.  Tou  mean  this  was  signed  by  the  man  in  chaigl 
of  title  I  loans,  and  no  review  was  given  by  FHA  itself  f 

Mr.  Greene.  Oh,  I  wouldn't  say  that  no  review  was  given.  I  think 
that  items  of  eligibility  were  discussed  in  the  Title  I  iSvision 

Senator  Douglas.  Who  approved  dog  kennels? 

Mr.  Greene.  I  couldn't  tell  you. 

Senator  Douglas.  Now,  another  item :  swimming  pools  and  teiiM 
courts.    Who  authorized  tennis  courts  and  swimmmg  pools? 

Mr.  Greene.  The  only  answer  I  can  give  you  as  to  who  approved 
individual  items  on  that  list  of  eligible  items,  is  that  they  were  ap- 
proved in  the  Title  I  Division. 

Senator  Douglas.  But  not  reviewed  by  FHA,  overall? 

Mr.  Greene.  The  Title  I  Division  is  the  operating  division. 

Senator  Douglas.  I  understand.    But  did  the  Commissioner  of  |s 
FHA  review  these  purposes  for  which  loans  would  be  granted? 

Mr.  Greene.  To  my  Knowledge,  he  never  reviewed- 

Senator  Dougijvs.  Never  reviewed  them  ? 

Mr.  Greene.  Never  reviewed  individual  items;  no,  sir. 

Senator  Douglas.  You  permitted  that  section  to  determine  what 
individual  items  loans  should  be  made  for? 

Mr.  Greene.  That  was  their  operation,  and  I  am  certain  that  th« 
Commissioner  never  reviewed  individual  items,  unless  it  was  particu- 
larly brought  to  his  attention. 

Senator  Douglas.  What  about  burglar  alarms,  then  ? 

Mr.  Greene.  The  same  thing. 

Senator  Douglas.  And  fire  alarms? 

Mr.  Greene.  Yes,  sir. 

Senator  Douglas.  Don't  you  think  these  three  items — doff  kennels, 
burglar  alarms,  fire  alarms — are  gross  abuses  of  the  insuring  lunction! 

Mr.  Greene.  I  don't  think  they  are  necessary  at  all,  sir.  As  I 
recommended  before  you  came  in,  practically  all  of  those  gadgets 
should  he  cut  out  of  the  operation. 

Senator  Douglas.  Why  were  they  permitted  to  come  in,  in  the  first 
place?  Why  is  it  necessary  for  a  congi*essiontal  investigation  to 
take  them  out? 

Mr.  Greene.  I  understand  they  came  into  being  by  the  manner  in 
which  the  legislation  was  drawn,  and  the  legal  interpretation  that 
we  had,  to  eligible  items. 

Senator  Douglas.  You  mean  that  the  sky  was  the  limit  ? 

Mr.  Greene.  Not  exactly  the  sky  was  the  limit,  but  if  it  was  an 
improvement  to  the  house,  it  was  included. 

Senator  Douglas.  How  can  a  dog  kennel  be  said  to  be  an  improve- 
ment to  the  house  ?  And  how  can  a  burglar  alarm  be  necessary  in  » 
one-family  house?    In  a  multiple  establishment  and  a  conmiereial 
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^establishment,  it  might  be,  but  how  can  it  be  necessary  in  a  one- 
family  house? 

Mr.  Greene.  I  think  it  is  a  lot  easier  to  justify  tlie  burglar  alarm 
or  the  fire  alarm  than  it  is  to  justify  a  dog  kennel. 

Senator  Douglas.  I  think  it  is  very  hard  to  justify  any  of  them. 
Are  you  going  to  justify  fire  alarms  in  one-family  houses? 

Mr.  Greene.  No.  But,  as  I  said  before  you  came  in,  there  are 
items  in  there,  disposals,  dishwashing  machines,  laundry  equip- 
ment  

Senator  Douglas.  I  am  not  going  into  those  items.  I  am  speaking 
of  these  items. 

Another  item  is  revolving  doors.  Now,  to  what  degree  are  revolv- 
ing doors  needed  in  one-family  housing? 

Mr.  Greene.  I  raise  the  question  as  to  whether  that  is  an  eligible 
item  for  residential  purposes,  or  apartment  houses,  but  commercial 
purposes 

Senator  Douglas.  You  mean  it  would  be  under  a  commercial  estab- 
lishment? 

Mr.  Greene.  Yes. 

Senator  Douglas.  The  same  would  be  true  of  marquees? 

Mr.  Greene.  I  think  so. 

Senator  Douglas.  And  jalousies — not  jealousies,  but  jalousies. 

Mr.  Greene.  Jalousies  in  recent  years  have  become  a  part  of  the 
residential  property. 

The  Chairman.  Mr.  Greene,  did  they  ever  turn  down  anything? 
I  would  like  to  see  the  record  of  the  items  that  the  manufacturers 
^nd  others  have  brought  in  which  they  turned  down.  Do  you  suppose 
"there  is  such  a  record  ? 

Mr.  Greene.  Senator,  I  am  sure  we  have.  Senator,  I  am  sure  we 
^ave.  And  I  don't  know  whether  the  gentleman  the  other  day  was 
fftlking  facetiously  when  he  said  we  had  insured  a  loan  for  alimony, 
^ut  I  want  to  say  that  we  have  heard  that  every  year  for  the  past  20 
^ears.  It  is  not  possible  for  FHA  to  insure  a  loan  for  alimony,  if  the 
Joan  was  made  for  that  purpose.     It  does  not  become  an  insured  loan. 

Senator  Douglas.  But  it  is  possible  to  insure  a  loan  for  a  dog 
iennel  ? 

Mr.  Greene.  Yes. 

Senator  Douglas.  And  that  has  not  been  changed?  That  is  still 
true? 

Mr.  Greene.  Oh,  yes.    If  it  is  on  that  list. 

Senator  Douglas.  And  tennis  courts,  too? 

Mr.  Greene.  I  don't  know,  Senator. 

Senator  Douglas.  The  list  here  says  tennis  courts. 

Mr.  Greene.  If  it  is  on  the  list;  yes. 

The  Chairman.  That  list  was  furnished  by  the  FHA  office.  I 
-want  that  understood  that  it  is  not  our  list. 

Senator  Douglas.  Don't  you  think  people  who  can  afford  swim- 
ming pools  and  tennis  courts  normally  have  sufficient  credit  to  be  able 
to  borrow  normally  from  the  bank  without  having  Government  in- 
surance on  these  matters? 

Mr.  Greene.  Yes ;  I  do,  Senator.  I  don't  think  they  are  necessary 
rtt  all  under  the  title  I  program. 
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Senator  Douglas.  You  were  a  Deputy  Commissioner  of  FHA,i« 
you  not? 

Mr.  Greene.  Yes.  sir. 

The  Chairman.  In  all  fairness,  is  it  possible  that  the  swimmioi 
pools  and  kennels  and  fire  alarms,  and  things  of  that  nature,  Yim 
tor  commercial  buildings,  commercial  institutions,  like  clubs? 

Mr.  Oreene.  No  ;  I  don't  think  so,  Senator. 

The  Chairman.  You  think  they  were  for  private  individual  homeil 

Mr.  Greene.  I  think  dog  kennels— in  fact,  I  didn't  know  dog  kn> 
nels  were  approved.    I  haven't  checked  over  the  individual  items. 

The  Chairman.  The  reason  I  asked  that  question  is  becausft  m 
don't  want  to  be  unfair.  It  is  your  opinion  that  they  were  for  printo 
homes? 

Mr.  Greene.  I  am  sure  the  swimming  pools  and  things  like  tU 
were.  ^^ 

Senator  Bennett.  Mr.  Chairman,  can  FHA  title  I  loans  be  usri 
for  commercial  institutions? 

The  Chairman.  I  don't  think  so,  but  I  want  to  make  certain. 

Senator  Bennett.  Let's  ask  that  question. 

Mr.  Greene.  Yes,  sir. 

Senator  Bennett.  But  are  FHA  title  I  loans  available  for  con- 
mercial  institutions? 

Mr.  Greene.  They  were,  and  I  think  they  still  ^re^  Senator.  Thif 
were  for  some  types  of  improvements  to  storefronts  and  things  of  tU 
nature,  in  a  limited  amount.  The^  were  also  available  for  apart 
ments,  when  you  added  an  extra  umt.  That  was  incorporated  attl| 
time  when  housing  was  prettv  severe. 

Senator  Bush.  As  far  as  the  Senator's  comment  about  the  kenneli 
is  concerned,  though,  I  would  like  to  ask,  Mr.  Greene :  Is  it  not  trtt 
that  the  purpose  of  this  title  I  business  was  to  stimulate  constructid 
work,  to  stimulate  improvements  on  the  premises?     If  a  family  hii  ^ 
a  pretty  good  house  and  the  improvement  that  they  wanted  to  nufc  k 
was  to  put  in  a  kennel  for  the  dogs,  why  doesn't  that  make  work,  W  ^ 
as  much  as  putting  on  a  parage  for  the  automobile?     They  might  lib  J 
it  a  lot  better.    If  they  like  their  dogs,  why  not? 

Mr.  Greene.  In  1934  and  1935  we  would  be  tickled  to  death  to  do 
any  kind  of  work. 

Senator  Bush.  That  is  the  point. 

Mr.  Greene.  But  I  think  the  country  has  changed,  and  I  think  tiw» 
is  plenty  of  reason  today  for  leaving  those  gadget  items  out  of  title  1 
and  reserving  it  as  an  operation  for  actual  important  structural- 
Senator  Bricker.  Will  you  yield  ? 

Senator  Bush.  Yes. 

Senator  Bricker.  There  has  been  so  much  talk  about  dog  kennehj 
•do  jrou  know  wliether  or  not  they  were  built  for  commercial  purpoflS, 
or  just  to  take  care  of  pets? 

Mr.  Greene.  I  think  it  was  not  for  commercial  purposes. 

Senator  Bricker.  Not  for  commercial  purposes? 

Mr.  Greene.  No. 

Senator  Bush.  But  even  if  there  was,  there  would  be  nothing  wronf 
in  that,  would  there? 
Mr.  (tReene.  Probably  not. 

Senator  Douglas.  May  I  say  to  my  good  friend  that  this  is  an  int«f 
esting  extension  that  he  is  giving  of  a  welfare  state.    I  had  bdievedis 
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tie  welfare  state  in  housing  human  beings,  but  I  had  never  thought  it 
b2e  responsibility  of  the  Government  to  extend  it  to  putting  shelters 
^Fer  dogs. 

^vSenator  Busu.  This  wasn't  a  question  of  shelters,  as  I  understand 
Etl  It  was  a  question  of  improving  the  premises,  to  include  roads  and 
m,  lot  of  other  things,  as  the  Senator  well  knows. 

Of  coui-se,  1  have  very  great  question  about  the  whole  value  of  title 
t  as  to  whether  it  oughtn't  to  oe  scrapped.  That  is  the  question  I 
ftink  we  ought  to  come  to  here. 

Senator  Bricker.  The  fact  is  title  I  was  to  get  money  into  circula- 
|ion,  and  to  get  business  moving. 
^  Senator  Bush.  In  1934,  yes. 

Senator  Bricker.  We  have  long  since  passed  the  period  when  there 
iras  any  need  of  that  kind.  And  now  tney  have  converted  it  into  a 
kind  of  a  catchall  for  people  who  want  to  go  out  and  promote  business. 

Senator  Bush.  The  further  we  get  into  this  thm^,  the  more  it 
:9kppears  to  us  that  way.  i\jid  also,  tlie  fact  that  this  insurance  isn't 
costing  the  Government  any  money,  indicates  to  me,  at  least,  that  most 
of  the  legitimate  work  would  be  and  could  be  done  anyway. 

The  Chairman.  Gentlemen,  here  is  title  I.  Here  is  the  property 
improvement  loans  under  title  I  of  the  National  Housing  Act : 

Regulations  covering  class  1  and  2  loans,  effective  July  1,  1947,  includinir  all 
amendments  to  December  8,  1953. 

Here  it  says : 

New  structures :  Examples  of  new  structures  eligible  for  a  class  2  loan,  which 
may  be  erected  on  improved  or  unimproved  real  property :  bams,  garages,  ser\- 
Ice  buildings,  wayside  stands,  gasoline  stations,  tourist  cabins,  bunkhouses  for 
Itinerant  farm  laborers,  industrial  or  commercial  buildings. 

/  I  find  that  the  law  says : 

For  the  purpose  of  financing  alterations,  repairs  and  improvements  upon  or  in 
eonnection  with  existing  structures,  and  the  building  of  new  structures  upon 
■rban,  suburban  or  rural  real  property,  including  restoration,  rehabilitation, 
lebuilding  and  replacement  of  such  improvements  which  have  been  damaged 
•r  destroyed  by  earthquake,  conflagration,  tornado,  hurricane,  cyclone,  flood  or 
other  catastrophes,  by  the  owners  thereof  or  by  the  lessees  of  such  real  properties 
under  a  lease  expiring  not  less  than  6  months  after  maturity. 

Senator  Douolas.  Mr.  Chairman  ? 

The  CiiAiBMAN.  Senator  Douglas. 

Senator  Douglas.  Mr.  Greene,  was  it  the  original  intent  of  title  I 
for  the  Government  to  assume  all  risks  on  these  loans? 

Mr.  Greexe.  Senator,  my  recollection — I  wasn't  very  high  in  the 
Administration  at  the  time.  I  was  in  the  field  office,  as  executive  as- 
sistant to  the  State  director,  in  Birmingham,  Ala.  I  would  say  that 
it  was  largely  the  intention  to  so  assume  in  practically  all  cases.  Let 
me  say  in  19S4,  when  FHA  first  opened  up  its  new  offices,  we  created 
what  was  known  as  better  housing  committees.  They  were  voluntary 
committees  in  every  county  in  the  State,  and  those  committees  worked 
hard  to  get  people  to  borrow  money  for  title  I,  to  make  some  sort  of  re- 
pair work  that  would  get  labor  employed.  And  the  primary  thought 
it  that  time  was  to  get  labor  employed. 

Senator  Douglas.  Do  you  think  the  community  knew  that  or  the 

knew  that  ?     Because  the  provision  was  that  the  total  amount 

nty  should  not  exceed  10  percent  of  the  total  amount  of  such 

noes  of  credit  and  purchases,  I  presume  under  title  I.     So 
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that  the  act  was  apparently  written  so  that  the  liability  of  the  Gofm- 
ment  would  be  limited  to  10  percent  of  total  loans. 

Mr.  Greene.  I  am  sure  that  the  originators  recognized  that  10  p». 
cent  accumulation  would  be  tantamount  to  a  100  peroent  goMtutj, 
You  see,  for  every  loan  the  institution  makes 

Senator  Douglas.  You  think  that  C!ongress  knew  that? 

Mr.  Greene.  I  am  certain  that  they  did,  yes  sir.  For  every  lout 
lending  institution  makes,  they  create  a  10  {)ercent  reserve,  ud  tU 
claims  are  paid  against  that  reserve.  So,  it  is  tantamount,  after  Itaf 
have  done  any  business  at  all 

Senator  Douglas.  Whatever  mm  have  been  the  original  intent;! 
am  glad  to  hear  you  state  that  in  effect  this  was  100  percent  insnnomi 
Isn't  that  true? 

Mr.  Greene.  That  is  true. 

Senator  Douglas.  That  is,  virtually  no  bank  would  lose  10  perodt 
on  loans,  isn't  that  true  ? 

Mr.  Greene.  They  would  have  to  have  a  very  hi^  claims  ratk>te> 
fore  they  would  begin  to  lose  any  money  themselves. 

Senator  Douglas.  All  losses  up  to  10  percent  would  be  assumed  If 
the  Government  ? 

Mr.  Greene.  Yes,  sir. 

Senator  Douglas.  So  that  in  effect  this  was  a  100  percent 

Mr.  Greene.  That  is  right 

Senator  Douglas.  Do  you  think  the  Government  should  give  a 
percent  guaranty  on  these  loans  ? 

Mr.  Greene.  I  suggested  a  moment  ago  that  a  coinsurance 
should  be  introduced  into  title  I. 

Senator  Douglas.  What  would  you  say  to  a  provision  that  not  mow 
than  80  percent  or  90  percent  of  the  individual  loan  should  be  insure^ 
not  10  percent  of  all  loans  ? 

The  Chairman.  That  is  what  he  suggested. 

Senator  Douglas.  80  percent  to  90  percent  of  the  individual  loan! 

Mr.  Greene.  I  didn't  attempt  to  set  the  place  where  you  should  do 8;  ^ 
but  I  think  some  coinsurance 
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The  Chairman.  He  recommended  that  if  there  were  any  losses,  th  ^ 
bank  should  take  a  portion  of  every  loss  and  the  Government  taket 
portion. 

Senator  Dougi^as.  Had  that  been  considered  inside  FHA  prior  to tb 
developments  of  the  last  few  weeks  ? 

Mr.  Greene.  Yes,  it  was  considered  from  time  to  time. 

Senator  Douglas.  Why  was  it  not  adopted  ? 

Mr.  Greene.  Well,  it  was  presumably  considered  not  necessary. 

Senator  Douglas.  Pardon  ? 

Mr.  Greene.  Presumably  it  was  considered  not  necessary  <» 
essential. 

Senator  Bennett.  It  would  have  to  come  to  us  for  adoption. 

Senator  Douglas.  I  know,  but  they  made  recommenaations. 

Senator  Bennett.  Yes,  they  could  have  recommended  it. 

The  Chairman.  They  didn't  hesitate  to  recommend  that  we  in- 
crease it  from  $2,500  to  $3,000,  and  lengthen  the  terms. 

Senator  Douglas.  Thank  you,  Mr.  Chairman. 

The  Chairman.  Mr.  Greene,  if  there  are  no  more  questions  on  tiA 
I,  let's  get  into  section  608,  for  the  reason  that  we  want  to  make  ccfl<«i 
there  are  no  titles  in  this  existing  legislation  and  the  proposed  legfr 
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that  has  already  passed  the  House,  that  will  permit  such  ir- 
rities  that  are  alleged  to  have  happened.  Can  you  give  us  any 
nthat? 

Greene.  I  am  not  sure  whether  I  can  or  not,  Senator.  I  cer- 
will  try. 

sonally,  I  caimot  reconcile  the  substantial  differences  that  have 
poken  of  in  connection  with  the  cost  estimate  of  the  builder  and 
3t  estimate  of  FHA. 

Chairman.  You  say  you  cannot  reconcile  the  differences? 
Greene.  No,  sir,  I  caimot. 
Chairman.  You  just  can't  conceive  of  it? 
Greene.  No,  sir,  I  caimot. 

Chairman.  You  just  cannot  conceive  of  your  appraisers  being 
taken  ? 

Greene.  I  woii^t  put  it  that  way.  Senator. 
Chairman.  Let  me  say  this :  It  has  been  suggested  to  us — by 
ly,  we  are  getting  hundreds  of  letters  now,  oi  course.  We  are 
^— all  Congressmen  and  Senators — correspondence  on  this  sub- 
It  has  been  suggested  it  came  about  in  two  ways. 
>t,  the  FHA  appraisers,  of  course,  were  wrong,  and  the  builders 
•t  follow  the  specifications.  Therefore,  thev  were  able  to  build 
ich  less  than  the  specifications  called  for.  oo  naturally  if  they 
follow  the  specifications,  if  thev  used  cheaper  types  of  ma- 
1  it  cost  them  less.  So  it  comes  about,  we  believe,  in  two  ways. 
Greene.  Either  of  those  things  could  happen.   I  will  say  to  you, 

)r,  that  as  long  as  I  was  there — and  that  was  all  the  time 

Chairman.  You  were  there  from  the  very  beginning? 
Greene.  That  is  ri^ht.    And  I  never  heard  of  any  specific 
that  had  any  unconscionable  difference  or  any  substantial  dif- 
e  between  our  cost  estimate  and  what  they  were  supposed  to  have 
Bted  the  job  for. 

Chairman.  If  the  Internal  Revenue  Service  people  are  cor- 
len  they  pulled  a  lot  of  wool  over  your  eyes  too,  didn't  they? 
Greene.  They  certainly  did.  And  I  will  not  say  the  Internal 
ue  Service  is  not  correct,  but  I  will  say  I  have  seen  no  evidence 
the  present  time  that  the  Internal  Revenue  Service  is  talking 
the  same  set  of  figures  that  our  cost  estimators  are  talking 
And  I  suggest  to  your  committee  that  a  careful  analysis  be 
to  see  whether  or  not  we  are  talking  about  the  same  thing.  Be- 
to  me  it  seems  impossible  that  any  such  wide  differences  could 

^,  we  had  heard  throughout  the  years  that  builders  were  mort- 
r  out.    There  is  no  news  about  that,  and  I  don't  think  that  is  too 

)m  what  was  intended.    This  thing  started 

Chairman.  It  started  back  in  1945. 

Greene.  Investors  are  not  normally  interested  in  this  type  of 

Chairman.  That  interests  me  very  much.  We  have  heard  a  lot 
3iderable  about  it  since  we  started  this  study,  this  investigation, 
veren't  they  interested  in  this  sort  of  thing  ? 
Greene.  Well,  an  investor  going  into  an  apartment  house  trans- 
,  as  an  investment,  in  the  first  place  he  will  put  more  money  into 
hat  his  debts  will  be  less  and  his  equity  will  be  larger.  And  he 
3t  have  any  control  over  his  rents,  since  the  control  is  off  now 
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and  he  will  figure  on  a  mueh  larger  return  than  we  permitted  nri 
section  808. 

The  Chaibmak.  But  when  he  pays  his  mortgage  off,  then  he  c 
charge  whatever  he  cares  to. 

Mr.  Gbebne.  Yes.  Investors  are  normally  not  interested  in  apii 
ment-house  property  unless  they  can  construct  them  on  very  f  avont 
terms.  We  had  enough  investors  to  get  a  big  job  done.  So,  I 
turned  to  the  builder,  and  they  turned  to  the  builder  to  get  this  ji 
constructed,  without  any  thought  of  the  builder  leaving  a  lai^  pi 
of  his  funds  in  that  job. 

Obviously,  a  builder,  if  he  is  going  to  follow  the  building  buisnei 
can't  sink  a  lar^  investment  in  each  one  of  these  608's  that  ne  bdV 
Therefore,  he  did  try  to  get  out  without  leaving  any  equity  in  d 
job. 

The  Chairman.  Well,  it  has  been  called  to  our  attention  that  FB 
ofScials  and  personnel  went  out  and  promoted  people  to  go  into  A 
sort  of  business  and  promised  them  and  told  tiiem  that  ^ey  ood 
set  in  and  get  out  witn  a  profit,  and  still  own  the  property.  Do  jf 
believe  that  to  be  true  ? 

Mr.  Greenb.  Senator,  as  a  matter  of  record,  there  is  no  quesdonkj 
what  we  promoted  it  and  promoted  it  hard,  all  over  the  country,  i 
order  to  get  builders  to  go  into  this  operation. 

The  Chairmak.  You  think  they  were  encouraged  to  believe  flu 
could  make  money  on  it,  and  still  own  them? 

Mr.  Greene.  I  don't  believe,  to  my  knowledge,  any  were  told  til 
did  not  have  to  leave  an  investment  in  it.  I  remember  the  ixft 
large  placards  were  printed  up  that  we  used  in  those  proniotloo 
meetings,  and  I  recall  the  figures  came  out  very  decisively  as  thert 
of  earnmg  on  his  equity 

The  Chairman.  What  years  were  these! 

Mr.  Greene.  1946,  1947, 1948. 

The  Chairman.  Right  after  the  war. 

Mr.  Greene.  Yes. 

Senator  Bricker.  Do  you  believe  the  amendment  that  was  pM« 
by  the  Congress  in  1947  in  regard  to  this  particular  feature  of  sectw 
608  was  followed? 

Mr.  Greene.  I  don't  recall.  Senator. 

Senator  Bricker.  Evidently  they  paid  no  attention  to  it,  then,  tt 
was  brought  to  the  attention  of  the  FHA  officials  in  a  hearing  bef" 
this  conmiittee,  and  we  attempted  there  to  limit  the  amount  of  iwrf 
ga^e  to  the  average  cost.  And  the  protest  was  made  by  officials  of  tti 
FHA  to  the  effect  that  that  wouldn't  work,  that  you  couldn't  do  it 

Then  we  wrote  a  restrictive  amendment  in  the  bill,  as  a  warning! 
FHA,  that  it  was  the  intent  of  Congress  that  these  loans  be  limrii 
as  near  as  possible  to  the  actual  cost  or  the  building. 

These  incidents  were  common  experience  with  all  of  us.  I  broarfj 
some  to  the  attention  of  the  committee  and,  under  the  protest  of  Si 
officials,  we  didn't  put  the  absolute  prohibition  in  there  as  to  cfli 
But  we  did  write  a  restrictive  amendment — ^T  put  it  in  the  record pW 
days  ago — and  FHA  paid  no  attention  to  it  at  all,  because  it  wasaft' 
that  period  that  some  of  these  extravagant  loans  were  made. 

Mr.  Greene.  Senator,  I  don't  have  any  record,  but  I  feel  pretty  «*" 
tain  that  was  in  the  legislation  when  FHA  did  do  somethmgtoi^' 
plement  it. 
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Senator  Brickbr.  There  was  no  policy  change,  was  there  i 
Mr.  GsKENB.  I  think  there  must  nave  been;  ves,  sir. 
f        Senator  Bbicker.  Do  you  know  what  it  was  ? 
Mr.  Gr£bne.  No,  I  do  not. 

Senator  Brick£s.  Will  you  check  and  find  out,  if  you  can? 
r    '    (The  information  referred  to  will  be  found  in  the  appendix,  p. 
3967.) 

'  Mr.  Greene.  If  I  can,  I  will  do  that, 
r-      Senator  Bricker.  I  would  like  to  know  if  we  are  just  passing  legis- 
lation vainly  here,  or  whether  the  amendments  mean  anything, 
r       Mr.  Greene.  No,  I  don't  think  so,  sir.     I  don't  think  that  was  the 
^    case  in  any  of  the  operations  of  section  608,  and  I  know  there  were 
■    discussions  with  regard  to  this,  in  this  committee,  for  example,  at  dif- 
ferent times.    I  think  particularly  in  1949  there  wei-e  certain  dis- 
r   onssions  on  it. 
r    '   The  Chairman.  Mr.  Greene,  you  have  been  with  this  organization 

fince  its  inception.    You  know  Mr.  Powell,  do  you  not  ? 
/       Mr.  Greene.  Yes,  sir. 

The  Chairman.  He  was,  I  think,  likewise  with  the  organization 

»   fince  its  inception.    Mr.  Powell  refused  the  other  day  to  testify  before 

•   this  committee.    Having  been  there  during  its  inception,  and  Mr. 

Powell  havinff  been  there  during  its  inception,  which  meant  I  presume 

^    that  you  and  Tie  were  in  close  contact,  together  each  day,  all  the  time^ 

do  you  know  anv  reason  why  Mr.  Powell  should  refuse  to  testify  before 

this  committee  ff 

Mr.  Greene.  I  do  not. 

The  Chairman.  Did  anjrthing  happen  over  there,  to  your  knowledge, 
that  would  make  it  impossible  for  him  to  testify  ? 

Mr.  Greene.  No,  sir,  I  do  not.  I  do  not  know  why  Mr.  Powell  re- 
fused to  testify.  Presumably  for  some  reason  his  attorney  advised 
him  to  take  that  course.    I  was  very  sorry  to  see  it. 

The  Chairman.  He  was  closer  to  the  section  608  projects  than  yott 
were. 

Mr.  Greens.  He  was  in  charge,  yes,  of  the  responsibilities 

The  Chairman.  Did  he  have  the  final  say,  for  example,  if  an  ap- 
praiser appraised  the  building,  at  say  a  million  doUai's,  and  the  builder 
thought  it  ought  to  be  a  million  two  hundred  thousand,  and  he  came 
in  here  and  m^e  a  protest  and  came  in  to  see  FH A  and  saw  Mr.  Powell. 
Did  Mr.  Powell  have  the  complete  100-percent  authority  to  increase 
it  from  a  million  to  a  million  two? 

Mr.  Greene.  Let  me  explain  to  the  committee  that  the  underwriting 
operations  were  conducted  in  one  department  and  the  administrative 
in  another.  Mr.  Powell  was  in  charge  of  the  administration  of  608. 
The  cost  estimates  on  608  were  made  in  the  underwriting  division. 

Now,  a  builder  coming  in  and  complaining  about 

The  Chairman.  Let's  say  a  builder  came  in,  and  your  appraiser  said 
a  million  dollars,  that  he  would  commit  90  percent  of  a  million,  and  he 
though  that  was  too  low  and  he  came  in  here.    Then  did  Mr.  Powell 
liave  the  authoritv  to  increase  it  to  $1,200,000  if  he  wanted  to? 
Mr.  Greene.  No  sir. 

The  Chairman.  He  did  not?    Who  did  have  that  authority  ? 
Mr.  Greene.  WelLno  one  person  had  that  authority. 
The  Chairman.  What  committee  had  the  authority  ? 
Mr.  Greene.  The  cost  estimation  and  the  commitment  was  writtett 
U^.Wf  in  the  local  office 
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The  Chairman.  You  know,  of  course,  that  many  of  them  vew 
changed  by  the  Washington  office,  do  you  not  ? 

Mr.  Greene.  Many  of  them  were  changed ;  yes,  sir. 

The  Chairman.  Increased.     You  know  that,  do  you  not? 

Mr.  Greene.  Yes,  sir. 

The  Chairman.  Who  had  the  authority  to  increase  them,  if  Mr. 
Powell  didn't? 

Mr.  Greene.  The  local  office  had  to  recommend  it,  and  it  had  to  In 
reviewed  by  the  administrative  section  here,  who  ran  the  case  througli 
underwriting  prior  to  their  approval  of  it. 

The  Chairman,  That  was  a  committee,  was  it? 

Mr.  Greene.  Not  necessarily. 

Senator  Douglas.  Who  was  in  charge? 

The  Chairman.  Who  had  the  final  say  as  to  whether  they  were  id- 
creased  or  were  not?  Somebody  must  have  had  to  be,  either  the  com- 
mittee or  an  individual.  We  want  to  get  the  name  of  the  individml, 
or,  if  it  was  a  committee,  the  committee,  because  we  want  to  talk  to 
them,  very  frankly. 

Mr.  Greene.  Let  me  explain  how  the  dual  operation  in  FHA  woriis. 
We  have  an  imderwriting  division,  that  is  composed  of  teclmiciai& 
It  is  their  responsibility  to  make  recommendations  to  the  State  & 
rector  that  a  loan  be  insured,  and  in  the  amount  that  it  should  be  in- 
sured, or  that  it  be  rdected. 

The  Chairman.  Yes. 

Mr.  Greene.  Now,  the  chief  underwriter  in  charge  of  that  operatiQa 
ill  our  local  office  may  not  insure  a  loan.  He  has  no  authority  to  in- 
i^iire  a  loan.    All  he  can  do  is  to  make  a  recommendation. 

The  Chairman.  To  whom? 

Mr.  Greene.  To  the  State  director. 

The  Chairman.  Yes. 

Mr.  Greene.  The  State  director  has  the  authority  to  insure  a  loan. 
If  he  disagrees  with  the  chief  underwriter's  recommendation,  he  may 
not  change  it.  He  may  state  his  disagreement  to  the  Washington 
office. 

The  Chairman.  That  is  the  State  director? 

Mr.  Greene.  Yes. 

The  Chairman.  But  I  am  talking  about  the  builder  now,  who  dis- 
agrees. 

Mr.  Greene.  Let  me  follow  through 

Tlie  Chairman.  They  came  in  and  got  an  increase.  Thei'e  were 
many  instances  of  that.    Who  approved  it  ? 

Mr.  Greene.  They  would  take  the  same  course  I  am  telling  yon 
about.  If  there  was  disagreement  between  the  chief  underwriter  and 
the  State  director,  the  case  was  sent  to  Washington,  and  both  wrote 
a  memorandum  expressing  their  viewpoint.  That  was  then  reviewed 
by  the  underwriting  division  here  and  the  administrative  division 
here.  If  they  could  not  settle  the  matter,  the  case  came  either  to  myself 
or  the  Commissioner  for  final  settlement. 

The  Chairman.  And  you  would  either  approve  or  disapprove? 

Mr.  Greene.  Yes,  sir. 

The  Chairman.  Would  you  say  in  ^^  rv  instance  whether  they  were 
or  were  not  to  be  increased  or  Mr.  Richards  ? 
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3re£N£.  I  know  of  no  sinrfe  case  that  came  to  either  Mr.  Rich- 
'  myself  along  that  line.  They  were  all  worked  out  by  the  ad- 
'ative  and  underwriting  divisions. 

Chairman.  Then  you  would  say  in  every  instance  where  they 
icreased  that  either  you  or  Mr.  Kichards,  or  both,  approved  it  f 
Gbeene.  No.  I  would  say  they  were  settled  before  coming  to 
chards  or  myself. 

Chairman.  JDo  you  have  any  knowledge  of  ever  approving  an 
>e  in  an  appraisement? 

Greene.  I  do  not.  There  may  have  been  1  or  2,  but  I  don't 
iny. 

itor  Brigker.  Mr.  Chairman  ? 
Chairman.  Senator  Bricker. 

itor  Bricker.  During  the  time  of  this  promotion  program  under 
608,  was  FNMA  making  advance  commitments? 
Greene.  I  believe  so.  Senator, 
itor  Bricker.  That  is  what  I  thought. 

nt  to  read  to  you  an  amendment  that  was  passed  by  the  Congress 
',  in  the  80th  Congi-ess,  1st  session.  Chairman  Tobey  was  cnair- 
:  this  committee,  and  Senator  Capehart  and  I  were  both  on  the 
ttee  at  the  time,  and  I  know  he  will  also  remember  the  discussion 
e  had.  After  the  opposition  of  the  officials  from  the  Depart- 
18  to  tying  this  down  too  tight,  we  amended  the  law  to  read  as 
3: 

m  2,  title  VI  of  the  National  Housing  Act,  as  amended,  shaU  be  employed 
t  In  maintaining  a  high  volume  of  new  residential  construction,  without 
Ing  unnecessary  or  artificial  costs.  In  estimating  necessary  current  costs 
purposes  of  said  title,  the  Federal  Housing  Commissioner  shall,  therefore, 
ry  feasible  means  to  assure  that  such  estimates  will  approximate  as 
IS  possible  the  actual  costs  of  efficient  building  operations. 

Boots  worked  on  this,  and  Mr.  McMurray  worked  on  it,  for  a 
me,  and  it  was  discussed  in  this  committee,  and  we  felt  that 
tie  down  the  Department  pretty  close  to  the  actual  cost  of 
t  building  programs  or  operations. 

,  did  the  Depaitment  take  any  note  of  this,  and  did  they  change 
)olicies  in  any  way  as  a  result  of  that  amendment?     (See  p. 

Greene.  Senator,  I  cannot  tell  you  what  they  did.  I  do  not 
ie  records  available.  But  I  am  confident  that  they  did,  and  I 
e  you  can  have  presented  to  this  committee  the  records  of  what 
ne.  I  remember  the  occasion,  and  I  am  sure  something  was  done 
lement  those  instructions. 

irtor  Bricker.  Who  could  give  us  that  information? 
GrREEXE.  Anyone  over  in  the  FHA  that  has  the  records  available. 
Chairman.  Maybe  the  Gteneral  Counsel,  who  will  be  our  next 

3. 

iter  Bennett.  Before  we  move  off  this  question,  may  I  have  the 
on  of  the  Senator  from  Ohio.  I  asked  the  same  question  with 
;  to  FNMA  participation  in  section  608  of  Mr.  Hughes,  the 
mt  of  the  Home  Builders,  and  was  given  a  categorical  answer, 
NMA  made  no  advance  commitments  to  section  608,  that  they 
U  made  by  private  lenders ;  that  they  were  not  involved  in  that 
in* 

nt  know  where  the  facts  lie,  but  that  was  his  testimony,  as  I 
Imot  it,  a  couple  of  days  ago. 
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Senator  Douglas.  Mr.  Chairman  ? 

The  Chairman.  Senator  Douglas. 

Senator  Douglas.  Mr.  Greene,  you  have  said  that  the  decision  as  to 
whether  or  not  the  local  appraisal  was  correct  was  made  in  the  ad- 
ministrative section,  but  was  not  made  by  you ;  that  it  was  made  beJcro 
the  decision  reached  you.   By  whom,  then,  was  it  made  ! 

Mr.  Greene.  It  was  made  between  the  Director  of  the  Miilti- 
Family  Housing  Division  and  the  Director  of  the  Underwriting 
Division. 

Senator  Douglas.  And  who  were  they? 

Mr.  Greene.  Clyde  Powell  was  the  Director  of  the  MuW- 
family  Housing  Division,  and  Mr.  Curt  Mack  was  Director  of  the 
Underwriting  Division. 

Let  me  say.  Senator,  so  that  we  keep  it  in  proper  proportioDS.  I 
think  there  were  only  a  handful  of  cases  tliat  ever  came  to  Washing- 
ton as  a  result  of  the  dispute  in  the  field  office.  Most  of  the  deciskxtt 
were  made  in  the  local  office. 

Senator  Douglas.  You  mean  that  the  builders  and  the  State  di- 
rectors reached  the  agreement? 

Mr.  GrREENE.  Yes,  sir,  except  for  increases.  As  I  recall  it,  increases 
could  not  be  made  after  the  commitment  was  issued.  They  were  <mly 
made  where  the  builder  was  subjected  to  costs  beyond  his  control,  lin 
increased  taxes  or  increased  operating  expenses  or  something  like 
that. 

Senator  Douglas.  But  the  estimates  of  original  cost  were  arrived 
«t  between  the  State  directors  of  FHA  and  the  builders  ? 

Mr.  Greene.  And  the  underwriting  division. 

Senator  Douglas.  Suppose  the  builder  felt  that  the  State  director 
had  not  approved  a  sufficient  commitment.  He  had  the  right  of  ap- 
peal, did  he  not? 

Mr.  Greene.  Oh,  yes.    He  always  had  the  right  of  appeal. 

Senator  Douglas.  Did  he  always  exercise  that  appeal  ? 

Mr.  Greene.  Yes,  he  did. 

Senator  Douglas.  So  that  some  of  the  cases  did  come  to  Washing- 
ton? 

Mr.  Greene.  The  case  wouldn't  come  to  Washington  unless  there 
was  a  disagreement  between  the  State  director  and  the  chief  under- 
writer. 

The  Chairman.  Or  the  builder  felt  that  it  was  too  low  ? 

Mr.  Greene.  If  the  builder  felt  it  was  too  low,  and  came  to  Wash- 
ington, we  might  review  the  case. 

The  Chairman.  You  did,  in  many  cases.  That  was  my  point  a  mo- 
ment ago.  When  he  came  to  Washington — there  have  been  instances 
which  we  will  diow  later,  in  which  they  were  increased.  Who  handled 
it  here  ?    Who  liad  the  final  decision  on  that  ? 

Mr.  Greene.  When  the  builder  came  to  Washiuj^ton,  he  would  prob- 
ably cro  to  see  Mr.  Clyde  Powell,  the  administrative  officer  of  section 
608.  '^But  if  Mr.  Powell  felt  a  review  of  the  case  was  necessary,  he 
would  probably  ask  the  Underwriting  Division  to  get  the  case  in 
and  review  it. 

Senator  Douglas.  Did  Mr.  Powell  have  the  power  to  increase  the 
authorization  which  had  been  ed  by  the  State  FHA  director! 

Mr.  Greene.  I  t)  al  law  that  he  probably  had 

the  power,  but  it  instance  that  I  know  or.   H 
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Mr.  Powell  wanted  to  increase  it,  or  felt  that  it  should  be  increased,  he 
iiscussed  it  with  the  Underwriting  Division. 

Senator  Douglas.  It  was  a  joint  decision? 

Mr.  Greene.  It  was  a  joint  decision. 

S^iator  Douglas.  But  not  a  decision  in  which  you  took  part? 

'Mr.  Greene.  Only  if  there  was  a  disagreement  between  those  two. 

Senator  Douglas.  Did  this  ever  occur  ? 

Mr.  Greene.  I  don't  recall  any  specific  instances  in  which  it  oc- 
urred.    There  may  have  been  1  or  2. 

Senator  Douglas.  Are  you  acquainted  with  an  article  which  ap- 
peared in  the  Architectural  Forum  in,  I  believe,  the  early  winter  of 
.960,  which  pointed  out  the  abuses  then  going  on  in  section  608? 

Mr.  Greene.  Yes,  sir;  I  think  I  know  the  one  you  are  speaking  of, 
Lnd  I  think  it  was  an  excellent  article. 

Senator  Douglas.  Well,  that  was  in  the  winter  of  1950.  Senator 
jong  and  I  raised  the  point  at  the  time,  inside  the  committee.  What 
iction  did  you  take  on  the  basis  of  the  material  presented  in  this 
irticle  in  the  Architectural  Forum?  That  article  was  in  January 
950. 

Mr.  Greene.  I  don't  recall,  Senator,  specifically  whether  any  action 
ras  taken.  I  recall  the  article.  I  thought  it  was  pretty  fair  in  its 
riticisms. 

Senator  Douglas.  The  article,  as  I  remember  it,  pointed  out  the 
eay  in  which  the  ostensible  90  percent  guaranty  of  cost  was  in  fact, 
n  many  cases,  a  ^aranty  of  over  100  percent.  As  I  remember  it, 
hey  ran  into  3  mam  groups :  First,  the  fact  that  the  builder  in  many 
ases  was  also  the  general  contractor  and,  in  some  cases,  the  subcon- 
ractor,  and  therefore  received  the  5  percent  and  I  believe  3  percent 
aarkups  granted;  that  he  was  also  in  many  cases  furnished  the 
rchitectural  draftsmanship  and  work,  and  the  le^l  work,  and  that 
he  fees  for  these  services  amounted  generally  to — including  the  con- 
ractor's  and  subcontractor's  fees — 10  percent  of  the  cost  oi  building, 
0  that  any  need  for  a  cash  contribution,  for  other  than  these  services, 
ras  removed. 

Then,  secondly,  that  the  builder  or  the  developer  would  buy  raw 
ind  on  the  basis  of  a  tentative  commitment  from  the  FHA,  and 
bat  having  bought  the  land  the  value  of  the  land  would  then  rise, 
nd  the  loan  would  be  insured  on  the  basis  of  the  land  after  purchase, 
lius  giving  the  benefit  of  the  writeup  in  the  value  of  the  land. 

And,  third,  the  point  that  the  chairman  just  mentioned,  that  in 
lany  cases  the  appraisals  by  the  FHA  appraisers,  on  the  basis  of 
onnal  costs,  were  appreciably  in  excess  of  actual  costs. 

All  these  points  are  made  in  this  article  in  the  Architectural  Forum, 
copy  of  which  I  now  hold  in  my  hand  and  which  I  give  to  you.  The 
jcmtectural  Forum  is  a  very  reputable  publication.  Senator  Long 
ad  I  read  that  article,  and  we  were  much  alarmed  and  raised  the 
oint,  but  we  were  assured  by  FHA  that  our  fears  were  more  or  less 
ctitious,  as  I  remember  the  discussion. 

I  don't  want  to  be  unfair  to  FHA,  but  why  didn't  FHA  take  to  heart 
lis  criticism  from  the  Architectural  Forum,  which  was  made  when 
le  program  was  at  its  height? 

Mr.  URKENB.  Senator,  I  think  we  did. 

Kow,  let  me  try  to  explain  this.    In  the  first  place,  this  article  was 

jsweted  by  another  article,  also  running  in  the  Architectural  Forum. 
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On  the  matter  of  markup  on  the  land,  it  has  been  the  system  iB 
through  section  608  to  appraise  the  land  according  to  its  replftoeiMBi 
value,  or  its  comparable  value  to  another  site  for  the  same  purpoo, 
which  is 

Senator  Douglas.  Is  it  not  true  that  the  developer  would  bay  d» 
land  at  a  low  price  per  acre,  and  then  the  loan  would  be  made  oi  die 
basis  of  a  high  value  per  acre? 

Mr.  Greene.  The  loan  would  be  made  on  the  basis  of  what  tU 
property  was  after  it  was  completed.  He  may  have  had  to  spedli 
lot  of  money  for  utilities  and  streets,  and  so  forth.  But,  wnenbe 
completed  the  land 

Senator  Douglas.  But  the  land  would  increase  in  value  not  merd^ 
by  the  amount  of  the  improvement,  but  by  an  added  amount. 

Mr.  Greene.  That  I  do  not  know,  unless  he  made  a  good  buv  orii 
unusual  buy.   The  land  was  supposed  to  be  put  in  at  a  comparable — 

Senator  Douglas.  Well,  the ^pardon  me,  I'm  sorry.  Sir.  Greem 

I  didn't  want  to  interrupt.  The  commitment  itself  would  increase  di 
value  of  the  land,  would  it  not?  The  mere  fact  that  the  conunitmeiit 
had  been  made  would  send  the  value  up. 

Mr.  Greene.  I  don't  think  so.  Senator. 

Senator  Douglas.  It  was  so  charged  by  the  Architectural  Fomin. 

Mr.  Greene.  I  don't  think  that  is  correct.  In  other  words,  tb 
thought  behind  that  is  that,  because  a  project  has  been  put  together 
and  IS  situated  on  this  site,  that  the  site  becomes  more  valuable.  Til 
me — and  I  have  done  some  appraisal  work — ^the  project  doesn't  be- 
come more  valuable.  Any  income  is  due  to  the  project  itself,  not  tb 
site  alone,  but  the  site,  plus  the  building  upon  which  you  get  the  rent 
I  don't  think  the  site  in  ever  worth  any  more  than  you 

Senator  Douglas.  Let  me  ask  you  this :  In  the  final  appraisals  ci 
cost,  what  was  taken  as  the  value  of  the  land,  streets,  water,  sewage 
systems,  and  so  forth  ?  Was  it  merely  the  actual  cost  of  the  land,  plus 
the  cost  of  these  improvements,  or  was  it  the  cost  of  improvements, 
plus  the  value  of  the  land,  the  estimated  value  of  the  land  after  the 
improvements  were  made  and  after  the  project  was  completed? 

Mr.  Greene.  The  land  was  not  cost  estimated.  It  was  put  in  as  a 
value. 

Senator  Douglas.  That  is  just  the  point.  If  the  cost  of  the  land  was 
less  than  the  estimated  value,  the  developer  would  therefore  make  a 
large  profit,  would  he  not,  upon  the  transaction? 

Mr.  Greene.  He  would  make  any  profit  between  what  it  cost  him 
to  produce  the  land  and  the  value  put  in. 

Senator  Douglas.  That  is  just  the  charge  which  the  Architectural 
Forum  made,  which  Senator  Long  and  I  made,  which  you  said  didnt 
previously  exist.  Do  you  think  it  was  the  intent  of  Congress  in  pass- 
ing section  608,  that  the  builders  should  make  a  profit  upon  the  con- 
struction of  the  houses,  or  the  loans^  that  they  should  make  a  profit 
upon  the  rental  of  the  building  after  it  was  completed  ?  Was  that  the 
intent? 

Mr.  Greene.  I  don't  know  what  the  intent  of  Congress  was.  but 
it  would  be  my  guess  that  it  was  something  of  that  nature,  that  ^ 
were  faced  with  a  critical  housing  shortage  and  housing  had  to  h 
provided.  And,  under  the  circumstances  fliat  existed  at  the  time,  it 
was  not  reasonable  to  expect  investors  to  come  into  that  market^  pnt- 
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ting  in  large  equities,  to  provide  a  half-billion  units.     It  never  had 
bappened  and  I  don't  think  we  could  expect  it  to  happen  then. 

oo,  some  inducement  had  to  be  given  to  get  these  jobs  done.    The 

inducement  was  section  608,  which  was  set  up  in  such  a  manner  that 

^  A  builder  could  go  in  without  making  a  substantial  equity.    Normally, 

lie  was  supposed  to  have  left  at  least  the  value  of  the  land 

Senator  Douglas.  He  could  go  in  without  making  any  equity  con- 
tribution; could  he  not? 

Mr.  Greene.  If  he  could  produce  a  job  for  any  less  cost  than  the 
-   cost  estimate. 

Senator  Douglas.  Didnt  that  happen  in  a  very  large  number  of 
instances,  so  that  no  equity  was  made  whatever,  and  it  amounted  to 
insuring  stock  of  merely  100  percent,  but  in  many  cases  110  and  over? 
The  1,179  cases  that  were  submitted  to  us  were  merely  those  cases 
Where  the  value  insured  was  more  than  110  percent  of  the  cost.  It 
didn't  take  into  accoimt  where  the  range  was  between  100  and  110 
,  percent. 

Mr.  Greene.  Senator,  that  can  happen  on  a  section  608.  It  is 
always  possible  and  has  always  been  known,  so  far  as  I  know,  that 
it  was  possible  for  an  efficient  builder,  who  could  build  for  less  than 
our  cost  estimate,  to  come  out  of  the  deal  with  little  or  no  equity,  or 
possibly  make  a  slight  profit. 

Senator  Douglas.  What  about  these  other  items  that  I  mentioned? 
The  general  contractor's  fees,  architectural  fees,  legal  fees,  would 
come,  as  a  matter  of  fact,  to  about  10  percent,  so  that  the  contribution 
of  those  services  was  taken  in  lieu  of  a  cash  contribution  by  the 
builder. 

Mr.  Grexne.  I  think  that  the  fees  for  architects,  and  the  buiders' 
profit,  are  entirely  normal. 

Senator  Douglas.  Yes.  But  the  contributions  on  these  items  were 
services,  and  not  much  cash  outlay. 

Mr.  Greene.  I  think  it  was  never  intended  that  the  builder  have 
much  cash  outlay. 

Senator  Douglas.  In  other  words,  it  wasn't  to  be  90  percent  insur- 
ance, but  100  percent  insurance. 

Mr.  G«EENE.  I  think  the  100  percent  insurance  was  entirely  possible 
and  was  understood  to  be  entirely  possible  all  the  way  through  our 
operations  of  title  VI. 

Senator  Douglas.  Did  FHA,  in  promoting  section  608  projects, 
point     out    to    the    contractors    that     they     could     make     these 

contri  butions 

The  Chairman.  Just  a  minute.  Mr.  Greene,  if  what  you  say  is 
true  here,  why  did  we  write  in  90  percent  of  the  cost? 

Mr.  Greene.  Ninety  percent  of  FHA's  estimated  replacement  costs, 
Senator.    And  I  am  sure  no  loan  ever  exceeded  that  amount. 
The  CHAUOffAN.  No  loan  ever  exceeded  that  amount? 
Mr.  Greene.  Of  FHA's  estimated  replacement  cost. 
The  Chairman.  You  don't  think  any  loan  ever  exceeded  that? 
Mr.  Greene.  Not  of  the  replacement  cost. 

Senator  Douglas.  You  are  talking  in  terms  of  replacement  cost. 
What  about  the  builder's  cost  ? 

Mr.  Greene.  Senator,  we  didn't  know  the  builder's  costs.  The 
builder  didn't  know  his  costs  himself  at  the  time  we  issued  the  com- 
mitment. 
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The  Chairman.  But  why,  if  the  building  was  completed,  Mi. 
Greene,  and  the  builder  knew  exactly  what  it  cost,  why  then  didn't 
you  have  a  system  where  you  went  back  and  adjusted  the  cost! 

Mr.  Greene.  Senator,  it  was  not  provided  in  the  legislation.  It 
was  discussed  at  the  time  and  not  accepted,  or  turned  down,  so  !• 
never  introduced  it. 

Senator  Bricker.  You  mean  you  couldn't  have  looked  at  the  cost 
after  a  building  was  completed?  |*^ 

Mr.  Greene.  We  didn't  have  the  costs  available. 

Senator  Bricker.  You  could  have  found  it,  under  the  law. 

Mr.  Greene.  We  had  no  right  to  require  it  under  the  law. 

Senator  Bricker.  Oh,  yes ;  you  do. 

Mr.  Greene.  Under  the  charter,  we  have.  Now,  let  me  get  off  (» 
that  tangent  just  a  minute.  We  did  know,  and  I  want  to  make  this 
clear,  that  we  had  financial  statements  submitted  to  us  annually. 

The  Chairman.  By  the  owners  of  the  section  608  projects? 

Mr.  Greene.  Yes.  Those  financial  statements  would  have  shown 
amounts  left  in  the  corporation  after  the  job  was  completed. 

Now,  presumably  those  amounts  that  were  left  in  the  corporation 
after  completion  of  the  job  would  represent  mortgaging-out  property.  P 
They  could  represent  other  things.   During  that  time  section  608  mort-  j^ 
gages  were  selling  at  premiums  of  anywhere  from  1  to  5  points.   They 
could  have  represented  a  premium  that  he  made  on  that  loan. 

Now,  we  did  get  those  financial  reports  and,  Senator,  we  did  not 
have  people  to  analyze  those  reports.  And  I  appealed  to  the  Appro- 
priations Committee  on  many  occasions.  I  hope  you  will  permit  me 
just  to  read  to  you  one 

The  Chairman.  Let  me  ask  you  this  question :  Suppose  you  had 
had  sufficient  people,  and  suppose  you  had  found  in  every  instance 
that  they  did  have  considerable  money  left  over.  What  could  you 
have  done  about  it  and  what  would  you  have  done  about  it? 

Mr.  Greene.  I  think  the  only  reason  they  could  have  it  left  over, 
Senator,  would  be  that  our  cost  estimates  would  be  out  of  line. 

The  Chairman.  Either  that,  or  they  cheated  on  their  construction. 

Mr.  Greene.  Either  tlie  cost  estimate  was  out  of  line,  or  our  pro- 
cedure was  out  of  line. 

Now,  let  me  call  your  attention  to  the  fact  that  we  did  not  have  any 
indication  of  those  things.  We  were  running  concurrently  with  this 
for  a  good  part  of  the  time  the  military  housing  progi'am,  in  which  in 
order  to  select  a  building  the  builders  bid  on  the  job.  Under  the  mih- 
tary  housing  program  we  made  a  cost  estimate,  and  the  military  put 
that  cost  estimate  out  to  the  builders,  and  on  their  invitation  to  bid, 
and  bids  came  in  from  them,  the  low  bidder  getting  the  job. 

So  there  was  every  reason  for  a  builder  to  bid  as  low  as  he  could, 
if  he  wanted  that  job. 

Now,  in  all  of  the  cases  that  ever  came  to  my  attention,  our  cost 
estimation  showed  up  good  in  relation  to  the  individual  bids  of  pri- 
vate builders  on  those  jobs.  Where  there  were  9  builders  bidding, 
we  might  be  the  second  lowest,  and  it  was  not  uncommon  for  us  to 
have  a  low  bid  out  of  G  bidders.  Those  were  things  that  gave  you 
confidence  in  your  estimation. 

On  the  other  hand,  we  knew  th^*^ '    '\e  k|?es  of  this  operation 

that  we  were  taking  the  broad  take  it  if  we  were 

going  to  process  any  cases,  bf  of  a  large  apart- 
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Qt  house  and  make  a  cost  estimate,  would  take  60  to  90  days.     It 

aid  be  a  long  job.    We  would  never  have  gotten  any  cases  processed 

^e  followed  that  procedure. 

Jo,  we  put  in  a  simplified  cost-estimation  procedure,  and  any  sim- 

S«i  cost-estimation  procedure  can  go  haywire,  we  realize  that.     So 

were  looking  for  these  things  from  time  to  time  to  see  if  there  was 

r  evidence  that  it  was  going  that  way. 

The  Chairman.  Senator  Douglas. 

Senator  Douglas.  Mr.  Chairman,  the  witness  I  believe  just  previ- 

ly  said  that  they  always  recognized  in  FHA  that  section  608  might 

i  to  100  percent  or  more  insurance  of  replacement  cost.    Didii't 

I  say  that  ? 

4 r,  Greene.  Yes,  sir. 

>enator  Douglas.  I  would  like  the  witness  to  turn  to  section  608 

the  National  Housing  Act. 

ir.  Greene.  I  don't  have  it  here. 

lenator  Douglas.  Can  someone  supply  him  with  a  copy.    That  is 

:ion  608,  subparagraph  (b),  page  10.     I  would  like  to  have  the 

ness  check  my  reading.    That  is  page  10. 

f r.  Greene.  Yes,  sir. 

Senator  Douglas.  Describing  section  608,  it  says : 

tie  mortgage  must  involve  a  principal  obligation  in  amount  (a)  not  to  exceed 
ilUion,  and  (b)  not  to  exceed  90  per  centum  of  the  amount  which  the  Com- 
sloner  estimates  wiU  be  the  necessary  current  cost  of  the  completed  property 
roject,  including  the  land ;  proposed  physical  improvements ;  utilities  within 
boundaries  of  the  property  or  project;  architects'  fees;  taxes  and  interest 
'oing  during  construction;  and  other  miscellaneous  charges  incidental  to 
itruction  and  approved  by  the  Commissioner. 

lave  I  read  that  correctly  ? 

ir.  Greene.  Yes,  sir. 

Jenator  Douglas.  It  continues : 

rovided.  That  such  mortgage  shall  not  in  any  event  exceed  the  amount  which 
Commissioner  estimates  will  be  the  cost  of  physical  improvements  on  the 

perty  or  project,  exclusive,  exclusive  of  off-site  public  utilities  and  streets, 
organization  and  legal  expenses. 

Jo  that  it  would  be  not  more  than  100  percent. 

'.  now  call  the  witness'  attention  specifically  to  the  sentence  now 

lowing : 

nd  provided  further,  That  the  principal  obligation  of  the  mortgage  shall  not 
my  event  exceed  90  per  centum  of  the  Commissioner's  estimate  of  the  re- 
cement  cost  of  the  property  or  project  on  the  basis  of  the  cost  prevailing  on 
«mber  31, 1947,  for  properties  or  projects  of  comparable  quality  in  the  locality 
are  such  property  or  project  is  to  be  located. 

Obviously,  the  intention  was  90  percent  of  replacement  cost,  not 
)  |>ei'cent  of  replacement  cost. 

kir.  Greene.  Senator,  I  think,  if  I  may,  there  is  a  little  confusion 
ire.    If  you  refer  to  the  (b)  item,  it  says — 

to  exceed  90  per  centum  of  the  amount  the  Commissioner  estimates  will  be 
necesisary  cost  of  the  completed  property  or  project — 

1  SO  forth.  Now,  the  proviso  on  down  below  there,  as  inserted,  does 
;  chanj^  the  provision  under  (b)  at  all,  except  that  at  that  time  it 
3  required  in  finding  the  replacement  cost  of  the  property  that  we 
aid  not  use  costs  any  higlier  than  those  of  Decenioer  81,  1947,  and 
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from  then  on  all  costs  were  figured  on  the  basis  of  December  31,  M^ 
unless  it  was  lower  than  that. 

Senator  Douglas.  Well,  then  that  means  that  you  were  not  tomib 
insurance  for  more  than  90  percent  of  replacement  cost,  not  100  per- 
cent, not  110  percent,  not  140  percent — but  not  more  than  90  perpeoi 

Mr.  Greene.  Senator,  I  call  your  attention  to  the  fact  that  itisa  !?? 
FHA  estimate  of  replacement  cost.    We  never  made  a  loan  below  tW 
amount. 

Senator  Douglas.  Your  estimates  were  presumed  to  have  somerdi' 
tionship  to  reality,  were  they  not? 

Mr.  Greene.  Indeed  they  were. 

Senator  Lehman.  May  I  ask  a  question.  Mr.  Chairman? 

The  Chairman,  Yes.  The  whole  problem  revolves  around  thiK  ^^ 
Who  made  the  mistake  in  the  diflference  between  90  percent  of  th 
estimated  cost  and  the  actual  cost.  The  records  indicate  at  tli 
moment  in  many,  many  instances,  that  the  difference  between  tk 
actual  cost  and  90  percent  of  the  estimated  replacement  cost  was  a  v«Ji 
very  sizable  ^\m  of  money.    Now,  who  made  the  mistake? 

Mr.  Greene,  May  I  suggest  to  you  that  we  take  just  one  of  tkai 
cases,  and  that  your  committee  analyze  that  case.  Let's  take  one  when 
there  is  a  substantial  difference  between  the  builder's  cost  and  oor 
cost,  and  let's  analyze  that  case,  or  two  or  three  of  those  cases,  and  a* 
wherein  the  diffei^nce  occurred  between  them,  see  if  the  items  are  com 
parable,  and  see  if  you  can  recognize  those  substantial  differences. 

The  CHAIRMAN,  We  are  going  to  do  that  as  we  get  into  this  invesft 
gation. 

Mr.  Greene.  Let  me  say  to  you  if  I  can  be  of  any  assistance  to  yotf 
staff  in  analyzing  any  of  those  cases,  you  may  have  my  services  free. 

The  Chairman.  Senator  Lehman. 

Senator  Lehman.  Doesn't  it  boil  down  to  this  fact,  that  the  cost 
estimation  procedure  to  which  you  referred  was  defective,  and  tW 
your  cost  estimates  really  were  higher  than  would  justify  under  aB 
circumstances  ? 

Mr.  Greene.  If  these  substantial  differences  occur,  it  was  either  thi 
cost  estimation  that  was  defective,  or  our  inspections  were  defective. 

Senator  Lehman.  Because  here  I  don't  think  it  was  ever  the  intent 
of  Congress  to  guarantee  a  loan  so  high,  so  much  in  excess  of  the  actoil 
cost  of  the  project  that  the  builder  was  able  to  mortgage  out  and  bavi 
a  very  handsome  profit. 

Mr.  Greene.  I  don't  believe  that  was  ever  intended. 

Senator  Lehman.  It  seems  to  me  it  is  perfectly  true  that  the  Uf 
says  90  percent  of  the  estimated  replacement  value  of  the  project 
And  you  say  that  you  never  deviated  from  that.  But  if  it  is  true  that 
the  estimated  cost  on  which  a  mortgage  was  based,  exceeded  the  actuil 
cost  by  a  very  large  amount,  to  me  it  could  mean  only  one  thing,  and 
that  is  that  your  cost-estimation  procedure  had  broken  down  and^ 
entirely  out  of  line  with  the  facts. 

I  don't  see  how  there  could  be  any  other  explanation. 

Mr.  Greene.  I  agree,  Senator,  and  I  can't  reconcile  in  my  own  mini 
that  such  broad  differences  could  result,  except  for  one  thing:  Inthfi 
abbreviated  cost  system  which  Ave  introduced,  it  would  be  possible  fej 
a  substantial  difference  to  occur — in  any  abbreviated  system  thatTOflj 
use.    However,  they  were  tested,  and  the  results  of  the  tests  sent  into  1 
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hington  before  they  were  permitted  to  adopt  it,  and  I  think  rea- 
ble  precautions  were  taken  against  it. 

tnator  Lehman.  One  other  question :  In  the  earlier  part  of  your 
mony  on  section  608,  you  said  that  you  just  couldn't  reconcile  the 
trenees  between  the  Internal  Revenue  Service  figures  and  the  FHA 
res,  and,  therefore,  you  felt  that  possibly  different  sets  of  figures 
5  used  by  FHA  and  the  Internal  Revenue  Service.  Will  you 
rge  somewhat  on  that  ?  I  just  don't  know  what  you  mean,  because 
igures  that  we  get  from  Internal  Revenue  Service  are  supposed  to 
ccurate. 

r.  Greene.  I  have  no  doubt  that  they  are  accurate  in  respect  to 
t  they  purport  to  be,  but  I  raise  the  question,  and  I  am  doing  this 
luse  I  am  noundering  as  to  the  reason  for  these  broad  differences, 
n't  reconcile  them  in  my  own  mind.    And  I  am  only  suggesting  to 
wwunittee  let's  be  sure  we  are  talking  about  the  same  thmg. 
he  Chairman.  I  think  we  are.    It  may  be  a  lot  of  people  that 
a  lot  of  wool  over  your  eyes. 
X.  Greene.  I  don't  think  so,  sir. 
Bnator  Bush.  Mr.  Chairman? 
he  Chairman.  Senator  Bush. 

mator  Bush.  I  would  just  like  to  ask  this  question:  It  would 
1  from  your  description  of  the  procedures  that  a  great  deal  of 
onsibility  devolves  upon  the  appraiser  or  the  estimator.  Actu- 
,  the  amount  of  the  loan  was  pretty  much  determined  by  the 
raiser's  figure,  was  it  not? 

T.  Greene.  Yes,  Senator.  That  is  true,  except  we  did  have  a 
em  of  review  of  the  appraiser's  work.  I  mean  the  cost  of  esti- 
or's  work  had  to  be  reviewed  by  the  chief  of  the  cost  estimation 
ion,  and  that  had  to  be  reviewed  by  the  underwriter, 
mator  Bush.  Let  me  ask  you  this :  Did  you  ever  have  to  take  any 
iplinary— did  the  FHA  ever  have  to  take  any  disciplinary  action 
ny  time  against  these  appraisers,  any  of  them  individually,  on 
basis  that  you  might  have  suspected  or  found  out  that  they  had 
1  accepting  bribes  or  fees  in  connection  with  these  estimates  or 
raisals? 

r.  Greene.  We  have  taken  disciplinary  action  against  people  in 
local  offices.  Senator.  I  wouldn't  be  in  a  position  to  say  they 
J  directly  the  result  of  taking  a  bribe  in  connection  with  section 
but  there  was  some  irregularity  either  in  connection  with  section 
or  one  of  the  other  sections.  Whenever  anything  of  that  nature 
e  to  our  attention,  in  every  instance  I  know  of — and  Senator 
obart  knows  of  those — ^we  took  remedial  action, 
mator  Bush.  I  wonder  if  there  is  any  individual  instance  that  you 
recall,  where  the  appraiser,  or  the  people  in  your  local  offices 
had  primary  responsibility  for  these  appraisals,  were  subject  to 
cism  by  the  FHA,  or  dismissal,  for  accepting  fees  or  persuasive 
3  of  any  kind  from  these  contractors  who  were  interested  in 
ing  high  appraisals  on  work. 

r.  Greene.  I  don't  recall  a  situation  like  that.    There  were  some 

were  just  as  bad,  in  a  sense.    We  did  have  situations  where  we 

id  that  our  processing  personnel  were  engaging  in  outside  activi- 

contrary  to  our  rules,  in  connection  with  plans  submitted  and 

lessed  by  them,  and  we  dismissed  them. 

44750—54 — pt.  3 -25 
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Senator  Bush.  But  you  don't  recall  any  specific  instance  wbm 
the  disciplinary  action  was  connected  with  the  matter  of  acoeptifig 
fees  or  pei'suasive  gifts  from  contractors  who  wei-e  interested  in 
getting  a  high  appraisaH 

Mr.  Greene.  No,  I  don't  recall  that  specific  type  of  a  case. 

The  Chaibman.  Well,  you  did  have  some  dismissals,  did  you  not! 
Didn't  you  have  some  scandals  in  Baltimore^  Weren't  thei-e  soioi 
indictments  up  there,  and  convictions  i 

Mr.  Greene.  I  don't  think  there  was  an  indictment.  The  former 
dinvtor  died  a  short  time  ago. 

The  Chairman.  Senator  Douglas. 

Senator  Douglas.  Mr.  Greene,  did  you  know  that  I'omiuitnieiill 
onc*e  obtaineil  were  being  sold  for  substantial  sums  before  any  inve^- 
ment  at  all  was  being  made  in  the  nroperty  ? 

Mr.  Greene.  We  heard  a  great  deal  about  that  at  one  time,  Senator. 
and  we  tried  to  look  into  it  and  find  out.  And  every  time  we  trw 
to  run  a  case  down,  we  found  out  that  what  was  being  sold  was  not 
the  ^xmuuitment  but  the  stock  in  the  whole  corporation. 

Senator  BENNtrrr.  Does  that  have  the  ssime  effect? 

SiMiator  Dorui^vs.  I  was  going  to  ask  that. 

Mr.  Greene.  We  can't  control  a  cori>oration^ 

The  C^iiairman.  Under  the  charter,  you  had  the  right,  did  you  nol|  I 
(o  iHmtn>l  that^ 

Mr,  (iRKENE.  Not  the  sale  of  individual  stock;  no,  sir. 

S^Miator  lX>nn*.vs.  Was  not  that  a  clear  indication  that  they  we» 
making  a  pn>fit  aln^ve  av5t,  l^ecause  otherwise  they  would  not  be  tUi 
to  s%^ll  the  blue  sky  for  a  consideration. 

SonaUH*  BENNiriT.  Just  to  make  the  record  clear,  were  these  safes 
made  U^foiv  auistruction  U^gan? 

Mi\  iiKKiNK,  SiMiator,  I  don't  know.    I  never  had  considerable  cases 
Ivtow  nu\    I  iMily  r^vall  that  the  customary  practice  was  for  someonsl 
to  ^i^U  liis  stiH  k  in  a  corjH^ration.  ■ 

riio  I'm  viKM  vN.  1  would  like  to  say  for  the  recoril.  Senator  Douglas, 
\\\M  \\\\>  Aiv!\it*vtuial  Forum  article  you  i-eferreil  to  was  placed  in  tie 
vxVvM\l  u\  Jamiarv  liW>  by  Senator  Sparkman.  It  was  made  a  part 
\*f  the  i\voi\l  as  far  Knok  as  ll>50. 

A IV  thoiv  auY  other  questions  of  Mr.  Greene? 

Have  >v»u  anytliing  further  to  say,  Mr.  Greene? 

Mr.  iiK>  >  N>.   I  luive  two  things  I  would  like  to  say  to  you. 

r^o  V'uviKMVN.  Is  it  your  thought  or  feeling  that  there  are  ant 
|M\»{HKM\l  tt(li\<  in  this  legislation  Ivfore  us  that  are  susceptible  to  the 
vin\o  mu  t  \»t  tnvgularitit^s  and  abuses  that  we  have  been  talking  about 
auvl  hwHVMtg  alvut  uuvler  sev^tion  tH>>? 

M>  iiK^^Nv.  Su>vvptible,  but  not  to  the  same  degree.  Section  201 
IN  vu>vv5*i:Mo  to  il\e  >june  tiling,  except  that  it  does  require  the  maxi- 

r%o  v'm  vixv  \\.  Is  theiv  any  iva>«>!i  why  we  should  write  into  the 
*  i\v  ^*'  II  \v^v.  i:  vo  I' oi:i  a  vonirnitnio'U  for  n>  |>erc*ent  or  90  percent, or 
\\h.t*o\v^v  u  >>s  av.vl  tiior.,  when  the  pn>jev*t  is  finished,  they  take  a  total 
vvv     «f  vl  N\\v\ii  iv*  u  bv  an  affidavit  r 

\|     ^;K^^^^.   \v»  !v t<\>n  at  alu -*  ^^i- 

1    o  v'txiKMw    W  i!  \i  \\\\\  *  *         in  this  proposed 
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Mr.  Greene.  I  think  jrou  can  look  at  it  this  way,  that  there  is  a 
ifference  in  the  economic  conditions. 

Now,  if  you  were  asking  me  that  question,  particularly  at  the  be- 
inning  of  section  608,  I  could  tell  you  very  frankly  that  it  might 
low  down  the  operation. 

The  Chairman.  You  mean  it  might  have  slowed  down  section  608? 

Mr.  Greene.  Yes. 

The  Chairman.  But  you  think  that  the  proposed  bill  before  us^ 
rhere  we  have  the  same  principle  of  Government  making  an  advance 
ommitment  to  insure  a  mortgage  for  X  amount,  whether  it  be  80 
>ercent,  90  percent,  you  think  tnat  we  ought  to  write  into  the  law  that 
fhen  the  project  is  finished  the  true  costs  be  ascertained  and  the  mort- 
;age  adjusted  accordingly. 

Mr.  Greene.  I  think  it  would  be  very  helpful. 

The  Chairman.  Are  you  doing  that  at  the  moment  under  existing 
itles,  under  the  present  law  ? 

Mr.  Greene.  We  do  that  under  military  housing  and  under  title  IX, 
efense  housing;  yes,  sir. 

The  Chairman.  You  are  doing  that? 

Mf .  Greene.  That  is  required  by  law. 

The  Chairman.  Then,  is  it  your  opinion  that  there  is  no  possible 
:iance  for  mortgaging-out  or  any  profit  to  be  made  on  initial  construe- 
on  under  title  IX? 

Ml-.  Greene.  The  law  provides  for  a  certain  duplication  and  if  there 

a  mortgage-out,  he  has  to  pay  it  back.  There  is  a  provision,  I  be- 
©ve,  in  title  IX  certification,  that  they  must  pay  it  back  within  90 
EfcTO.     Now,  I  suggest  that  you  consider  it. 

The  Chairman.  Without  objection,  we  will  place  into  the  record  a 
KTm,  Contractor's  Certificate  of  Actual  Cost,  for  use  under  section 
W.  And  here  are  other  forms,  the  Mortgagor's  Certificate  of  Actual 
o^  and  the  agreement  and  certification  that  are  required.  That  is 
le  result  of  a  law  passed  by  the  Congress,  passed  by  this  committee, 

it  not,  in  1951  ? 

IMr.  Greene.  Yes,  sir. 

(The  form  referred  to  follows :) 

lA  Form  No.  337 8A  Form  approved 

Budget  Bureau  No.  63>-R776 

Contractor's  Certificate  of  Actual  Cost 
(For  use  under  sec.  908) 

Project  No 

(Mortgagor)  Project  name 

Location 

2KTLEMEN  : 

l^is  certificate  is  made  pursuant  to  the  provisions  of  the  construction  contract, 

tered  into  by  and  between  us  under  date  of ,  and  it  is  under- 

:>od  and  agreed  by  the  undersigned  that  this  certificate  is  to  be  submitted  by 
ti  to  the  Federal  Housing  Commissioner  in  order  to  induce  the  Commissioner 
Qnally  indorse  the  mortgage  for  insurance. 

The  actual  cost  incurred  in  the  completion  of  construction  under  the  above 
Instruction  contract  and  accepted  construction  changes  exclusive  of  oflP-site 
Uitles  and  streets  and  all  kick-backs,  rebates,  and  normal  trade  discounts  re- 
ived in  connection  with  the  construction  of  the  project  is  itemized  below. 
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Suhcontractora 

Jfame                                         Type  of  icork                                 Amount 
$ 

Miscellaneous 


Total  amount  of  subcontracts '. 

(Note. — Subcontracts  of  less  than  $1,000  each  may  be  included  as  a  lamps 
under  miscellaneous.) 

MateriaU  {not  included  in  subcontracts) 

Purchased  from  AuMunt 

$ 

Miscellaneous 


Total  cost  of  materials  used. 


(Note. — TotftL  purchases  of  materials  araoimting  to  less  than  $1,000  fromt 
dealer  may  be  included  as  a  lump  sum  under  miscellaneous.) 

Note. — If  additional  space  is  required,  append  rider  with  appropriate  refiff- 
eni*es  thMreto,  atid  initial^  rider. 

Labor  (not  included  in  subcontrttcts) 
Tppf  Amount 

Carpenters $ 

Masims 

rUimbers » 

Klet*tricians — , 

t\unmi^t -i 

5tujierlntend«its • 

Watt^hmeu -I 

Other  (itemiie) ♦ 

MIsH^ellaneinis 


Ti^tal  iHV5t  of  labor- 


iNoT*:. — Civst  of  lalKir  other  than  as  classified  above  amounting  to  less  than 
$U(HH>  for  a  tvirticutar  class  may  be  included  as  a  lump  sum  imder 
mlsH.'t>Uaneiuis.  > 

Job  overhead 
/t#M  Amount 

lusuramv  durluK  ivnstruotiun,  all  tyiies $ 

U>rhl  aud  pi>wer 

'rv*lei>ihone  ami  tele^rraph 

Water 

Other  iitemlze) 1 

Mtsi^ellarnxnis 


fe 


Total  for  job  overhead 

iNmK. — Job  overhead  for  items  other  than  as  listed  above  amounting  to  less 
thau  $1AKHI  Iter  item  may  be  enomerateil  and  included  as  a  lump  sum  uinier 
miswUamH>iis,> 
IWIAL  lt>i!iT $ 


(Contractor) 
By 


V.  ^  i^riiuiual  Code.  i>ectiou  lOUX  Title  IS.  U.  S,  C,  "Federal  Housing  Adiabh 
Ulrati\>w  trau5iaclivHis'\  prvwides  in  i^art :  "Wlioever,  for  the  puri>ose  <rf  •  •  * 
iutivh^ciw^  in  au,v  way  the  activm  of  suih  Administration  *  ♦  ♦  makes,  paaeei, 
uttcrH»  vMT  ^kubUshes  any  statement.  ^  Llie  same  to  be  false,  ♦  ♦  ♦  shall  be 

tUu\l  uot  iu<»re  than  $:\iKM.)  or  i  — «i^«i»  t^Q  years,  or  both." 

t'H  V  kVriu  Nvv  1<;.<TS  approved 

t  I  ireau  No.  e3-4t7TT 
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Mortgagor's  Certificate  of  Actual  Cost 
(For  use  under  section  908) 

lousing  Commissioner 

of Project  name ^ 

Location '. 

No 

B :  This  eertificate  is  made  pursuant  to  the  j^lrovlsioiis  of  that  agreement 

Ication  of and  in  order  to  induce  ybu  to  finally  endorse 

:age  for  insurance. 

ual  cost  to  the  owner  of  labor  and  materials  and  necessary  services  in 

1  with  the  construction  of  the  physical  improvements  on  the  mortgaged 

(exclusive  of  off-site  utilities  and  streets,  organization  and  legal  ex- 

d  all  kick<backs,  rebates  and  normal  trade  discounts)   is  as  follows. 

3f  construction  is  (is  not)  *  supported  by  FHA  Form  3378A,  Contrac- 

ificate  of  Actual  Cost. 

Item  Amount 

ion    contract $ 

it  for  acceptable  construction  changes   (plus- 

3  fee $ 

r's  fee 

let  amount  as  adjusted 

uring  construction 

•ing  construction 

paid  by  mortgagor  for  insurance  during  construction 

tgage-insurance  premium 

nination  fee i, :._     _^ 

ection  fee 

expense 

recording  expense 

^mize) 

U 


(Mortgagor) 
By    


warning 

states  Criminal  Code,  section  1010,  title  18  United  States  Code,  "Fed- 
ing  Administration  transactions,"  provides  in  part:  "Whoever,  for 
le  of  *  *  *  influencing  in  any  way  the  action  of  such  Administration 
es,  passes,  utters,  or  publishes  any  statement,  knowing  the  same  to 

*  *  shall  be  fined  not  more  than  $5,(X)0  or  imprisoned  not  more  than 

both." 


No.  33^77 
•y  1953 

Agreement  and  ([Certification 

(For  use  under  section  968) 

peement  made  this day  of ,  19—,  by  and  between 

,  a 

Q  (hereinafter  called  Mortgagor), 

corporation  (hereinafter  called  Mortgagee), 

3deral  Housing  Commissioner  (hereinafter  called  Commissioner)  ; 
JAS,  Mortgagor  has  applied  to  Mortgagee  for  a  mortgage  loan  in  the 

$ for  the  purpose  of  erecting  a  housing  project  to  be 

and  identified  as  FHA 

'. ;  and 

IAS,  Mortgagee  has  applied  to  the  Commissioner  for  mortgage  in- 
ider  Section  908,  Title  IX  of  the  National  Housing  Act  covering  said 

lappllcable  provision.     FHA  Form  337«A  must  be  submitted  when  there  is  an 
Dterest  between  mortgagor  and  general  contractor. 
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mortgage  loan  and  Commissioner  has  issued   a  commitment  to  insure  wi 

mortgage  loan  in  an  amount  not  to  exceed  $ ,  which  amount,  bw- 

ever,  is  subject  to  reduction  under  the  circumstances  and  conditions  outliid 
in  this  Agreement ;  and 

WHEREAS,  under  the  provisions  of  Section  VIII  of  the  Administrative  Ruta 
under  siiid  Section  008  of  the  National  Housing  Act,  Mortgagor,  Mortitsgee  nl 
Commissioner  shall,  prior  to  initial  endorsement  of  the  mortgage  for  insonitt 
enter  into  an  agreement  under  which  the  Mortgagor  shall  agree  to  execute  te 
Certificate  required  pursuant  to  Subsection  3  of  said  Section  VIII  of  the  44- 
ministrative  Rules,  comply  with  the  obligation  of  the  Mortgagor  to  reduce  th 
amount  of  tlie  mortgage  loan  as  set  forth  in  Subsection  2  of  said  Section  Tin 
and  disclose  the  relationship,  if  any,  between  Mortgagor,  or  any  of  its  Oflkccfl^ 
Dinvtors  or  Stoi-kholders,  with  the  General  Contractor  selected  to  perforalll  f^ 
constniction.  the  Mortgagor  further  agreeing  that  the  execution  of  the  Certll'    ir*-: 
cnte  HMiuin^  pursuant  to  said  Subsection  3  may  be  accepted  by  the  Commlsskwr 
as  ovidoniv  that  no  change  in  such  disclosed  relationship  has  occurred  duri4 
iMHistruction  and  prior  to  the  execution  of  such  Certificate;  and 

NOW.  TllEKEFORE.  THIS  AGREEMENT  WITNESSETH: 

(l)  That  in  consideraticm  of  the  agreement  by  the  Mortgagee  to  makestiA 
inortgn;:e  loan  and  as  an  inducement  to  the  Commissioner  to  insure  saidloanli 
favor  of  the  Mortgagee  and  in  further  consideration  of  $1.00  In  hand  paid,  receivt 
wht»reof  is  hereby  acknowltniged,  the  Mortgagor  agrees  to  submit  to  Comnto^ 
sinner  prior  to  the  ri^-eipt  of  the  final  advance  under  the  mortgage  and  tbefind 
endorsement  of  the  loan  for  insurance  but  in  no  event  later  than  the  date  fiifii 
in  the  building  loan  agreement  for  completion  of  the  project  or  any  extenaoi 
lhertM»f  approviHl  in  writing  by  the  Commissioner  a  Certificate  accompanied  Iff 
statements  by  Mortgagor  and  the  General  Contractor,  in  form  prescribed  t| 
the  Ctuniulssloner.  itemizing  all  actual  costs  of  labor  and  materials  and  necesea^ 
servict*8  in  conmvtlon  with  the  construction  of  the  physical  improvements  on  tin 
niortga^anl  properly  or  proJe<'t  (exclusive  of  off-site  utilities  and  streets  and oC 
or^ani/.ati<ui  and  legal  expenses)  including.  Imt  not  limited  to.  utilities  witfcii 
the  iHuindarles  of  the  projn^rty  or  project :  architect's  fee  actually  i)aid,  no  part 
of  which  has  i»r  will  accrue  to  the  In^nefit  of  Mortgagor:  taxes,  interest  and 
Invurunrc  \iuring  construction:  and  other  miscellaneous  charges  incidental  to 
lOUNU-urtion  and  approved  by  the  Commissioner  but  excluding  all  kickbacb^ 
vcl>aios  and  norn\al  trade  dlsiMnnits  received  in  connection  with  the  construcdoB 
of  stit'h  phy>U'al  Improvomenis. 

r.*^  Moruaov  and  Morijiaiior  agree  that  the  mortgage  by  its  terms  shall  be i 
ticu  onl\  to  the  cxient  of  advances  of  nmrt^iage  proceeds  a**tually  made  thnre- 
uiulcr  h>  the  MtUij:agtv.  to^'ciher  wiih  accrued  interest  thereon.  They  funher 
•UMv  In  I  he  case  of  a  mori;:aj:e  on  real  estate  held  in  fee  simple  that  if  the  acniil 
*osi  ^ov  in  the  case  of  a  luortjrasie  on  the  interest  of  a  lessee.  90  i)er  cvntum  d 
tbo  art\!:\l  *\»si^.  of  the  phvsUal  improvements  on  the  mortgaged  property  or 
p!>»»«vJ  ic\^*'i'.sive  of  i»ff  site  utilities  and  streets  and  of  organization  and  lesal 
ovjvttM's^  shall  rxv-e^M  the  total  of  all  advances  except  the  last  advance,  but 
Nh;i:i  Ih-  »v  "is  \\\A\\  liic  fnvv  amount  of  the  nu»rtgage  that  the  amount  of  the  flail 
.■^a^:^.^v  sha'l  ouI\  Iv  to  the  extent  of  suth  exet^ss.  and  that  such  advanff. 
i%'»;\'ilti'i  ^^l'.h  ihc  sv.m  of  all  prior  advames.  shall  constitute  the  amount  of  the 

V  i^  M,'M ;./.;;. ^v  :\;;vces  tliat  if  the  actual  cost  of  the  physical  iniprovemenr* 
vU'-.'v^M  itv^No.  :(  t'.'.c  :cai  estate  is  hchl  in  ftv  simple  tor  00  iht  centum  of  sin'b 
!».kiMl  xN»^;  \(  : -c  r.:cv:i:i»:e  is  o:\  the  interest  nf  a  lesset^)  shall  be  less  than  th<» 
K»-  i\  .'I  \\\  :Klx:nves  ;u:  -.aV-N  ::uule  by  the  Mort:;a;:ee  prior  to  the  date  of  such 
,>M  '.  !:'.,c.  vc  ivi>  \\i;luu  sixty  da\s  r.fter  such  certification,  to  the  Morig;ip«. 
»..'.  :!•;'• 'vi;*.^-.;  n'  '.he  ix\iv.x;io«  of  the  then  outstanding  balance  of  principal  ff 
s,'  I'lx*  '. :uc  i^c  a?v,^'.:ur  by  which  such  principal  balance  sliall  exi^eed  the 
I  ..  i'  ^x».n:  ri'i-  M,*v:iiu»v  acnvs  that  uivn  rev-eipt  by  it  of  such  amount  that 
•  ;.,'  .x'vv.  ui  *'t  *.  vv.:.tviv  w  11  likewise  Ih^  riHlm\M  by  the  amount  the  mortsas^ 
H  H.'  usl..%>'.  l"  c  M%^v:j:aov  :uui  Moricaccr  further  agree  to  execute  surh 
."x;".j^<s  I",  v"    :v>  !".vcc.:x  a<  ivay  Iv  ri\i".iri\i  to  legally  accomplish  such  re- 

i^  \i.- -.»;  t  .V  •  .,-;•  =cs  th;u  !hc  rc'.atlonship.  if  any.  between  the  Mortgagor. 
..,  i  X  *  •.  .  X  vV^^v  X  p.rcv^.^rs  or  Si.vkhniiders  with  the  General  Contractor 
.,     ,     .'.         ,'. .  •  V '\  •:  !•  ix  a:         *«^:  <  le.  so  state.) 

,.    ....  \|  ,.  i;«j;v-      -'.^v^  :,-  v.^:if*"  'n  writing,  prior  tn 

.•.;.-svvv   ov  '..vir.  ^^r  In  any  diadonA 

»^     ,     ..-.•■.  w  •■,*•   V. I «i  vV\  ■.:'.'. x\*  sul  tMll  •! 
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tB  in  an  Identity  of  interest  between  the  Mortgagor  and  the  General 
in  which  case  the  Mortgagor's  Certification  of  Actual  Cost  will  be 
d  by  the  Contractor's  statement  of  actual  cost  in  form  prescribed  by 
tsioner.  It  is  agreed  that  in  the  absence  of  snch  notice  the  Mort* 
tification  of  Actual  Cost  may  be  accepted  by  the  Commissioner  as 
at  no  change,  which  has  resulted  in  an  identity  of  interest,  has  oc» 
le  relationship  between  the  Mortgagor  and  the  Contractor  subsequent 
I  of  this  agreement 

gagor  agrees  to  keep  and  maintain  adequate  records  of  all  costs  of 
1  and  to  make  such  records  available  for  examination  upon  request 
missioner,  it  l^ing  understood,  however,  that  where  it  is  established 
rfaction  of  the  Commissioner  that  there  is  no  identity  of  interest 
i  Mortgagor  and  the  General  Contractor,  as  provided  in  paragraph 
the  amount  of  the  construction  contract  between  the  Mortgagor  and 
I  Contractor  will  be  accepted  as  the  actual  cost  to  the  Mortgagor 
to  -be  performed  thereunder. 

gagor  agrees  that,  where  paragraph  (4)  above  reflects  any  identity 
between  the  Mortgagor  and  the  General  Contractor,  Mortgagor  will 
he  contract  for  the  performance  of  the  construction  of  the  project 
requiring  the  General  Contractor,  upon  completion  of  the  project, 
0  the  Mortgagor  for  delivery  to  the  Federal  Housing  Commissioner 
t  of  all  actual  costs  of  labor  and  materials  and  necessary  services 
in  with  the  construction  of  the  physical  improvements  on  the  mort- 
erty  or  project,  said  statement  to  be  in  form  prescribed  by  the 
er. 

gagor  agrees  that  if  there  is  any  identity  of  interest  between  the 
and  the  General  Contractor  the  construction  contract  will  be  on  a 
led  fee  basis  with  a  maximum  upset  price,  and  for  the  purpose  of 
;  the  actual  cost  of  the  physical  improvements  on  the  mortgaged 

ly  fee  in  excess  of  $ will  not  be  recognized  by  the  Com- 

3  cost.    Mortgagor  further  agrees  that  for  the  purpose  of  determining 

the  Architect's  fee  shall  not  exceed  $ . 

gagor  understands  and  agrees  that  the  foregoing  agreements  and 
s  made  by  it  were  made,  presented  and  delivered  for  the  purpose  of 
an  official  action  of  the  Federal  Housing  Administration  and  of  the 
3slng  Commissioner  and  may  be  relied  upon  by  the  Commissioner  as 
ment  of  its  agreements  and  certifications. 

tgagee  understands  and  agrees  that  the  foregoing  agreements  made 
lade,  presented  and  delivered  for  the  purpose  of  influencing  an  official 
e  Federal  Housing  Administration  and  of  the  Federal  Housing  Com- 
id  may  be  relied  upon  by  the  Commissioner  as  a  true  statement  of  its 

FESS  WHEREOF  the  parties  hereto  have  duly  executed  this  agree- 
ly  and  year  first  above  written. 


(Mortgagor) 


(Mortgagee) 
FEDERAL  HOUSING  COMMISSIONER, 
By 

(Authorized  agent) 


o.  3377A 

AOUEEMENT  AND  CERTIFICATION 

e  in  connection  with  Insurance  upon  completion  under  section  908) 

ement  made  this day  of ,  19—, 

een  the ,  a 

(hereinafter  called  Mortgagor), , 

corporation  (hereinafter  called  Mortgagee), 

ieral  Housing:  Commissioner  (hereinafter  called  Commissioner)  ; 
18,  Mortgagor  has  applied  to  Mortgagee  for  a  mortgage  loan  in  the 

\ for  the  purpose  of  erecting  a  housing  project  to 

i and  Identified  as  FHA 

i ;  and 
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WHEREAS,  Mortgagee  has  applied  to  the  Commissioner  for  mortgage  iuv- 
ance  under  Section  908,  Title  IX,  of  the  National  Housing  Act.  coverissaH 
mortgage  loan  and  Commissioner  has  issued  a  commitment  to  Insure  said  Mil' 

gage  loan  upon  completion  of  the  project  In  an  amount  not  to  exceed  $ 

which  amount,  however,  is  subject  to  reduction  under  the  drcumstanoes  ni 
conditions  outlined  in  this  Agreement ;  and, 

WHEREAS,  under  the  provisions  of  Section  VIII  of  the  Administrative  Rito 
under  said  Section  908  of  the  National  Housing  Act,  Mortgagor,  Mortgagee  ni 
Commissioner  shall,  prior  to  endorsement  of  the  mortgage  for  Insurance  enter  iiH 
an  agreement  under  which  the  Mortgagor  shall  agree  to  execute  the  Certifiafc 
required  pursuant  to  Subsection  8  of  said  Section  VIII  of  the  AdmlnlltMtiil 
Rules,  comply  with  the  obligation  of  the  Mortgagor  to  reduce  the  amount  of  ttl 
mortgage  loan  as  set  forth  in  Subsection  2  of  said  Section  VIII  and  disdoeettl 
relationship.  If  any,  between  Mortgagor,  or  any  of  its  Officers,  Directors,  or  StoA- 
holders,  with  the  General  Contractor  selected  to  perform  the  constructioo,  ttl 
Mortgagor  further  agreeing  that  the  execution  of  the  Certificate  required  pv 
suant  to  said  Subsection  3  may  be  accepted  by  the  Commissioner  as  evidence  M 
no  change  in  such  disclosed  relationship  has  occurred  during  construction 
prior  to  the  execution  of  such  Certificate ;  and, 

NOW  THEREFORE  THIS  AGREEMENT  WITNESSETH  : 

(1)  That  In  consideration  of  the  agreement  by  the  Mortgagee  to  make 
mortgage  loan  and  as  an  Inducement  to  the  Commissioner  to  Insure  said  loanll 
favor  of  the  Mortgagee  and  in  further  consideration  of  $1.00  in  hand  paid,  reccH 
whereof  Is  hereby  acknowledged,  the  Mortgagor  agrees  to  submit  to  ConmfissiMI 
prior  to  endorsement  of  the  loan  for  Insurance  a  Certificate  accompanied' 
statements  by  Mortgagor  and  the  General  Contractor,  In  form  prescribed  by  ti 
Commissioner  Itemizing  all  actual  costs  of  labor  and  materials  and  necessary  9 
Ices  In  connection  with  the  construction  of  the  physical  Improvements  on 
mortgaged  proi)erty  or  project  (exclusive  of  off-site  utilities  and  streets  and 
organization  and  legal  expenses)  Including,  but  not  limited  to,  utilities 
the  boundaries  of  the  property  or  project ;  architect's  fee  actually  paid,  no  f 
of  which  has  or  will  accrue  to  the  benefit  of  Mortgagor ;  taxes.  Interest,  and 
surance  durinjr  construction ;  and  other  miscellaneous  charges  incidental  to  rt 
structlon  and  approved  by  the  Commissioner  but  excluding  all  kick-backs,  rehati 
and  normal  trade  discounts  received  in  connection  with  the  construction  of  sM 
physical  improvements. 

(2)  Mortgagee  and  Mortgagor  agree  that,  prior  to  endorsement  of  the  loan  ft 
insurance,  (1)  in  the  case  of  a  mortgage  on  real  estate  held  in  fee  simple,  d 
mortgage  loan  and  the  commitment  will  be  reduced  by  the  amount,  if  any," 
which  the  amount  of  the  mortgage  loan  and  the  commitment  exceeds  the  acta 
cost,  as  certified  by  the  Mortgagor,  of  the  physical  improvements  on  the  nwrl 
gaged  property  or  project  (exclusive  of  off-site  utilities  and  streets  and  of  orgH 
ization  and  le^al  expenses),  or  (2)  in  the  case  of  a  mortgage  on  the  interest o^i 
lessee,  the  amount  of  said  mortgage  loan  and  the  commitment  will  be  redocl 
prior  to  endorsement  of  the  loan  for  insurance  by  the  amount,  if  any.  by  whkl 
the  procee<ls  of  the  mortjrage  loan  and  the  commitment  exceed  90  per  centnn 
the  actual  cost,  as  certified  by  the  Mortgragor,  of  the  physical  improvements 
the  mortgaged  proi>erty  or  project  (exclusive  of  off-site  utilities  and  streets* 
of  organization  and  legal  expenses ) . 

Ci)  Mortgagor  by  its  execution  of  this  Agreement  agrees  to  the  acceptance^ 
the  mortgage  loan  reduced  by  the  amount,  if  any.  by  which  the  amount  of  li 

commitment  of  .$ exceeds  (1)  the  actual  cost  of  fi 

physical  improvements  as  disclosed  by  the  certification  of  the  Mortgagor  pofli 
ant  to  the  provisions  hereof  if  the  real  estate  is  held  in  fee  simple  or  (2)  90f1 
centum  of  the  actual  cost  of  the  physical  improvements  as  above  defined  if  IJ 
mortgage  is  on  the  interest  of  a  lessee  and  the  Mortgagee  agrees  to  execute 
instrument  or  instruments  as  may  be  required  to  legally  accomplish  such  re* 
tion  and  Mortgagee  agrees  that  the  contract  of  insurance  will  likewise  be  redoti 
by  the  amount  the  mortgage  and  commitment  is  so  reduced. 

(4)  Mortgagor  certifies  that  the  relationship,  if  any,  between  the  Mort«i|l 
or  any  of  its  Officers.  Directors,  or  Stockholders  with  the  General  Contrtctor 
lected  to  i)erform  the  construction  Is  as  follows:  (If  none,  so  state.) 

(5)  The  Mortgagor  agrees  to  notify  the  Commissioner,  in  writing,  prior  to* 
dorsement  of  the  loan  for  insurance  of  any  change  In  any  disclosed  relatiotfl 
which  has  occurred  subsequent  to  the  execution  of  this  agreement,  which  «* 
In  an  identity  of  Interest  between  the  Mortgagor  and  the  General  ContnctofJ 
which  case  the  Mortgagor's  Certification  of  Actual  Cost  will  be  accompanicdll 
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i  Contractor's  statement  of  actual  cost  in  form  prescribed  by  the  Commissione. 
is  agreed  that  in  the  absence  of  such  notice  the  Mortgagor's  Certification  of 
taal  Cost  may  be  accepted  by  the  Commissioner  as  evidence  that  no  change 
iA  has  resulted  in  an  identity  of  interest  has  occurred  in  the  relationship  be- 
een  the  Mortgagor  and  the  Contractor  subsequent  to  execution  of  this  agree- 
nt. 

;6)  Mortgagor  agrees  to  keep  and  maintain  adequate  records  of  all  costs  of  con- 
ucrtion  and  to  make  such  records  available  for  examination  upon  request  by 
i  Commissioner,  it  being  understood,  however,  that  where  it  is  established  to 
s  satisfaction  of  the  Commissioner  that  there  is  no  identity  of  interest  between 
ft  Mortgagor  and  the  General  Contractor,  as  provided  in  paragraph  (4)  hereof, 
t  antdUBt  of  the  construction  contract  between  the  Mortgagor  and  the  General 
Hdtractor  will  be  accepted  as  the  actual  cost  to  the  Mortgagor  of  the  work  to  be 
Tformed  thereunder. 

(7)  Mortgagor  agrees  that,  where  paragraph  (4)  above  reflects  any  identity  of 
lerest  between  the  Mortgagor  and  the  General  Contractor,  Mortgagor  will  in- 
■de  in  the  contract  for  the  performance  of  the  construction  of  the  project  a  pro- 
slon  requiring  the  General  Contractor,  upon  completion  of  the  project,  to  sub- 
It  to  the  Mortgagor  for  delivery  to  the  Federal  Housing  Commissioner  a  state- 
ent  of  all  actual  costs  of  labor  and  materials  and  necessary  services  in  connec- 
iD  with  the  construction  of  the  physical  improvements  on  the  mortgaged  prop- 
ty  or  project,  said  statement  to  be  in  form  prescribed  by  the  Commissioner. 

(8)  Mortgagor  agrees  that  if  there  is  any  identity  of  interest  between  the  Mort- 
a;or  and  the  General  Contractor  the  construction  contract  will  be  on  a  cost  plus 
:ed  fee  basis  with  a  maximum  upset  price,  and  for  the  purpose  of  determining 
B  actiml  cost  of  the  physical  improvements  on  the  mortgaged  property,  any  fee 

excess  of  $ will  not  be  recognized  by  the  Commissioner  as 

gt    Mortgagor  further  agrees  that  for  the  purpose  of  determining  actual  cost, 

B  Architect's  fee  shall  not  exceed  $ 

<9)  Mortgagor  and  Mortgagee  understand  and  agree  that  the  foregoing  is 
ide,  presented,  and  delivered  for  the  purpose  of  influencing  an  official  action  of 
9  Federal  Housing  Administration  and  of  the  Federal  Housing  Commissioner 
d  may  be  relied  upon  by  the  Commissioner  as  a  true  statement  of  the  Agree- 
tnts  and  Certiflcations  contained  herein. 

IN  WITNESS  WHEREOF  the  parties  hereto  have  duly  executed  this  agree- 
mt  the  day  and  year  first  above  written. 
ATTEST : 

(Mortgagor) 

(Mortgagee^ 
FEDERAL  HOUSING  COMMISSIONER, 
By    

(Authorised  agent) 

Senator  Douglas.  Mr.  Chairman? 

rhe  Chairman.  Senator  Douglas. 

Senator  Douglas.  I  would  like  to  point  out,  if  I  may,  that  these 

steatilionary  measures  were  written  into  the  Military  Housing:  Act, 

d  into  the  Defense  Housing  Act  by  the  Senate,  and  not  the  FHA. 

The  Chairman.  That  is  correct.    I  think  the  authors  of  the  amend- 

nt  were  Senator  Bennett  and  Senator  Douglas. 

Senator  Douglas.  That  is  correct.    And  we  received  no  support 

m  FHA  in  this  process. 

C  would  like  to  ask  the  witness  whjr,  if  he  believes  it  desirable,  doesn't 

lA  support  similar  precautions  in  other  sections  of  the  Housing 

Mr.  Greene.  Senator,  I  can  only  answer  for  myself  on  that.  I  don't 
ieve  I  testified  before  your  committee,  in  the  first  place,  but  if  I  had 
Loubt  if  I  would  have  done  any  differently  from  any  of  the  rest  of 
im.  But  at  that  time  I  had  no  conception  that  there  were  any  such 
ferences  occurring  in  section  608.  Today,  as  I  say,  I  can't  recon- 
^  them. 
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Senator  Douglas.  Here  is  the  thing  that  puzzles  me :  Whv  shoili, 
these  facts  be  known  to  Senators,  who  have  only  an  incidental  ( 
tion  with  FHA,  and  who  are  busy  on  a  multitude  of  other 
Why  should  these  facts  be  known  to  us  and  yet  not  known  to. 
which  has  the  conduct  of  the  whole  program?     Your   knowl 
should  be  infinitely  greater  than  ours. 

Mr.  Greene.  I  do  not  know  of  any  case.  Senator,  that  was  everpw 
sented  to  us  that  showed  any  substantial  difference  between  the  est 
mated  cost  and  the  actual  cost.    I  know  of  no  such  case. 

The  Chairman.  Of  course  you  never  knew  what  the  actual  caM 
were.    You  didn't  ask  for  them,  or  you  didn't  require  them. 

Mr.  Greene.  That  is  right. 

The  Chairman.  Except  you  had  a  right  to  do  so  under  the  chart* 

Mr.  Greene.  And,  as  I  say,  through  these  financial  statements,  if 
had  an  opportunity  of  reviewing  them. 

The  Chairman.  As  tlie  holder  of  preferred  stock  in  these  corpon- 
tions,  you  had  the  right  to  ask  for  them. 

Mr.  Greene.  Yes,  sir. 

The  Chairman.  We  may,  during  this  investigation,  ask  the  FHA 
to  get  all  that  information.  Of  coui'se,  we  can  subpena  it  likewist 
We  have  the  right  to  it. 

Senator  Douglas. 

Senator  Douglas.  One  final  point  I  would  like  to  make.  The  quali- 
fications on  90  percent  of  replacement  cost,  including  these  items,  vn 
not  meant  as  an  expansive  factor,  but  a  further  limitation. 

The  Chairman.  You  see,  the  90  percent  of  replacement  cost  ^ 
based  upon  costs  as  of  194:7.  The  purpose  of  that  was  to  keep  thea 
down,  because  prices  were  rising.  We  wanted  to  keep  the  costs  do^ 
and  keep  the  mortgage  down.  That  had  a  tendency  to  keep  the  re- 
placement cost  based  upon  costs  existing  in  1947  because  costs  were 
rising  all  the  time,  you  see.  So  that  there  was  a  tendency  on  the  part 
of  the  Congress  to  keep  the  costs  down. 

You  don't  have  any  suggestions,  then,  in  this  proposed  bill,  to 
tighten  it  up  and  eliminate  this  sort  of  thing  happening?  You  thid 
we  ought  to  write  in  the  law  when  the  project  is  finished  that  thij 
must  submit  their  costs? 

Mr.  Greene.  Yes,  I  do. 

The  Chairman.  And  then  that  the  mortgage  be  subject  to  an  ad- 
justment if,  in  the  opinion  of  the  FHA,  they  want  to  do  so.  How  an 
you  going  to  handle  this?  Suppose  it  actually  costs  more  than  yoffl 
estimate,  would  that  allow  them  a  larger  mortgage? 

Mr.  Greene.  I  don't  believe  you  can  do  that,  Senator.  In  the  firsl 
place,  the  lending  institution  would  have  to  agree  to  do  that. 

The  Chairman.  You  don't  think  we  should  do  that? 

Mr.  Greene.  No,  sir. 

The  Chair:man.  If  you  don't  do  that,  I  suppose  the  tendency  will  bi 
to  make  all  estimates  a  little  higher  in  order  to  take  care  of  anj 
miscalculations. 

Senator  Bush. 

Senator  Bush.  Inasmuch  as  we  have  to  recess  shortly,  I  sugges 
that  the  witness  was  going  to  make  a  couple  of  observations,  which 
don't  think  he  has  gotten  to  yet.    Could  we  have  him  make  them! 

The  Chairman.  Yes. 
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Mr.  Gbeene.  I  would  like  to  make  those  for  the  purpose  of  the 
saord. 

.  Ltet  Uteek  Mr.  Kane,  le^slative  attorney.  Office  of  the  Comptroller 
Nemnl,  told  about  extensive  operations  in  United  States  Gov^mnent 
Mmrities  for  income  purposes.  And  he  also  spoke  about  our  making  a 
rofit  out  of  tiie  sale  of  some  tax-free  Government  bonds. 

I  want  to  explain  for  the  record  that  the  funds  that  are  invested  in 
"HA  are  not  m  essence  FHA's  funds,  as  they  would  be  of  a  private 
orporation.  They  are  funds  that  belong  to  the  mutual  mortgage 
isurance  fund,  and  are  their  moneys.  And  the  finance  committee,  of 
''hich  I  was  chairman,  I  think  was  charged  with  the  responsibility  of 
iivesting  that  money  as  safely  and  as  wisely  as  we  could.  We  intended 
:>  do  that. 

Now,  we  did  have  a  block  of  tax-free  bonds,  United  States  bonds, 
btat  were  selling  at  a  good  premium,  which  naturally  raised  the  ques- 
hon  to  the  committee  as  to  why  we  should  hold  these  bonds  when  we 
ould  sell  them  at  a  premium.  But  before  doing  it,  we  took  the  matter 
.p  with  the  Secretary  of  the  Treasury,  and  it  was  decided  we  would 
LOt  sell  them  until  we  got  his  personal  written  concurrence,  that  it 
^as  not  in  conflict  with  the  physical  policy  of  the  United  States  Gov- 
mment.    I  simply  wanted  to  state  we  did  take  that  precaution. 

The  other  thing  I  wanted  to  mention,  Mr.  Kane  made  the  statement 
n  his  testimony,  and  I  am  sure  he  was  honest  about  it,  but  I  am  sure 
le  was  misinformed,  with  reference  to  section  608,  that  the  Govem- 
aent  could  hold  back  for  billions  if  another  depression  catastrophe 
tit  us. 

The  Chairman.  What  is  that? 

Mr.  Greene.  That  the  Government  might  hold  back  billions  if 
mother  catastrophe  depression  hit  us. 

Smator  Bush.  You  mean  on  account  of  foreclosure? 

Mr.  Greene.  Yes. 

Row.  Mr.  Chairman,  I  was  chairman  of  the  finance  committee 
hrougn  its  entirety.  Tlie  others  on  that  committee,  and  myself  have 
worked  very  hard  to  build  a  firm,  sound  operation.  It  is  a  new  one. 
We  had  no  experience  to  go  by.  There  is  no  other  mortgage  lending 
operation  like  this.    We  had  to  build  out  of  reserves. 

I  am  not  in  FHA  any  more,  but  I  want  to  say  this  to  this  committee, 
hat  I  hope  that  this  investigation  which  is  entirely  necessary  will 
lot  in  the  minds  of  the  lending  institutions  change  their  mind  about 
he  fundamental  soundness  of  FHA.  To  me  it  is  a  sound  organiza- 
ion,  and  I  hope  it  will  stay  that  way,  and  I  hope  it  will  not  be  affected 
>y  these  kinds  of  statements. 

Now,  we  paid  back  to  the  United  States  Government  every  penny 
hat  they  had  advanced,  together  with  interest,  some  $70  million  last 
rear.  We  called  in  all  our  outstanding  debentures,  $6  million  or  $7 
aillion  worth  of  them.  In  addition  to  that,  we  have  an  earned  service 
bccount  of  over  $350  million,  most  of  which  is  represented  in  United 
States  Grovernment  bonds.  In  addition  to  that,  the  administration  has 
n  annual  income  currently  of  $100  million  a  year,  after  paying  all 
f  their  operating  expenses. 

In  addition  to  all  of  tliose  things,  Mr.  Chairman,  if  the  depression 
tarted  tcmiorrow  morning  and  we  had  to  take  back  an  unreasonable 
umber  of  properties,  the  Federal  Housing  Administration  would 
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not  have  to  pay  out  a  single  dollar  for  10  years,  during  which  timftW  | 
have  premiums 

The  Chairman.  You  mean  because  you  would  issue  debentures  in- 
stead?   You  would  increase  the  national  debt? 

Mr.  Greene.  That  is  right,  sir.    We  would  have  premiums^  comiM 
in  for  10  years,  even  at  a  reduced  rate,  which  would  be  a  sizalil 
amount,  plus — and  this  is  so  often  overlooked — that  we  have  the«^| 
curity,  the  property  itself,  which  comes  back  to  us  before  a  claim  kj 
ever  paid,  and  we  can  hold  that  property  until  it  can  be  placed  on  ' 
market  normally,  and  charge  the  obligation  of  the  debentures. 

Now,  I  will  conclude,  Mr.  Chairman,  and  say  that  I  do  hope  thii 
the  Federal  Housing  Administration  will  continue  as  a  sound  orgai«*j 
zation  that  it  is.  If  there  are  things  that  have  occurred  here  thil 
need  to  be  straightened  out,  I  know  your  committee  will  do  it.  And 
you  have  my  honest  statement  that  I  will  be  glad  to  help  in  any  waj 
that  I  possibly  can. 

The  Chairman.  We  will  be  fair  with  every  witness.  We  will  be 
honest.  We  will  try  to  get  the  facts.  But  we  will  make  no  effort  what- 
soever to  whitewash  anybody.  If  things  have  been  done  in  the  past 
that  are-wrong,  \Cewift  certainly  expose  them,  and  if  we  find,  as  a.re- 
sult  of  our  investigation,  that  there  isn't  anything  to  it,  we  wifl  so 
state. 

Mr.  Greene.  Whitewashing  will  help  nobody,  sir. 

The  Chairman.  Thank  you. 

(Mr.  Greene's  testimony  before  the  House  Independent  Offices  Ap- 
propriations Subcommittee  follows:) 

Statement  of  Walter  L.  Gree:ne,  Commissioner 

Mr.  Chairman  and  members  of  the  committee,  I  appreciate  this  opportunity 
to  discuss  our  1954  budpet  with  you. 

The  FHA  budget  is  a  balanced  budget. 

Fee  and  premium  income  is  estimated  at  more  than  $137  miUion,  expensea 
at  a  Uttle  less  than  $34  million.  This  results  in  an  expense-to-income  ratio 
of  24.7  i)ercent.  If  you  will  refer  to  exhibit  A  you  will  see  how  this  compaiei 
with  the  experience  of  the  10  largest  casualty  stock  insurance  companies.  Thi 
average  ratio  for  these  companies  ranges  from  37  to  39  percent  in  the  postwai 
years.  IndiTidual  companies  range  from  a  low  of  34  percent  to  a  high  of  42 
percent.     The  FHA  ratio  of  24.7  percent  is  unusually  low. 

Now  if  you  will  IooIl  at  exhibit  B  it  shows  that  the  1954  field  budget  is  based 
upon  a  re4«ction  in  unit  cost  of  processing  from  $42.78  in  1952  to  $S7.0^<  T^lis 
represents  a  saving  of  more  than  $3.4  million  for  the  workload  estimated  in 
1954. 

The  most  serious  problem  which  confronts  us  is  the  detrimental  effect  of  the 
successive  cuts  in  our  administrative  budget  over  the  last  3  years.  ( Exhibit  G 
will  show  you  what  has  taken  place.)  Our  insurance  in  force  has  been  con- 
stantly increasing  while  our  administrative  staff  has  been  repeatedly  cut.  Today 
the  insurance  outstanding  amounts  to  about  $16  billion  and  our  administrative 
force  has  been  reduced  to  a  little  over  800  employees.  This  has  resulted  in 
piling  up  backlogs  of  day-to-day  work  to  an  almost  unmanageable  extent  and, 
more  important,  It  produces  a  gradual  deterioration  of  essential  internal  con- 
trols. It  has  meant  a  serious  curtailment  in  auditing  functions  and  examlnatioos 
of  our  field  oflSces  and  of  lending  institutions.  I  earnestly  appeal  to  yon 
gentlemen  to  give  this  matter  your  special  consideration. 
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m  confident  that  Ck)ngress  does  not  want  the  FHA  to  be  limited  to  the 
;  -that  we  are  physically  unable  to  exercise  proper  internal  controls  neces- 
or  the  protection  of  our  insurance  funds.  We  want  to  run  a  good  admlnis- 
Q  that  Congress  can  be  proud  of  and  I  am  sure  tttftt  is  What  you  gentlesien 
too. 

FHA  budget,  as  submitted,  is  designed  to  produce  more  than  $100  million 
ome  over  and  above  expenses. 

ivithstanding  the  fact  that  our  estimates  for  the  past  3  years  have  been 
'e  would,  of  course,  expect  your  committee  to  make  further  cuts  in  any 
diture  which  in  your  informed  judgment  was  not  necessary  to  our  effective 
ions.  On  the  other  banc!,  we  are  obliged  to  point  out  that  any  blanket 
ade  in  the  budget  estimate  of  the  FHA,  solely  to  accord  with  your  pro- 
to  balance  the  Federal  budget,  will  not  accomplish  the  purpose  intended, 
lly,  such  a  cut  will  effectuate  an  amplified  reduction  in  FHA's  income 
esult  in  exactly  the  opposite  effect  on  the  Federal  budget  which  you 
men  desire. 

nk  you.  I  shall  be  happy  to  answer  any  questions  which  the  committee 
ave. 
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Th©  Chaikma>\  I  would  like  to  make  this  statjement  for  thelM 
of  the  committee  I  I  would  like  to  have  an  executive  meeting  i 
o'clock  tomorrow  mornings  and  then  at  10:30  we  will  continue; 
our  open  hearings,  because  I  w^ant  to  talk  to  the  committee  about  j 
procedures* 

We  will  now  recess  until  2  o'clock,  at  w^hich  time  our  witnesses 
be  Mr.  Bovard,  the  former  General  Coimsel  of  the  Federal  Hou 
Administration,  Mr.  Murphy*  former  Associate  General  Counsel, 
possibly,  if  we  get  to  it^  Mr,  Perce,  Deputy  Assistant  Coiumissii 
Federal  Housing  Administration, 

We  will  now  ret^ejss  until  2  o  clock, 

(Whereupon,  at  12:15  p,  m.^  the  committee  recessed,  to  reccm 
at  2  p,  m,^  tne  same  day.) 

AFOatNOON    SESSION  < 

( The  committee  reconvened  at  2  p.  m.,  Senator  Homer  E-  Cape! 
chaiiman,  presiding.) 

The  Chairman,  The  committee  will  please  come  to  order* 
first  witness  will  be  Mr,  Burton  C,  Bovard,  General  Counsel  oi 
Federal  Housing  Administration,     Mr,  Bovard,  will  you  be  sn« 
please  ? 

Do  you  solemnly  swear  to  tell  the  truth,  the  whole  truth,  !ind  n 
ing  but  the  truth,  so  help  you  God? 

TESTIMONY  OP  BUETOK  C,  BOVAED,  GENEEAL  COUNSEL,  FEBE 
HOUSING  ABMINISTEATION 

Mi\  BovARo.  I  do,  -^  I 

The  Chairman.  Thank  you. 

Mr.  Bovard,  how  long  were  you  with  the  FHA? 

Mr.  Bovard.  About  19  years. 

T^e  Chairman.  You  were  with  the  FHA  in  1934  when  the  law 
first  passed? 

Mr.  Bovard.  No;  1935. 

The  Chairman.  Were  you  General  Counsel  during  that  ei 
period  ? 

Mr.  Bovard.  No;  I  was  appointed  General  Counsel  in  1940. 

The  Chairman.  What  were  your  duties  prior  to  that  time? 

Mr.  Bovard.  I  was  Assistant  General  Counsel  for  a  certain  pe 
of  time.  I  have  forgotten  exactly  how  long.  Prior  to  that  I  wa 
attorney  in  the  Legal  Division  there. 

The  Chairman.  Say  that  again,  will  you  please? 

Mr.  Bovard.  I  was  Assistant  General  Counsel  immediately  pric 
becoming  General  Counsel. 

The  C&AiRMAN.  You  were  Assistant  General  Counsel  from  IM 
1940? 

Mr.  Bovard.  No;  I  came  in  in  the  summer  of  1935  as  administn 
assistant.  For  a  few  months  I  was  not  in  the  Legal  Division.  1 
I  was  transferred  to  the  Legal  Division  as  an  attorney  and  thwi 
came  Assistant  General  Counsel  sometime  prior  to  1940.  I  1 
forgotten  when. 

The  Chairman.  Since  1940  you  have  been  the  General  Counsel 
until  when? 
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Mr.  BovABD.  I  am  still  General  Counsel. 

The  Chairman.  That's  right,  you  are  still  General  Counsel.  Just 
U  us  briefly  what  your  duties  are  as  General  Counsel. 
Mr.  BovARD.  I  am  responsible  for  the  Legal  Division  and  advise 
B  Conmiissioner  and  the  other  administrative  oflScers  with  respect 
.  interpretations  of  law,  the  legal  effect  of  proposed  action,  and 
Bist,  oi  course,  in  drafting  legislation  and  amending  rules  and  regu- 
taons,  and  so  forth. 

The  Chabkman.  Did  you  give  them  a  verbal  or  a  written  opinion 
at  all  of  the  items  imder  title  I  came  within  the  scope  of  the  law  ? 
Mr.  BovARD.  I  don't  know  as  to  all  the  items.  We  do  have  to  make 
^terminations  with  respect  to  the  eligibility  of  certain  items. 
The  Chairman.  Did  they  ask  your  opinion  on  each  and  every  one? 
Mr.  BovARD.  No,  not  personally.  Of  course,  we  do  not  have  occa- 
on  to  make  that  determination  except  upon  the  pavment  of  the 
aim,  or  we  may  have  an  inquiry  from  a  lender  or  n*om  a  manu- 
<;turer. 

The  Chairman.  Now,  wait  a  minute.    You  say  you  have  no  oppor-. 
inity  to  make  that  determination  except  when  a  claim  is  made  i 
Mr.  Bovard.  We  have  no  obligation  to  make  that  determination. 
The  Chahiman.  Until  a  claim  is  made  ? 
Mr.  Bovard.  Until  a  claim  is  made. 

Tlie  Chairman.  Are  you  saying  that  you  do  permit  and  did  permit 
ithorized  bankers  to  insure  anything  they  wanted  to? 
Mr.  BovARD.  Under  title  I,  we  don't  examine  or  approve  the  indi- 
idnal  loans.    The  loans  are  reported  to  us  for  insurance. 
The  Chairman.  Then  let's  start  all  over  again.     How  does  the 
linker  know  what  items  he  can  and  what  items  he  cannot  insure, 
hat  items  are,  or  are  not,  insured  under  your  insurance? 
Mr.  BovARD.  Of  coui'se,  the  language  of  the  act  and  the  regula- 

ons 

The  Chairman.  In  other  words,  FHA  sends  the  banker  the  law 
nd  the  regulations,  and  then  he  figures  it  out  from  those? 
Mr^  BovARD.  That's  right. 

The  Chairman.  That  big  list  of  five  or  six  hundred  names.  The 
HA  furnished  us  with  some  X  number  of  items  on  which  under 
tie  I  thev  have  been  guaranteeing  the  credit.  Here  are  a  number 
liat  I  will  not  read.  You  know  what  they  are.  Explain  to  me  just 
ow  thev  get  into  the  system. 
Mr.  Bovard.  I  don't  know. 

The  Chairman.  For  example,  take  heaters.  Who  said  that  the 
rovernment  would  guarantee  the  loans  that  the  banks  made  on 
eaters?    Who  originally  said  it? 

Mr.  Bovard.  It  is  possible  that  a  manufacturer  of  heaters  could 
ave  inquired  of  FHA  as  to  whether  a  heater  was  or  was  not  eligible 
nder  title  I. 

The  Chairman.  He  made  inquiry  from  FHA  here  in  Washington  ? 
Mr.  Bovard.  He  might  very  well  have. 

The  Chairman.  If  he  dia  make  inquiry  in  Washington,  who  in 
Tashington  said  "Yes"  or  "No"? 

Mr.  noyABD.  Well,  it  would  first  come  to  the  Administrative  See- 
on.    They  would  presumably  refer  it  to  the  Legal  Division  to  see 

hether  ornot  it  came  within  the 

The  Chairman.  Within  the  law  ? 
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Mr.  BovARD.  The  provisions  of  this  act,  yes.  We  might  make  eon- 
oiitions.    We  might  say,  yes,  if  properly  and  permanently  insUUel 

The  Chairman.  As  the  General  Counsel  for  FHA,  are  you  familia] 
with  this  list?    I  am  holding  it  up  here. 

Mr.  BovABD.  No,  I  am  not.    I  have  never  seen  it,  sir. 

The  Chairman.  You  never  saw  it? 

Mr.  BovARD.  No. 

The  Chairman.  You  never  once  gave  them  an  opinion  that  a  ke& 
nel  or  a  television  aerial  was  a  permisible  insurance  item? 

Mr.  BovARD.  It  may  be.  I  am  confident  nothing  with  respect  to  i 
kennel.  I  had  never  nad  any  inquiries  with  respect  to  a  dog;k«DDe 
or  something  of  that  sort. 

The  Chairman.  Here  is  a  whole  list  Masonry;  moisture  voiis; 
nooks,  breakfast;  outlets,  electric;  painting,  pantry;  partitions;  pent- 
houses; piers;  pails;  pillars;  piping;  {Sastering;  porches;  pumpi 
water;  paneling;  papering;  plumbing  fixtures;  photo  murals;  poulti} 
houses.  That  is  all  on  one  page.  Wnat  we  are  trying  to  find  out  is, 
who  approved  those  things  to  be  financed  by  FHA  f 

Mr.  BovARD.  I  don't  Imow,  sir.  I  have  never  seen  or  heard  of  tiie 
list. 

The  Chairman.  You  never  have,  and  you  are  the  General  Counsel  i 

Mr.  BovARD.  I  am,  but  I  have  never  heard  of  that. 

The  Chairman.  I  believe  we  have  had  testimony  here  before — I  for- 
get who  it  was  from  and  will  the  staff  dig  it  out — from  a  reliable  wit- 
ness in  our  hearings  heretofore  that  you,  the  General  Counsel,  wen 
responsible  and  that  you  approved  and  gave  them  an  opinion  as  d 
whether  these  things  were  or  were  not  permissible. 

Mr.  BovARD.  It  is,  of  course,  possible  that  the  administrative  sectioi 
under  title  I  had  a  list  presented  to  them  or  drew  a  list,  although  I 
doubt  if  they  did,  and  had  it  approved  by  the  legal  division. 

Senator  Bennett.  Will  the  chairman  yield  ? 

The  Chairman.  Yes. 

Senator  Bennett.  I  wonder  if  we  are  not  confused  over  the  woii 
list.  I  can  understand  that  the  General  Counsel's  office  probably 
never  was  presented  with  a  list  and  asked,  "Would  you  approve  every- 
thing on  the  list?"  But,  they  were  probably  presented  with  eii 
item  separately  as  it  came  up  and  before  the  item  got  on  the  list. 

The  Chairman.  Is  that  the  case  ? 

Mr.  BovARD.  That  is  quite  possible. 

The  Chairman.  Do  you  ever  remember  as  the  General  Counsei 
telling  them  either  verbally  or  in  writing  that  penthouses  or  {Herstf 
photo  murals  or  poultry  houses  or  paving  or  paneling  or  porches  ^ren 
permissible  items? 

Mr.  Bovard.  I  don't  recall  any  specific  mention  of  those  particulif 
items,  but  I  am  confident  that  if  they  had  been  presented  to  me,  I 
would  have  said,  "Yes,  they  are  eligible." 

The  Chairman.  Under  the  law? 

Mr.  Bovard.  Under  the  law. 

The  Chairman.  Why  do  you  so  interpret  it?  Do  you  consider «H 
of  those  things  home  improvements? 

Mr.  Bovard.  The  law  doesn't  require  for  eligibility  under  titkl 
that  it  be  a  home  improvement.  It  could  be  an  improvement  to  a  sto* 
As  I  recall,  it  requires  that  it  must  be  an  alteration  or  an  improveinfl* 
upon  or  in  connection  with  an  existing  structure. 
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The  Chairman.  That  phase  of  it  only  applies  to  requirements,  but 
the  original  law,  of  course,  talked  about  repairs  and  home  improve- 
ments. While  you  don't  remember  of  approving  any  of  these  tnings, 
had  it  been  called  to  your  attention,  your  opinion  is  tiiat  you  would 
have  approved  them? 

Mr.  jBovard.  I  certainly  would  have. 

The  Chairman.  And,  you  think  all  of  these  items,  then,  are 

Mr.  BovARD.  The  ones  that  you  have  mentioned  seem  to  me  to  be— — 

ITie  Chairman.  Would  you  have  approved  of  a  television  aerial? 

Mr.  BovARD.  It  could  very  well  be.  I  don't  know  as  to  that.  The 
^^jion.  would  be  whether  or  not  it  is  an  improvement  upon,  or  in  con- 
nection with,  an  existing  structure.  That  would  be  the  critenia  that 
we  would  establish. 

The  Chairman.  Here  on  April  19, 1954, 1  will  read  the  testimony : 

The  Chaibman.  Do  you  insure  burglar  alarms? 
Mr.  Frbntz.  Yes. 
Senator  Matbank.  In  houses? 
Mr.  FBENT2.  Yes. 

The  Chairman.  Who  passes  upon  the  categories  of  items  or  the  items  that  come 
under  this? 

Meaning,  of  course,  this  list.  Mr.  Frentz  answered.  Do  you  know 
liim? 

Mr.  BovARD.  Yes,  indeed. 

The  Chairman.  Wasn't  he  in  charge  of  title  I? 

Mr.  BovARD.  Yes. 
.    The  Chairman.  He  says,  "Our  General  Counsel." 

The  Chairman.  Your  General  Counsel? 
-    Mr.  Frbntz.  That's  right 

The  Chairman.  Does  it  work  like  this,  a  manufacturer  will  come  in  and  say, 
•^  want  you  to  make  this  product  eligible  for** 

Mr.  Frentz.  That  is  right,  yes,  sir. 

The  Chairman.  Oh,  that  is  the  way  it  works? 

Mr.  Frentz.  That  is  right  I  would  like  to  make  this  comment,  that  since  last 
y^ear  we  have  had  innumerable  products  submitted  to  us.  America  is  on  the 
KiQove.    All  the  new  products  that  are  being 

The  Chairman.  And  you  have  been  passing  upon  these  yourself? 

Mr.  Frentz.  The  FHA. 

The  Chairman.  And  you  are  going  to  give  us  a  list  of  all  the  approved  items? 

Mr.  Frentz.  It  would  be  a  tremendous  list.  Senator. 

Senator  Maybank.  There  is  no  doubt  about  that. 

The  Chairman.  Why  would  it  be  tremendous?    You  passed  upon  all  of  them? 

Mr.  Frentz.  We  will  endavor  to  do  our  best  to  get  them  all,  if  we  can. 

l^e  Cja^iJB^AN-  You  say  it  would  be  a  tremendous  list.  Do  you  mean  a  hun- 
PtYed  items,  inaybe?  ,., 

Mr.  FRENTSt.  Oh,  it  would  be  my  rough  guess  there  may  be  500  or  600  or  more. 

He  presented  that  list  to  us.  That  is  the  list  I  have  before  me.  He 
^^ys  there  are  five  or  six  hundred.  I  haven't  counted  them.  He  says 
^ou  passed  upon  each  and  every  one  of  them. 

Mr.  BovARD.  Our  legal  division  undoubtedly  did  pass  upon  those 
f^t:ems,  the  (juestion  being,  is  it,  or  is  it  not,  an  improvement  upon,  or 
*"^  connection  with,  an  existing  structure. 

The  Chairman.  And,  your  opinion  is  that  each  and  every  one  of 
tliese  items — ^I  haven't  seen  it,  of  course. 

Mr.  BovARD.  I  haven't  seen  this  list.  The  ones  that  you  have  men- 
tioned to  me — except  the  dog  kennel.  I  can't  imagine  that  as  being 
^^  improvement  upon  or  in  connection  with  existing  structures. 

44750—54 
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The  Chairman.  Would  you  say  a  television  aerial  was  one?   Did 
you  approve  that? 

Mr.  BovARD.  I  don't  recall  it. 

The  Chairman.  Would  you  approve  it? 

Mr.  BovARD.  It  is  quite  possible,  but  I  doubt  if  we  would  ^^pfon 
a  television  set,  for  instance. 

The  Chairman.  No  ;  but  you  approved  the  aerial  ? 

Mr.  Bovard.  It  might  very  well  oe. 

The  Chairman.  You  did  approve  it,  because  they  have  been  financ- 
ing it,  so  evidently  you  or  your  assistants  approved  it. 

Mr.  BovARD.  It  would  seem  to  be  a  permanent  improvement  to  the 
existing  structure. 

The  Chairman.  As  General  Counsel,  during  the  life  of  this  title  I, 
what  did  you  do  when  all  these  complaints  were  brought  to  your  at- 
tention?   Didn't  you  ever  become  alarmed  about  them? 

Mr.  Bovard.  Yes;  and  we  sent  out  our  investigators  to  the  extent 
that  we  could,  and  investigated  the  facts  to  see  whether  or  not  we  could 
I'ecommend  prosecution  of  the  person  perpetrating  the  fraud  upon  Um 
lender,  or  the  borrower. 

The  Chairman.  What  is  your  suggestion  that  we  do  with  this  pend- 
ing legislation  before  us  ?  Have  you  any  thoughts  on  how  we  could 
eliminate  these  alleged  irregularities  that  we  have  been  reading  about 
that  have  been  occurring? 

Mr.  Bovard.  Well,  of  course,  the  irregularities  that  I  assume  you  are 
referring  to  are  these  high-pressure  salesmen,  particularly,  that  induce 
borrowers  to  buy  things  that  they  don't  need  and  don't  really  want,  or 
in  some  instances  defraud  them  absolutely. 

The  Chairman.  It  is  all  the  alleged  irregularities  that  Mr.  Olney 
was  telling  us  about  and  that  we  have  been  reading  about  in  the 
))aper.  You  ought  to  know  as  well,  or  better  than  any  of  us,  tis  the 
General  Counsel  for  FHA. 

Mr.  Bovard.  I  don't  know  exactly  what  could  be  done  legislative- 
wise  to  protect  the  borrower  against  unscrupulous  salesmen,  because, 
of  course,  we  have  no  contact  with  them.  It  may  be  that  if  the  re- 
sponsibility is  put  on  the  lender  to  inquire  into  the  relations  between 
the  salesman  and  the  borrower  something  might  be  done  along  that 
line,  but  with  respect  to  the  eligible  items  to  which  you  have  referred, 
it  would  be  a  great  help  if  legislation  could  be  enacted  which  would 
definitely  define  what  would  be  eligible. 

The  Chairman.  You  think  the  law  ought  to  specifically  name  the 
items,  or  in  categories  so  simple  that  no  one  could  misundei*stand 
them  ? 

Mr.  Bovard.  Yes :  because,  of  course,  there  is  nothing  in  the  act  that 
indicates — nor  would  I  recommend  that  the  FHA  impose  its  judg- 
ment— as  to  whether  the  improvement  was  necessary  or  cieated  addi- 
tional value. 

The  Chairman.  T\Tiy,  if  you  wei-e  so  conscious  of  the  looseness  of 
this  act,  haven't  you  over  the  past  14,  or  15,  or  16  years  asked  Congress 
to  tighten  it  up  yourself  'i  Your  records  would  show  just  the  opjKjsite, 
that  you  gentlemen  came  here  each  year  with  great  praise  for  title  I 
and  asked  that  it  be  renewed  and  even  at  the  moment  vou  have  asked 
that  we  increase  the  amount  and  lengthen  the  terms.  What  was  there 
about  this  title  I  that  made  everybody  over  at  FHA  so  proud  of  it 
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iat  they  wanted  to  keep  its  good  or  bad  features  under  a  barrel  or 
nder  a  bushel  basket? 

Mr.  BovARD.  That  feeling  of  reconunendation  for  title  I  was  not 
articularly  shared  by  the  Legal  Division.  As  a  matter  of  fact,  the 
Jommissioner  at  one  time,  wnen  Stewart  McDonald  was  Commis- 
ioner — you  may  recall  that  he  recommended  that  title  I  be  repealed. 

Senator  Matbank.  Whom  did  he  reconunend  that  to? 

Mr.  BovARD.  The  congressional  committee. 

Senator  Maybank.  miat  congressional  committee? 

Mr.  BovARD.  Whether  it  was  the  Senate  committee  or  the  House 
ommittee,  I  am  not  particularly  sure. 

Senator  Maybank.  McDonald  recommended  title  I  be  repealed? 

Mr.  BovABD.  Yes,  sir,  at  one  time. 

The  Chairman,  Who  is  McDonald? 

Mr.  Bovard.  He  was  Acting  Commissioner  when  he  came  in. 

The  Chairman.  In  what  year  did  he  recommend  that? 

Senator  Maybank.  I  can  tell  you  about  when  he  did,  because  Stewart 
IcDonald  left  before  I  came.  I  came  in  1941,  so  it  was  sometime  in 
fie  thirties.  I  talked  to  him  once  or  twice  after  I  came  here.  I  would 
ike  to  know  for  my  own  information  when  that  was.  He  was  Com- 
lissioner,  as  I  recall  in  the  early  thirties.  He  left  there  when  I  was 
Jovernor  of  South  Carolina. 

Mr.  BovARD.  Ferguson  came  in. 

Senator  Maybank.  That's  right,  Ferguson  came  in  when  I  was 
fovernor. 

Mr.  BovARD.  He  came  in  as  Commissioner  later. 

Senator  Maybank.  He  had  left  before  I  came  here,  but  I  would  like, 
ut  of  curiosity,  to  know  when  he  recommended  that  and  to  what 
ommittee. 

The  Chairman.  We'll  see  if  the  staff  can  find  out.  What  are  you 
:oing  to  recommend  that  we  do  to  prevent  this  sort  of  thing  ever  hap- 
»enin^again  ? 

ilr.  Bovard.  As  I  suggested,  some  kind  of  tightening  up  or  definition 
i  the  items  that  would  be  eligible. 

The  Chairman.  In  other  words,  you  recommend  that  we  spell  out 
n  the  law  the  items  that  will  be  covered?  What  else  would  you  rec- 
ommend ? 

Mr.  Bovard.  That  is  about  the  only  thing  that  I  can  think  of  at  the 
Qoment. 

The  Chairman.  Don't  you  think  we  ought  to  recommend  making 
he  banks  accept  more  responsibility  ? 

Mr.  Bovard.  Yes.  Of  course,  as  to  whether  the  banks  will  accept 
Quch  more  responsibility  and  how  that  might  affect  the  program,  are 
natters  that  I  know  nothing  about. 

The  Chairman.  I  don't  think  we  care  much  because  if  we  have  to 
lave  dishonesty  and  cheating  on  the  part  of  the  American  people 
n  order  to  get  some  business  done  and  some  repairs  done  to  homes,  I 
hink  we  would  be  better  off  without  them,  donx  you? 

Senator  Maybank.  Without  any  program  at  all. 

The  Chairman.  I  think  we  would  be  better  off  without  them. 

Senator  Bennett.  Mr.  Chairman? 

The  Chairman.  Senator  Bennett. 
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Senator  Bennett.  During  the  years  that  you  have  been  Genenl    It 
Counsel,  have  you  been  aware  during  most  of  these  years  thatths 
opportunity  for  swindhng  existed  and  that  it,  in  fact,  did  gq  on! 

Mr.  BovARD.  Oh,  yes;  we  knew  that  it  did  go  on  to  some  extenL 
because  we  had  complaints  and  we  had  investigations  and  sevenl 
instances  were  prosecuted. 

Senator  Bennett.  To  your  knowledge,  did  FHA  ever  consider! 
general  public  information  program  which  would  alert  the  ordinary 
person  who  might  be  the  victim  of  this  kind  of  an  enterprise  totn   I 
fact  that  these  swindlers  were  possible  or  might  be  suspected? 

Mr.  BovARD.  I  know  that  numerous  administrative   letters  ww  n 
sent  out. 

Senator  Bennett.  Those  were  letters  within  the  organization:! 

Mr.  BovARD.  No;  to  the  qualified  lenders. 

Senator  Bennett.  I  am  thinking  in  terms  of  the  kind  of  a  prog[nii 
which  would  alert  the  individual  long  before  he  met  the  qualifiri 
lender  to  be  on  the  lookout  for  this  kind  of  a  swindle.  I  put  in  ttilt 
record  this  morning  a  letter  from  a  homeowner  in  a  little  town  ii|! 
Utah  who  would  have  no  occasion  to  know  that  the  swindle  exisUJfc 
and  who  was  persuaded  to  buy  a  fire  alarm  system  by  being  told  thil 
FHA  required  it  and  that  if  lie  didn't  get  it  by  January  1,  1954,  lie 
would  be  in  trouble.  The  police  department  and  the  fire  department 
of  that  community,  when  those  things  happened,  released  information 
to  the  press  but  I  notice  FHA's  name  is  not  contained  in  that  warning. 
There  is  no  indication  that  FHA  was  concerned  with  the  protections 
that  individual.  Yet,  if  it  hadn't  been  for  FHA's  guaranty  provision, 
these  fellows  never  would  have  been  able  to  operate.  So,  I  am  asking 
again,  do  you  know  of  any  program  that  FHA  had  to  alert  the  ordi- 
nary public  to  the  posstbility  lliat  they  might  be  subjected  to  that 
kind  of  a  swindle? 

Mr.  Bovard.  I  don't  know  of  any.  Senator. 

Senator  Bennett.  Don't  you  think  the  problem  was  sufficiently 
serious?  I  am  interested  because  when  it  came  to  building  section 
608's,  FHA  spent  a  lot  of  time  and  money  and  held  600  meetings 
around  the  United  States  in  order  to  encourage  this  program.  But, 
when  it  comes  to  protectinir  the  ordinary  fellow  from  swindles  thit 
go  on  under  the  name  of  FHA,  apparently  there  is  neither  time  nor 
money  or  thought  for  that  kind  of  a  public-relations  program.  I 
wonder  if  one  of  the  reasons  that  kind  of  program  wasn't  oeveloped 
was  that  you  didn't  want  to  suggest  that  there  could  be  anjrthing 
wrong  in  FHA.  It  has  been  interesting  to  me  since  these  hearings 
started  that  some  witnesses  have  come  before  us  and  said,  ^K)h,  you 
mustn't  injure  tlie  good  name  of  the  FHA.  The  committee  must 
make  official  ])ronouncements  that  everything  is  all  right,  that  this 
thing  doesn't  really  mean  anything.  We  have  got  to  preserve  the 
public  faith  in  FHA." 

It  seems  to  me  that  one  of  the  ways  to  preserve  faith  is  to  step  out 
boldly  in  the  face  of  knowledge  that  you  have  and  alert  people  that 
the  name  of  FHA  might  be  used  as  a  basis  for  the  kind  of  thing  that 
happened.  That  is  an  affirmative  action  to  defend  the  good  name, 
rather  than  the  kind  of  negative  action  which  would  indicate  that 
you  got  through  with  the  few  complaints  that  came  to  you  and  cot- 
ered  them  up  and  tried  to  get  by  with  the  least  criticism.  You  know 
of  no  such  affirmative  action? 
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Mr.  BovARD.  I  do  not;  but  there  may  very  well  have  been  such 
irmative  action,  without  my  knowing  it. 

Senator  Bennett.  I  would  think  as  the  General  Counsel  the 
ministration  would  have  consulted  you,  because  your  department 
mid  have  had  the  responsibility  fo^'the  prosecution.  Of  course, 
I  understand  it  FHA  can't  prosecute  these  particular  swindlers. 
ley  are  disobeying  State  laws,  not  Federal  laws,  and  your  only 

S>rtuhity  is  to  take  action  against  the  lending  institutions. 
r.  BovARD.  No,  that  is  not  entirely  correct.  Senator.  If  they 
ike  fraudulent  statements  to  the  FHA  through  the  means  of  these 
rms  that  we  had,  certificates  that  we  require  from  them,  that  would 
a  violation  of  Federal  law.  While  we  don't  prosecute  ourselves, 
J  investigate  the  facts  and  report  them — give  the  report  to  the 
apartment  of  Justice. 

Senator  Bennett.  Mr.  Chairman,  I  would  like  to  suggest  before 
5  get  through  that  we  ask  FHA  to  give  us  a  list  of  the  actual  prose- 
tions  on  complaints  on  title  I. 

The  Chairman.  We  will  do  it  right  now.    We  won't  wait.     We 
11  ask  the  clerk  of  the  committee  to  secure  from  the  FHA  a  list  of 
B  actual  prosecutions  under  title  1. 
(The  information  referred  to  follows :) 

Eighty-one  title  I  cases  referred  by  FHA  to  Department  of  Justice  lor  action 
tween  January  1, 1951,  and  May  7, 1954. 

Mr.  Bovard,  you  are  familiar  with  the  fact  that  every  so  often  FHA 
ued  what  has  been  referred  to  here  in  this  committee  as  a  blacklist  of 
alers,  meaning  dealers  that  had  violated  the  rules  and  regulations, 
d  this  list  was  published  by  FHA  and  sent  out  to  all  the  lending 
encies,  some  8,000,  I  believe.    In  each  instance,  did  they  get  your 

Eroval  as  the  General  Counsel  before  they  blacklisted  the  dealer? 
[r.  BovABD.  No. 
The  Chairman.  They  just  did  it  themselves? 
Mr.  Bovard.  That  is,  tne  administrative  section  did  it. 
iTie  Chairman.  On  whose  complaint  did  he  do  it? 
Mr.  Bovard.  I  don't  know  the  exact  procedure  for  putting  these 
alers  on  this  precautionary  list.     You  understand  we  doirt  take 
y  action  against  the  man  on  that  precautionary  list.     However,  we 
1  lenders  if  they  deal  with  that  man  they  must  get  this,  that,  and 
d  other-itdditional  information. 

3?he  Chairman.  You  publish  it  and  send  it  out  to  8,000  lending 
Ititutions,  which  makes  it  public  property  subject  to  being  printed 
^the  newspapers.    My  point  is,  wasnx  any  care  given  to  make  cer- 
m  that  the  man  should  have  been  taken  off  the  list? 
Mr.  Bovard.  Oh,  yes,  I  think  so. 

^The  Chairman.  You  are  the  General  Counsel.    Tell  us  exactly 
tat  precautions  were  taken. 
l4r.  Bovard.  I  can't  tell  you  the  exact  procedure.    Undoubtedly 

tobers  of  my  staff  who  are  more  familiar  with  the  details 

jThe  Chairman.  Mr.  Murphy  is  our  next  witness.  How  long  was 
-jWith  you  ? 

Bovard.  For  a  number  of  years. 
!ie  Chairman.  Many  years? 
Cr.  Bovard.  Yes. 

CffXteMAN.  Do  you  think -kfe  vTould  have  the  answer  to  this 
ifistionf 
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Mr.  BovABD.  Yes,  no  question  about  it 

The  Chairman.  How  inany  lawyers  did  you  have  working  niAx  ' 
you  as  General  Counsel  f 

Mr.  BoYABD.  WelL  I  don't  recalL 

The  OffAiRMAN.  Well,  abo«;^  how  many  ?    Would  you  say  2  w  10! 

Mr.  BovABD.  Oh,  no,  more  than  that  Maybe  as  many  as  15  Mat- 
neys,  possibly  20.  You  see,  I  haven't  been  back  to  the  office  for  aom 
2  weeks. 

The  Chairman.  I  mean  when  you  were  there  how  many  did  yoQ 
have? 

Mr.  BovAHD.  About  that  many.  I  think  we  had  42  or  50  in  tlie 
Division,  42  or  60  people  in  the  Division  which  would  include  secre- 
taries. 

The  Chairman.  How  many  would  you  have  in  the  Washington 
office? 

Mr.  BovARD.  Th^  would  all  be  in  the  Washington  office^ 

The  Chairman.  Then  you  have  these  rejponal  (dices  or  State  offioes. 
You  had  some  attorneys  there,  didn't  you  f 

Mr.  BovARD.  Yes,  but  they  were  not  on  the  staff  of  the  Leeal  Di- 
vision. They  were  on  the  payroll  of  the  individual  re^ons  and  zones 
while  they  were  under  our  technical  supervision  in  the  Legal  Division. 
We  had  maybe  10  field  attorneys  in  addition. 

The  Chairman.  You  say  **maybe."    You  were  the  Oeneral  CounseL 

Mr.  BovARD.  Yes,  but  I  don't  remember  those  figures. 

The  Chairman.  Wouldn't  you  remember  a  simple  thing  like  that^ 
as  to  how  many  attorneys  you  had  working  for  you?  Do  they  come 
and  go! 

Mr.  Bovard.  Unfortunately,  they  do  come  and  go.  We  have  had 
a  number  of  cases  recently,  within  tne  last  2  or  3  years. 

The  Chairman.  What  other  duties  did  you  have? 

Are  there  any  duties  over  there  that  you  had  where  you're  positive 
as  to  what  did  go  on  ?  I  am  serious  about  it.  It  is  kind  of  funny.  I 
don't  want  to  get  too  critical  about  this. 

Here  you  are  the  General  Counsel.  You  have  been  there  since  1934, 
and  you  can't  even  answer  simple  questions.  I  know  you're  not 
avoiding  them. 

Mr.  Bovard.  You  mean  as  to  the  number  of  attomevs? 

The  Chairman.  Yes,  and  as  to  whether  you  handled  these  lists  or 
not. 

Mr.  Bovard.  I  have  never  seen  the  lists.  I  can  give  you  a  poati^e 
answer  to  that. 

The  Chairman.  You,  as  General  Counsel,  didn't  have  a  system 
where  certain  legal  matters  had  to  be  cleared  by  you  before  they  could 
act? 

You  know,  I  am  beginning  to  realize  why  this  FHA  agency  is  in 
the  trouble  it  is  in.  It  looks  to  me  like  it  was  a  loosely  operated  and 
administered  organization. 

I  want  to  get  into  these  section  608's  in  a  minute,  when  we  get  off 
title  I.  For  example,  it  seems  to  me  that  it  is  quite  a  serious  thing  to 
put  a  dealer  on  the  blacklist. 

No  doubt  they  belonged  on,  but  it  is  a  pretty  serious  thing  to  put » 
dealer  on  the  blacklist.  I  say  you  had  no  method  of  proving  the 
charge  or  proving  that  he  should  go  on  or  should  not,  as  far  as  you 
know. 
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Mr.  BovARD.  Mr.  Murphy  can  give  you  a  much  better  answer  than 
I  can  on  that. 

The  Chairman.  Let's  get  into  section  608,  unless  you  gentlemen 
have  some  further  questions  on  title  I. 

You  have  heard  the  irregularities,  the  alleged  irregularities.  You 
have  been  reading  about  them  now  for  3  weeks  in  the  newspapers  and 
I  think  you  possibly  have  attended  some  of  these  meetings. 

What  do  you  think  we  can  do  in  this  law  that  is  before  Us  at  the 
moment  to  prevent  that  sort  of  thing  happening  again,  or  should  it 
be  prevented? 

Mr.  BovAKD.  You  are  referring,  I  assume,  to  the  difference  between 
the  estimated  cost  and  the  actual  cost. 

The  Chairman.  What  I  am  referring  to  is  that  I  think  it  was  the 
intent  of  Congress  that  they  were  to  get  90  percent  of  the  cost  and 
then  they  gave  you,  the  FHA,  the  right  to  estimate  the  cost  so  that  they 
could  make  the  commitments  in  advance  and  so  forth. 

It  was  the  intention  that  they  were  to  get  90  percent  of  the  cost.  At 
least,  that  is  what  we  wanted  to  give  to  them.  Now,  it  seems  as 
though  in  many  instances  they  received  much  more  and  made  a  profit 
on  it. 

How  can  we  eliminate  that  sort  of  thing  happening  in  the  future? 

Mr.  BovARD.  The  only  suggestion  that  I  can  think  of  at  the  moment 
would  possibly  be  cost  certification,  similar  to  that  included  in  section 
980. 

Senator  Maybank.  Will  the  Senator  yield? 

The  Chairman.  Senator  Maybank. 

Senator  Maybank.  Hasn't  there  been  some  trouble  in  the  so-callexl 
militaiy  housing  on  cost  certification,  or  have  you  not  heard  of  that? 

Mr.  JBovARD.  I  haven't  heard  of  it. 

Senator  Maybank.  You  have  never  heard  any  complaints  aboUt 
military  housing? 

Mr.  Bovard.  Of  what  nature.  Senator? 

Senator  Maybank.  That  it  costs  more  than  it  was  supposed  to  cost, 
even  though  they  were  certified  ? 

Mr.  Bovard.  I  haven't;  no. 

The  Chairman.  I  hold  in  mj'  hand  some  testimony  you  gave  on 
Julj^  29, 1949,  on  this  subject.  It  is  not  necessary  to  go  into  it;  it  wag 
put  in  the  record.     (See  p.  1503.) 

In  that  vou  say  that  it  just  couldn't  run  over  a  hundred  percent 
Yet  according  to  the  Internal  Revenue  Service,  it  has  gone  over  in 
several  hundred  cases. 

Mr.  Bovard.  Well  now,  of  course,  the  determination  of  exists  is  en- 
tirely outside  our  division,  the  Legal  Division.  It  is  a  matt>er  of 
underwriting  and  administrative  determination. 

I  was  listening  to  the  testimony  this  morning  of  Mr  Greene,  and 
there  seemed  to  be  some  confasion  as  to  what  difference  really  was. 

It  just,  occurred  to  me,  do  we  mean  the  cost  U)  the  mortgagor  c/ir- 
poration,  or  do  we  mean  the  r!0<it  of  the  projerrt  t/i  the  uiorif^affffr  o/fT- 
poration  and  the  builder? 

The  CHApM AX.  I  think  what  we  mean  is  the  cr/<ft.  to  the  c^irfKiration, 
that  when  it  was  all  finished,  o^ned,  the  huilding^  or  the  ryiftt  Uf  the 
fellow  who  got  the  commitment  to  in-ture  hi-  morif£Hf!(f, 

Mr.  Bovard.  The  cost  to  the  Uirrower  c/fr\fffrHtiifU  ? 


Digitized  by  VjOOQ IC 


1704  HOUSrNG    ACT    OF    1964 

The  Chairman.  The  man  who  got  the  commitment  to  borrow  fl» 
money. 

Mr.  BovARD.  It  was  a  corporation,  you  will  recall,  in  all  these  sectia 
608  cases.    The  mortgagor  corporation  is  a  corporation  there. 

The  Chairman.  Wait  a  minute.  FHA  required  that  they  orguiin 
a  separate  corporation,  is  that  right? 

Mr.  BovARD.  Yes;  a  separate  mortgagor  corporation,  to  own  tod 
operate  this  project. 

The  Chairman.  And  they  took  $100  worth  of  preferred  stock  in 
each,  is  that  correct? 

Mr.  BovARD.  That  is  right.  Of  course,  there  were  some  exceptiwis 
in  the  under  $200,000  cases  for  a  certain  short  period  of  time. 

The  Chairman.  Why  did  you  require  that  they  organize  a  separate 
corporation  in  each  instance? 

Mr.  BovARD.  Because  we  felt  that  this  coi^poration  should  own  their 
individual  project  and  should  not  be  engaged  in  other  busin^ses. 

The  Chairman.  Why  ?  Why  wouldn't  it  have  lieen  better  for  them 
to  have  been  engaged  in  a  $10  million  busine^^s  and  put  the  assets  of 
the  other  $10  million  up  against  this  particular  mortgage? 

Why  did  you  want  them  to  be  separate  corporations  and  permit 
them  to  do  it  with  $1,000  or  $2,500  or  $7,500  ? 

Mr.  BovARD.  I  can't  answer  the  reasons  for  that.  I  don't  know.  I 
am  convinced  that 

The  Chairman.  Let  me  ask  you  another  question.  Why,  when  a 
corporation  was  organized,  let  us  say,  by  3  people,  and  they  put  in 
$2,500  each,  and  then  they  got  a  commitment  to  build  a  building  and 
the  FHA  would  insure  their  mortgage  for,  well  say,  $4  million,  why 
didn't  you  require  that  those  3  individuals  endorse  the  mortgage? 

Why  did  you  let  them  off  with  just  a  little  $7,500  corporation  on  a 
$1  million  project?    There  were  a  lot  of  them  like  tliat. 

Mr.  Bovard.  That  would  be  a  matter  entirely  outside  the  scope  of 
the  autliority  of  the  Legal  Division. 

The  Chairman.  Did  they  ever  ask  your  opinion  as  to  whether  or 
not  it  was  good  business  to  permit  a  man  with  $2,500  to  organize  a 
corporation  and  that  would  be  all  the  assets  the  corporation  had  and 
then  build  $2  million  project  and  the  Government  would  guarantee 
the  mortgage  up  to  $2  million? 

Mr.  Bovard.  No,  sir. 

The  Chairman.  They  never  a^ed  your  opinion  about  it? 

Mr.  Bovard.  They  did  not. 

The  Chairman.  Had  they  asked  your  opinion,  you  would  have 
advised  them  what? 

Mr.  Bovard.  I  don't  know,  sir.  I  would  like  to  pursue  that  question 
on  cost. 

The  Chairman.  You  go  ahead. 

Mr.  Bovard.  Where  one  individual,  the  same  interest,  owned  both 
the  mortgagor  corporation  and  the  building  corporation,  the  contract 
price  between  the  two  corporations  would  not  be  significant  as  to 
the  actual  costs  of  the  project. 

It  is  similar  to  a  man  making  a  contract  with  himself  to  build  a 
building.  He  can  fix  that  contract  price  at  any  figure  which  may 
seem  advantageous  to  him  or  for  any  reason. 

So  consequently,  it  occurs  to  me  that  this  wide  difference,  which 
seems  fflmost'unbelieval  ^i     i  the  estimated  cost  of  the  pr6jfH 
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and  the  actual  cost  to  the  mortgagor  corporation  may  be  offset  by  a 
corresponding  loss  to  the  contracting  corporation. 
;  Senator  Bennett.  Mr.  Chairman? 

The  Chairman.  Senator  Bennett. 

Senator  Bennett.  If  that  were  so,  why  should  the  mortgagor  cor- 
poration involve  itself  in  the  payment  of  income  taxes  on  the  profit, 
if  the  profit  were  offset  by  a  loss  on  the  other  side  ? 

It's  obvious  to  me  that  there  was  no  offsetting  loss. 

Mr.  fiovARD.  Maybe  so.    I  don^t  know  anyniing  about  those  facts. 

Senator  Bennett.  The  income  tax  returns,  as  I  remember,  reveal 
that. 

Mr.  BovARD.  There  are,  of  course,  two  separate  corporations. 

The  Chairman.  Mr.  Bovard,  you  were  the  general  counsel  at  the 
time  this  law  was  passed,  were  you  not?  And  as  general  counsel  one 
of  your  duties  was  to  write  up  all  the  rules  and  regulations  and  inter- 
pret the  law,  is  that  correct? 

Mr.  Bovard.  We  interpreted  the  law  and  we  assisted  in 

The  Chairman.  You  approved  the  legal  aspects  of  the  rules  and 
regulations? 

Mr.  Bovard.  That  is  right. 

The  Chairman.  Tell  us  why  you  insisted,  if  you  did,  or  if  you  didn't, 
who  did — I'm  going  to  say  this  because  I  think  it  is  true — if  it  is 
proven  later  that  it  is  untrue,  we  will  be  able  to  tell  as  we  get  into 
these  things — that  separate  corporations  be  organized  with  practically 
HamoBW'Orno  assfets,  rather  than  pfermitting  thr^  individulils'sis  a 
partnership  to  do  it,  with  all  the  other  assete  that  they  might  own 
behind  this  mortgage.  Why  did  you  insist  on  separate  corporations 
with  no  money,  or  practically  no  money  ? 

Mr.  Bovard.  I  didn't  insist. 

The  Chairman.  Then  who  did  ?    Who  adopted  that  policy  ? 

Mr.  Bovard.  I  imagine  it  was  an  administrative  determination.  It 
would  normally  be  an  administrative  determination. 

The  Chairman.  Let  me  ask  you  this :  I  can  see  where  you  might 
have  permitted  Senator  Bennett  and  me,  and  Senator  Maybank  to 
have  organized  a  corporation  and  put  $7,500  in  it  and  financed  our 
mortgage  for  two  or  three  million  dollars,  because  all  3  of  us  happen  to 
have  considerable  wealth  outside  this  $7,500  that  we  put  in  the 
corporation. 

Why  didn't  you  require  that  the  three  of  us  endorse  the  mortgage? 

Mr.  Bovard.  You  probably  wouldn't  have  been  willing  to  do  so. 

The  Chairman.  How  do  you  know  ?  My  point  is :  I'm  trying  to 
find  out  why  you  people  in  the  FHA  insisted  that  they  be  corporations 
with  very  little,  if  any,  money  in  them,  and  then  didn't  require  that 
the  stockholders  endorse  the  mortgage  until  it  was  paid  off. 

Why  did  you  let  them  off  the  hookl  We  will  find  out  before  we  get 
through,  you  can  rest  assured  of  that,  if  it  takes  a  year,  but  I  thought 
maybe  you  could  help  us. 

Why  did  you  do  that? 

Mr.  Bovard.  I  don't  know.  It  would  have  been  an  administrative 
decision  and  not  a  legal  decision. 

The  Chairman.  We  were  hopeful  we  would  get  that  from  Mr. 
Powell,  but  he  doesn't  want  to  testify.  You  know  Mr.  Powell,  don't 
yout 

Mr.  Bovard.  Yes. 
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The  Chairman.  He  was  there  all  during  the  time  you  were  thm. 

Mr.  BovARD.  It  may  be  that  Mr.  Perce  will  be  able  to  give  you  tint 

The  Chairman.  Did  Mr.  Powell  have  complete  charge  of  secdon 
608? 

Mr.  BovARD.  He  was  the  administrative  head  of  the  Rental  Hoaai^ 
Section. 

The  Chairman.  Do  you  know  who  made  the  decision  that  thermul 
be  separate  corporations  in  every  instance! 

Mr.  BovARD.  rio ;  I  do  not. 

The  Chairman.  Do  you  know  why  they  made  that  decision! 

Mr.  BovARD.  One  of  the  reasons  they  wanted  it  to  be  a  corp<»aftm 
was  to  facilitate  the  FHA  control  over  rents  and  so  forth. 

The  Chairman.  They  could  have  done  that  jiist  as  well  without  a 
corporation. 

Mr.  BovARD.  You  mean  if  it  were  an  individual? 

The  Chairman.  Certainly. 

Mr.  BovARD.  It  is  a  little  more  difficult  It  has  to  be  by  regulatoiy 
contract  Of  course,  we  did  make  a  few  section  608's  under  200,000 
where  the  mortgagors  were  individuals.  They  were  uncontrolled  afl 
to  rents  and  charges. 

The  Chairman.  You  can  control  an  individual  as  well  as  yovi  can 
control  a  corporation,  can't  you,  under  the  law? 

Mr.  BovARD.  It  is  much  more  difficult  because,  of  course,  our  author- 
ity after  the  mortgage  is  insured  depends  entirely  on  contract  Mi- 
gations. 

The  Chairman.  You  see  what  has  happened  in  these  instances; 
You  see,  here  would  be  a  man  worth  maybe  $1  million  or  $2  million. 
He  would  put  up  $2,500  or  $5,000  in  a  corporation. 

Well,  the  corporation  is  only  liable  for  $5,000,  and  you  gentlemen 
just  let  him  off  completely  with  all  the  rest  of  his  assets.  I  am 
trying  to  find  out  why  you  didn't  have  him  endorse  the  mortgage. 

Mr.  Bovard.  I  am  convinced  that  is  because  he  would  not  have 
endorsed  it. 

The  Chairman.  Then  let  him  go ;  they  wouldn't  put  up  a  building. 
That  is  just  my  point.  As  I  said  this  morning,  you  gentlemen  are 
afraid  you  are  going  to  offend  somebody. 

You  just  said  you  were  afraid  you  were  going  to  offend  somebody 
because  you  were  afraid  he  wouldn't  endorse  it. 

Mr.  Bovard.  We  wanted  to  put  across  the  program  that  the  Con- 
gress wanted  us  to  put  across. 

The  Chairman.  What  program  did  the  Congress  want  you  to  put 
across? 

Mr.  Bovard.  The  section  608  housing  program,  to  get  builders  to 
build. 

The  Chairman.  Yes,  the  Congress  passed  the  law,  but  we  didn't 
know  you  were  going  to  administer  it  as  you  did. 

I  was  not  here  when  it  was  passed,  but  I  am  certain  they  didnt 
expect  you  to  administer  it  as  you  did,  permitting:  these  gentlemen  to 
get  completely  off  the  hook.    That  is  what  you  did. 

We  are  just  trying  to  find  out  why  that  policy  was  adopted.  Maybe 
there  is  some  good  reason.  I  can't  see  it,  but  maybe  there  is  some 
good  reason  for  it. 

There  was  nothing  in  the  law  that  required  you  to  do  it.  The  law 
did  require  you  to  set  the  rents.     The  law  required  you  to  get  certain 
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sports  from  the  owners.  The  law  required  you  to  do  certain  things, 
ut  the  law  didn't  require  you  to  do  a  single  thing  that  you  could  not 
ave  done  with  an  individual  as  well  as  with  a  corporation. 

You  will  find  the  pattern  all  through  here  is  tnat  3  people  or  5 
people  organized  the  corporation  and  put  in  a  very  small  amount  of 
Qoney.  But  even  if  you  wanted  a  corporation,  why  didn't  you  require 
-hat  the  owners  or  stockholders.  3  of  them  or  5  of  them,  in  most 
nstances,  endorse  the  mortgage? 

Mr.  BovARD.  It  is  the  same  answer.  I  don't  believe  that  they 
^ould  have  been  willing  to  do  so  or  that  they  would  have  been  willing 
o  build  the  buildings. 

The  Chairman.  Why  wouldn't  they  be  willing  to  do  it?  If  they 
Fere  honest  and  intended  to  pay  the  money  and  thought  it  was  a  good 
)roject,  they  would  have  done  it. 

Mr.  BovARD.  They  didn't  want  to  put  their  own  personal  capital 
t  risk. 

The  Chairman.  I  think  you  are  going  to  find  two  classes  of  people 
irent  into  these.  One  was  people  who  had  absolutely  no  money  and 
;ot  in  on  a  shoestring,  and  the  other  is  people  with  a  lot  of  money  that 
rsanized  these  little  corporations  to  protect  themselves  against  the 
alance  of  their  wealth  and  went  in  in  a  big  way.  We  will  get  all  of 
hat  later  as  we  get  into  this  business  and  get  our  C.  P.  A.'s  to  analyze 
he  whole  business.    Senator  Bennett? 

Senator  Bennett.  I  had  a  couple  of  questions.  Could  the  reason 
iiat  you  required  an  incorporation  be  that  you  wanted  a  situation 
nder  which  FHA  could  take  preferred  stock?  Didn't  FHA  take 
I'ef erred  stock  in  ever}'^  one  of  these  corporations? 

Mr.  Bovard.  That  is  right. 

Senator  Bennett.  What  was  the  reason  for  requiring  these  corpora- 
ons  to  provide  FHA  with  preferred  stock? 

Mr.  BovARD.  So  that  we  would  have  control  in  the  event  of  a  default 
i  the  mortgage  or  a  default  under  the  charter  provisions.  We  could 
«p  in  and  oust  the  existing  directors,  take  over  effective  control  of  the 
>rporation. 

Senator  Bennett.  As  I  remember  it,  the  evidence  has  been  that  the 
mount  of  preferred  stock  in  most  cases  was  $100. 

Mr.  Bovard.  That  is  all. 

Senator  Bennett.  Do  you  think  that  is  enough  to  give  you  control? 

Mr.  Bovard.  It  was  a  special  type  of  preferi-ed  stock  which  was 
'holly  owned  by  the  Commissioner  and  was  issued  for  that  express 
urpose,  and  the  charter  provisions  provided  that  in  the  event  of  a 
efault  the  preferred  stockholders  could,  upon  call  of  a  meeting, 
lect  their  own  directors,  ousting  the  othere. 

Senator  Bennett'.  And  the  FHA  had  tlien  two  strings  to  its  bow. 
t  could  proceed  under  the  mortgage  or  it  could  proceed  under  its 
wnership  as  the  owner  of  preferred  stock? 

Mr.  Bovard.  FHA  did  not  have  the  mortgage,  of  course. 

Senator  Bennett'.  It  would  eventually  get  it  in  the  event  the  mort- 
age was  in  default  and  was  turned  back  by  the  person  who  was  guar- 
nteedbyFHA. 

Mr.  Bovard.  The  principal  purpose  of  it  was  to  control  rents.  It 
lay  be  that  the  building  corporation  was  charging  rents  in  excess  of 
fie  schedule  approved  by  us  and  that  the  mortgage  was  in  perfectly 
ood  standing. 
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Senator  Bennett.  Did  your  ownership  of  the  $100  worth  4)1  {» 
f erred  stock  give  you  the  power  to  move  in  and  take  over  the  mtmg 
ment  in  the  event  of  violation  of  the  rental  agreement  ? 

Mr.  BovARD.  Absolutely. 

Senator  Bennett.  Then  that  was  the  reason  for  that  partkoli 
device? 

Mr.  BovARD.  Yes. 

Senator  Bennett.  You  and  the  chairman  have  eng^fied  jxL.(iuiie 
discui^on  as  to  why  you  insisted  on  a  corporation  and  you  coiiKb 
give  him  any  answer. 

Could  it  be  that  you  required  a  corporation  entity  in  order  to  hai 
this  preferred-stock  provision  ? 

Mr.  BovARD.  That  was  the  principal  reason,  no  question  about  i 

Senator  Bennett.  Why  didn't  you  tell  the  chairman  that  15  or! 
minutes  ago? 

Mr.  BovABD.  I  am  sorry. 

The  Chairman.  You  sa^  you  did  that  in  order  that  you  would  hn 
this  preferred  position  with  $100  worth  of  preferred  stock.  Tb 
still  doesn't  answer  the  question  as  to  why  you  didnt  reouire  d 
stockholders  to  endorse  the  mortgage,  or  a  portion  of  it^  wnich  j« 
didn't  do  in  any  instance.     Is  that  right? 

Mr.  BovARD.  That  is  ri^ht^  it  didnx  answer  that.  My  answer  I 
that  was  merely  that  I  didn't  believe  they  would  do  it.  < 

Senator  Bennett.  I  would  justlike-to  make^one  other  observatii 
I  am  puzried  by  the  lesiinbtionHilit^^'caii  c<mtrol  rents  if  yoail 
dealii^  with  a  corporation  but  you  can't  control  rents  if  you  are  id 
ing  with  an  individual.  *  i 

During  the  housing  hearings,  the  rent  control  hearings  in  this  cfli 
mittee  over  the  last.  2  or  3  years,  we  have  had  literally  hundreds^ 
witnesses  come  before  us,  individuals  who  owned  and  rented  pro] 
and  who  found  themselves  controlled  by  Federal  rent  controls. 

That  operated  whether  they  were  individuals  or  corporations, 
can't  see  why  your  program  wouldn't  have  operated  just  as  effecti 

Mr.  HovARD.  Well,  I  don't  say  that  we  couldn't  have  devised  J 
such  plan  prior  to  the  insurance,  but  it  was  not  done,  and  after 
mortgi^ge  was  insured,  the  only  authority  we  would  have  to  conti 
these  borrowers  and  the  amount  of  rent  that  they  could  chai^  woi 
be  by  virtue  of  our  preferred  stock  or  c<Hitract  obligations  or  agrt 
ments  with  them. 

Senator  Bexxett.  Well,  it  was  the  only  opportunity  you  had, 
cause  that  was  the  method  youichose.  .^I  think  it  would  "havB  beenp 
aible  to  have  devised  a  method  or  a  contractual  relationship  that 
have  worked  just  as  well  with  an  individual. 

Mr.  Chairman,  I  would  be  interested,  since  we  ha\-e  covered  quit 
range  in  the  last  hour,  and  also  since  we  are  to  hear  Mr.  Murj 
and  later  on  Mr.  Prothro,  to  know  just  what  the  fiuiotions  of 
General  Counsel's  office  are,  what  Mr.  BovardV  ^vt^|x>l^sibilitie6 1 
in  the  agency. 

("^an  you  sketch  those  out  for  us,  Mr.  Bovard  i 

Mr.  BovARD.  I  tried  to  do  so  in  a  general  way*  to  indicate  thiti 
our  responsibility  to  advise  the  Conrniissdoner  anvi  the  staff  ^ 
respect  to  the  legal  aspects  of  any  proposals  or  actions  wldch  b 
about  to  take  and  also  to  assist  inrevising  rules  and  rv^nlations 
statutory  changes,  legislative  proposals. 
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Senator  Bennett.  You  don't  initiate  any  policies  then? 

Mr.  BovAKD.  No. 

Senator  Bennbtt.  You  simply  advise  on  the  legality  of  the  policies 
litiated  by  the  other  sections?  ' 

Mr.  BovARD.  The  legal  effect. 

Senator  Bennett.  Was  the  investigative  staff  of  the  agency  under 
3ur  control? 

Mr.  BovARD.  Tliat  is  right. 

Senator  Bennett.  Were  you  in  a  position  to  determine  whether  or 
ot  an  investigation  should  be  made  or  should  not  be  made,  or  was 
lat  power  or  responsibility  in  the  hands  of  someone  else? 

Mr.  BovARD.  It  was  in  the  hands  of  the  Legal  Division. 

Senator  Bennett.  Then  any  complaints  were  sent  to  you  and  you 
Btermined  whetlier  or  not  they  should  be  followed  up  or  whether  they 
loiUd  be  investigated? 

Mr.  Bt)VARD.  They  were  followed<up.  in  every  instance  where  we  had 
len  available  to  follow  them  up. 

Senator  Bennett.  Early  in  the  testimony  we  were  told  that  at- 
'mpts  were  made  to  get  investigative  action  on  this  title  I  problem 
long  time  before  it  actually  occurred. 

Were  you  conscious  that  as  early  as  last  April,  Mr.  Cole  of  the 
[ousing  and  Home  Finance  Agency  was  interested  in  trying  to  run 
own  and  investigate  these  title  I  scandals  that  were  showing  up  in 
prions  parts  of  the  country? 

Mr.  BovARD.  Yes;  we  were  also  intei-ested  in  doing  that. 

Senator  Bennett.  Do  you  figure  that  you  were  as  active  as  you 
>uld  have  been  under  the  circumstances  ? 

Mr.  BovARD.  Absolutely. 

Senator  Bennett.  Did  any  of  those  investigations  since  April  1953 
^ult  in  prosecution  or  in  the  removal  of  FHA  personnel  ? 

Mr.  BovAM).  You  are  not  tjalking  about  title  1  investigations? 

Senator  Bennett.  I  am  talking  about  title  I.  I  understand  that 
ou  conducted  no  investigations  on  section  608,  that  there  was  no 
roblem. 

Mr.  BovARD.  I  don't  recall. 

Senator  Bennett.  You  were  not  alerted  to  that  problem  until  after 
ae  story  was  released  here  in  Washington  through  the  Internal  Rev- 
nue  Service? 

Mr.  BovARD.  Our  Investigation  Section  was  under  the  immediate 
upervision  of  Mr.  Murphy.  Mr.  Hillock  was  our  Chief  Investigator 
ndbad  his  crew,  and  then  Mr.  Murphy  was  in  charge  of  the  investi- 
ations  there. 

He  directed  Mr.  Hillock  what  investigations  to  make  and  when  to 
lake  them,  as  far  as  possible.  He  may  be  able  to  give  you  more  spe- 
ifie  information  as  to  what  cases  were  prosecuted  and  so  forth,  and 
rhether  or  not  any  of  the  FHA  personnel  were  let  out  by  reason 
f  them.    I  didn't  know  that  there  were  any. 

Senator  Bennett.  I  don't  know  either.  I  was  just  asking  the 
uestion. 

Mr.  BovARD.  I  do  not  know  the  details  with  respect  to  any  particu- 
tr  cases. 

Senator  Bennett.  Going  back  to  the  question  of  your  function, 
istimony  has  also  brought  out  that  the  question  of  inclusion  of  cer- 
liB  tjpee  of  home  improvement  or  certain  products  that  were  offered 
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as  being  eligible  for  home  improvement,  that  that  determinatimi  in- 
volved your  Department. 

The  question  was  referred  to  vour  Department  for  detenniiiitio& 
as  to  whether  the  particular  product  or  tne  particular  property  csine 
within  the  law. 

Mr.  BovARD.  That  is  right. 

Senator  Bennett.  Was  there  any  other  type  of  determinatiwm  af- 
fecting the  program,  any  other  ^milar  type  oi  determination  wfcrnd 
to  you? 

Mr.  BovARD.  Well,  questions  may  have  come  up,  certainly,  with  re- 
spect to  eligibility  of  homes  for  mortgage  insurance. 

Senator  Bennett.  Specific  cases? 

Mr.  BovARD.  Yes.  Whether  or  not,  for  instance,  some  of  them  were 
not  entitled  to  a  90-percent  loan  unless  they  were  approved  for  moit- 
ga^  insurance  prior  to  the  beginning  of  construction  by  a  statute 
which  involved  a  legal  determination  and  so  forth. 

Senator  Bennett.  To  what  extent  have  you  l^en  involved  in  these 
precautionary  lists,  or  your  Department,  and  in  the  relationship  of  tibe 
FHA  with  the  lending  agencies? 

Do  you  know  of  any  cases  where  the  FHA  has  taken  lending 
agencies  off  of  its  list  and  forbidden  them  any  longer  to  make  title  I 
loans? 

Mr.  BovARD.  I  am  convinced  that  we  have  had  cases  where  the  lend- 
ing agency — ^but  that  is  quite  separate. from  the  precautionary  list 

Senator  Bennett.  There  are  two  lists,  I  recognize  that. 

Let  me  ask  the  question  in  another  way. 

Did  your  Department  have  any  i-esponsibility  for  determining 
whether  or  not  specific  lending  agencies  should  continue  to  have  the 
privilege  of  making  title  I  loans? 

Mr.  BovARD.  In  connection  with  the  legal  aspects,  as  to  whethff 
they  were  entitled  to  a  hearing  or  whether  we  thought  that  the  fads 
of  the  case  would  justify  a  cancellation  of  the  title  I  insurance  con- 
tract, yes  indeed. 

Senator  Benneit.  To  wliat  extent  were  you  involved  in  the  makeup 
of  these  precautionary  lists? 

Mr.  Bo^'ARi).  Very  little  with  respect  to  the  makeup,  what  individ- 
uals would  go  on  the  pi-ecautionary  list. 

The  CiiAiRMAx.  If  tlie  Senator  will  yield,  why  don't  we  call  Mr. 
Murphy  and  have  botli  of  them  here? 

Mr.  Murphy,  will  you  come  forward,  please?  Mr.  Murphy,  wiD 
you  be  sworn  in,  please? 

Do  you  solemnly  swear  to  tell  the  tinith,  the  whole  truth,  and 
nothing  but  the  truth,  so  help  you  God? 

TESTIMONY  OF  HOWARD  H.  HUEPHY,  FORMER  ASSOCIATE  GEI- 
ERAL  COUNSEL,  FEDERAL  HOUSING  ADMINISTRATION 

Mr.  Murphy.  Yes,  sir. 

The  Chairman.  Will  you  be  seated,  Mr.  Murphy?  You  can  botli 
use  the  same  microphone. 

How  long  have  you  been  with  the  FHA,  Mr.  Murphy? 
Mr.  Murphy.  A  little  over  Ifi  yeai*s. 

The  Chairman.  And  you  are  the  Assistant  General  Counsel? 
Mr.  MuRi'HY.  The  past  title  was  the  Associate  General  Counsel. 
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The  Chairman,  Can  you  tell  us 

Mr.  Murphy.  I  have  a  prepared  statement,  sir. 

The  Chairman.  Do  you  want  to  read  a  prepared  statement? 

Mr.  MuRPUY.  Yes,  sir. 

The  Chairman.  How  long  a  prepared  statement  is  it? 

Mr.  MuRi'iiY.  It  is  only  about  5^4  pages. 

The  Chairman.  Do  you  have  any  objection  to  my  asking  you  a  few 
uestions  before  you  read  your  prepared  statement  ? 

Mr.  Murphy.  No,  sir. 

The  Chairman.  Then  why  don't  you  just  be  seated. 

Have  you  resigned  from  the  FHA,  Mr.  Murphy? 

Mr.  Murphy.  Yes,  sir;  I  have  resigned. 

The  Chairman.  Did  they  accept  your  resignation? 

Mr.  Murphy.  Yes,  sir. 

The  Chairman.  Mr.  Bovard,  have  you  resigned? 

Mr.  Bovard.  No;  I  have  not. 

The  Chairman.  Did  they  re(iuest  your  resignation? 

Mr.  Bovard.  They  did. 

TfTie  Chairman.  And  so  far  you  have  refused  to  quit? 

Mr.  Bovard.  Yes. 

The  Chairman.  Mr.  Murphy,  are  you  familiar  with  this  list  of 
jems  that  were  supi)osedly  financed  under  title  I  ? 

Mr.  Murphy.  1  am  not  familiar  with  the  specific  list,  Senator,  but 


The  Chairman.  Are  you  familiar  with  the  fact  that  there  is  such  a 

St? 

Mr.  Murphy.  I  undei-stand  that;  yes,  sir. 

The  Chairman.  Did  you,  as  the  Assistant  General  Counsel,  or 
rhatever  your  official  title  was,  pass  upon  these  yourself  or  do  you 
now  who  did  pass  upon  them  ? 

Mr.  Murphy.  I  tliink  that  perhaps  about  four  of  us,  during  the 
rocess  of  the  yeare,  have  passed  individually  on  those  specific  items. 

The  organization  of  the  Legal  Division  is  set  up  so  that  we  have 
wo  men  who  specialize  primarily  in  title  I  problems. 

The  Chairman.  What  are  their  names? 

Mr.  Murphy.  Presently,  the  staff  is  Mr.  Warren  Cox  and  Mr. 
*rothro,  who  has  been  acting  in  a  supervisory  capacity  in  regard  to 
he  men  in  the  title  I  legal  work. 

Tlie  Chairman.  Tell  us  just  how  these  different  items  would  get  on 
he  approved  list. 

Mr.  Murphy.  I  am  sure  that  they  come  about  this  way :  There  are 
■equests  made  by  a  customer  of  a  bank  as  to  whether  or  not  title  I 
inancing  is  available  for  a  particular  article  or  a  particular  repair 
>r  improvement,  or  a  manufacturer  may  want  to  engage  in  a  program, 
md  either  the  lender  or  the  manufacturer,  even  the  borrower,  maj 
¥rite  in  to  the  Washington  headquarters  and  ask  the  question :  Is  this 
)articular  item — ^this  particular  repair  or  improvement — eligible  for 
I  title  I  loan? 

The  Chairman.  And  then  wlio  would  pass  upon  it  here  ? 

Mr.  Murphy.  It  would  come  into  the  administrative  section  and  it 
rould  either  be  passed  upon  by  Mr.  Cox  initially,  in  consultation, 
perhaps,  with  Mr.  Prothro,  and  then  until  recently  we  had  another 
ttomey  who  specialized  on  this  work  by  the  name  of  Mr.  Benning. 
f  the  problem  fell  under  the  general  outlines  of  the  precedents  that 
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had  been  established  and  previously  discussed  with  either  the  G 
Counsel  or  myself,  they  would  go  right  ahead  and  make  the  A 

If  there  were  any  errors  or  disputes  or  questionable  aspect 
it  w€»ulf}  eit4ier  be  discussed  further  and  ultimately  put  in  eithar 
tlie  General  Coimsel  or  myself  or  Mr.  Prothro,  who  pass  on  it 

The  Chairman.  That  is  the  way  a  new  item  would  get  on  tl 

Mr,  Murphy.  That's  right. 

The  Chairman.  How  would  you  handle  this  so-called  blacl 
dealers  f 

Mr.  MiTiPHY.  Well,  there  is  a  detailed  administrative  pre 
that  is  in  effect  in  the  field  offices  and  the  legal  division  has  not  \ 
)>ateil  directly  in  it  other  than  to  go  over  and  assist  the  adminis 
{)^>ple  in  the  drafting  of  the  procedures  that  are  designed  tc 
ai\y  Ie$^  implications.  I  am  certain  that  either  Mr.  Prot 
nvys^if  Wve  passed  upon  and  have  read,  word  for  word,  the  ac 
trafiY^  ur^^edures  that  have  been  set  up.  I  have  had  occ&ii 
rwi^w  that  procedure  and  it  involves  a  very  careful  and  fail 
to  handle  these  complaints.  The  general  procedure  is  substanti 
fi4K*ws: 

A  iXMuplaint  ci^mes  in  to  the  lending  institution  or  a  complai 
v^mi^  in  to  the  local  director  in  a  particular  area.  The  local  d 
umt^r  his  instructions  is  required  to  call  upon  the  complainant 
ih^  diret^lor  himself  or  one  of  his  immediate  staff.  He  tries  to : 
what  is  the  nature  of  the  complaint.  Depending  upon  what 
luitur^  of  the  i*omplaint,  he  attempts  to,  the  FHA  neldman, 
Ui*^  differeni^es.  It  it  is  a  question  of  incomplete  work  or  shodd 
or  u\5iylH*  simie  performance  item  or  some  promise  that  hasn 
fuUilkH)  and  so  torth,  the  director,  or  his  designated  employ© 
lo  ^^^f  the  dealer  and  in  a  lot  of  instances  they  obtain  the  coop< 
\>f  the  lending  institution,  to  resolve  the  differences.  In  man; 
tllt^8#  differences  ai-e  resolved  and  the  work  is  done  and  the  cow 
is  Silt  istitnl. 

In  tlu>5^*  an^as  whei-e  the  complaint  cannot  be  satisfied,  the  i 
P^khhIuiv  is  for  the  dii-ei*tor,  through  his  staff,  to  reduce  to  v 
the  iHmiplrtint  and  what  efforts  he  lias  made  to  adjust  it,  what 
nuHtiou  no  has  as  to  the  responsibility  of  the  dealer,  any  pel 
facts  tlmt  have  to  do  with  the  particular  transaction  that  wo 
helpftii  to  the  Washington  staff  in  making  a  revie>y.  That  in 
tio!^  iH>mes  to  Washinirton.  There  are,  as  I  recall,  in  the  admi 
tive  s^vtion,  a  statF  ol'2  or  3  men  who  handle  those  complain 
nuiintain  a  dealer  complaint  file.  When  the  material  comes  i 
iluH*k  the  dealer  innnplaint  file  and  go  over  the  information  an 
>ithkr  the  Kn^al  ilirivtor's  recommendations.  If  they  find  th 
action  is  justitieil,  then  they  will  recommend  to  the  Assistant 
Inis^ii^ner  in  charge  of  titled,  or  his  deputy,  that  the  pai-ticula 
plaint  warrants  the  pnvautionary  measures. 

S^tator  Mavhank.  Wheiv  do  most  of  the  complaints  come 
whnt  State*  ^ 

Mr.  MiKruY.  Fnun  what  Mate?  ,   .        , 

S<^nat\n*  Maykvnk.  Wei*e  most  of  your  complaints  from  Wa 
»vMi  v^j  V  iixnvia  or  Smth  Carolina  or  Xew  York. 

\h    \U  KriiY.  Tm  siwy,  sir-  '  '-      d^  ave  any  idea. 

>MMiaU4    VIVVHANK.    You  111 

Ml    VlvKkuv.  Yes.  sir. 
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Senator  Maybank.  You  don't  have  any  list  of  those  complaints,  do 
ou? 

Mr.  Murphy.  I  do  not  know.  I  know  that  there  is  quite  a  record 
ept  of  the  dealer  complaint  file.  There  are  cards  kept  on  every 
ealer  where  we  have  had  a  complaint. 

Senator  Bennett.  Mr.  Murphy,  since  the  chairman  is  going  to  be 
hsent  for  a  few  minutes,  and  since  your  statement  is  a  definite  thing, 
[  think  we  might  as  well  proceed  to  I'ead  your  statement  so  that  the 
ihairman  can  participate  in  any  furtlier  questioning  when  he  returns. 

Senator  Maybank.  Might  I  ask  one  question,  Mr.  Chairman  ? 

I  have  another  subcommittee  going  on  and  that  is  why  I  was  not 
lere  this  morning.  Did  either  of  you  ever  fail  to  cooperate  with  the 
Fustice  Department  in  the  prosecution  of  any  of  these  section  608 
ases? 

Mr.  Murphy.  No,  sir. 

Senator  Maybank.  Mr.  Olney  stated  here  yesterday,  I  understand, 
hat  tliere  had  been  a  lack  of  cooperation. 

Mr.  Murphy.  I  have  not  been  informed,  nor  do  I  have  any  infor- 
lation. 

Senator  Maybank.  I  have  a  quotation  here  from  a  letter  that  Mr. 
!!ole  wrote  to  Mr.  HoUyday  in  which  he  tells  Mr.  Hollyday  that  there 
ras  a  kickback  of  some  11  percent  between  a  contractor  and  that  the 
TBI  report  developed  evidences  that  there  was  a  signed  agreement 
Thereby  the  construction  contractor  agreed  to  kick  back  to  the  orig- 
lal  project  owner  11  percent  of  each  construction  advance  of  mort- 
age procedures.  Then,  I  understand  that  Mr.  Hollyday  wrote 
Bck,  and  you  gentlemen  were  his  lawyers : 

Insofar  as  we  can  ascertain  it  would  appear  that  the  signed  agreement  'w'^s 
tttirely  a  matter  of  private  contract  between  the  owner  and  the  contractor  aiid 
sgardless  of  the  fact  that  such  arrangements  may  be  undesirable  and  would  be 
Iministratively  disapproved  if  known.  It  would  seem  diflacult  to  establish  that 
le  interests  of  the  FHA  had  been  jeopardized  by  the  kickback  agreement. 

Did  you  suggest  that,  Mr.  Bovard  ? 

Mr.  Murphy.  That  is  a  case  of  which  I  have  personal  knowledge, 
enator,  and  I  have  included  in  my  statement  some  remarks  in  ex- 
lanation. 

Senator  Maybank.  I'm  sorry  I  can't  stay  for  your  statement,  because 
have  got  to  go  to  the  Agricultural  Subcommittee.  We  have  the  REA 
p  over  there  and  a  lot  of  things  of  interest  to  my  people.  My  peo- 
le  are  disgusted  with  this  thing.  I  want  to  ask  you  if  you  cooperated 
iththeFBI? 
Mr.  Murphy.  Yes,  sir. 

Senator  Maybank.  You  never  failed  to  cooperate? 
Mr.  Murphy.  No,  sir. 
Senator  Maybank.  And  you  also? 
Mr.  BovARD.  Yes,  sir. 
Mr.  Murphy.  In  this  particular  case. 

Senator  Maybank.  I  am  not  interested  in  just  tliis  one  case.     I  am 
iterested  in  a  whole  lot  more  that  I  know  haven't  come  out  yet.    You 
ive  given  them  full  cooperation  as  far  as  you  could  ? 
Mr.  Murphy.  Absolutely,  and  we  have  had  full  cooperation  from 
lem  on  many  occasions. 

44760— 54 
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Senator  Maybank.  I  only  saw  Mr.  Oliiey's  testimony.  Uniw- , 
tunately,  I  wasn't  here.  I  was  excused  by  the  Senate,  on  Friday.  I^ 
am  sorry  I  didn't  hear  Mr.  Olney's  testimony.  You  didn't  think  flul 
an  11  percent  kickback  agi-eement  was  jeopardizing  the  FHA!         j 

Mr.  Murphy.  Briefly,  sir,  the  facts  were  that  an  application  «d 
filed  for  mortgage  insurance.  We  processed  the  application  on  m 
basis  of  the  plans  and  specifications  as  submitted.  It  was  sectiM 
608.  Based  upon  the  estimates  made  by  the  local  insuring  offioe^|' 
commitment  to  insure  was  issued.  After  the  commitment  was  is 
the  mortgage  amount  determined,  and  the  conditions  deter 
then  a  construction  contract  was  negotiated  between  the  sponsors  t 
a  contractor.  It  is  my  understanding  from  the  FBI  reports  whidi] 
have  read,  that  subsequent  to  that  time  the  sponsors  and  the  contracbi 
entered  into  a  signed  agreement  under  which  the  contractor  was  sop 
posed  to  return  to  the  sponsors  individually,  as  I  recall,  some  11  pi 
cent  out  out  of  each  aavance  on  the  mortgage  procedures. 

Senator  Maybank.  That  is  what  you  say  here.  i 

Mi\  Murphy.  That's  right.  The  only  point  that  we  had  involtri 
that  Mr.  Olney  asked  us,  was  what  evidence  we  could  testify  to  fioi 
the  FHA  records  as  to  what  took  place  on  the  main  point  as  to  whetta 
or  not  the  FHA,  within  the  criminal  statute,  its  action  had  been  m 
fluenced,  its  action  in  determining  the  mortgage  amount  and  the  c«i 
ditions  of  insurance.  We  felt  it  our  duty  and  responsibility  to  adni 
Mr.  Olney  as  to  what  the  procedure  was  and  what  we  could  estabU 
or  what  could  be  established  from  our  records.  I  want  t 
emphasize 

Senator  Maybank.  What  about  the  FBI  record  of  the  kickW 
tliat  took  place  afterward  ?  Did  the  mortgage  run  above  the  amouBt 
Did  they  declare  a  dividend? 

Mr.  AluRPHY.  I  do  not  know.  I  have  not  reviewed  this  file  sine 
July  of  1943,  but  I  understand  that  the  contractor  went  broke. 

Senator  Maybank.  In  other  words,  the  contractor  went  broke  s 
he  didn't  make  anything? 

Mr.  Murphy.  No,  sir. 

Senator  Maybank.  What  about  the  fellow  who  was  dealing  wil 
the  contractor? 

Mr.  Murphy.  The  sponsors  of  the  project?    I  do  not  recall. 

Senator  Maybank.  In  what  condition  is  he,  do  you  know? 

Mr.  Murphy.  I  do  not  know. 

Senator  Maybank.  In  other  words,  this  was  a  case  they  brotight « 
here  in  wliicli  the  contractor  went  broke  and  you  do  not  know  wheth( 
the  sponsor  made  any  money  out  of  it? 

Mr.  Murphy.  No,  sir,  I  do  not  know.  I  jiave  some  slight  i-ecolle 
tion  that  the  s])oiis()rs  may  liave  liad  to  finish  the  project  themselve 

Senator  Maybank.  And,  tlierefore,  they  didn't  mortgage  out  i 
make  any  money  off  it? 

Mr.  MuRi'HY.  I  do  not  know. 

Senator  Maybank.  Unless  it  was  some  deal  that  you  knew  nothii 
about  until  after  it  was  exposed  by  the  FBI  and  by  that  time  the  CO 
tractor  had  gone  broke? 

Mr.  Murphy.  That's  right. 

Senator  Maybank.  I  couldn't  understand  it  being  brought  out  he 
^'-l^en  they  have  $24  million  cases  in  New  York  and  they  want 
bring  out  some  little  thing  like  this. 
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fuRPHY.  I  must  be  frank,  sir,  and  say  that  I  couldn't  under- 
either. 

or  Maybank.  I  don't  know  any  of  the  parties  in  it, 
luRPHT.  That  was  a  case  in  which  I  took  particular  interest 
I  am  well  aware  of  our  responsibilities  to  cooperate  with  the 

nent  of  Justice  and  I  did  not  want  to  be 

or  Maybank.  I  didn't  say  you  didn't.  I  just  asked  you  the 
I  under  oath  and  both  of  you  say  you  have  coopeiTited  with 
lartment  of  Justice  and  both  of  you  say  you  have  cooperated 
e  FBI.  I  never  did  hear  from  Mr.  Hoover  thut  you  failed 
jrate.  It  looks  to  me  like  he  would  have  told  the  Appropria- 
>mmittee  that  when  he  comes  there  every  year  and  asks  us  for 
>propriations.  I  have  been  one  that  always  backed  Mr.  Hoover 
ays  nelped  him  get  increased  appropriations,  but  I  never  did 
ly  agency  of  the  Government  dian't  cooperate  with  him  until 
:ement  was  made  last  week.    You  saw  that  in  the  paper,  didn't 

luRPHY.  Yes,  sir,  I  did. 

or  Maybank.  I  couldn't  undei*stand  it.    Thank  you. 
luRPHY.  I  could  not  understand  it  myself, 
or  Maybank.  I  have  never  heard  of  such  a  charge. 
or  Bennett.  Ai-e  you  through.  Senator? 
or  Maybank.  Yes. 

or  Bennett.  Before  you  start  to  read  your  statement,  Mr. 
r,  Mr.  (yreene,  who  was  before  us  this  morning,  has  af^ked  that 
jf  his  slateiiieiit  Leiore  liie  House  Independent  OlTiceij  Appro- 
is  Subcommittee  be  inserted  in  the  I'ecord  at  the  end  of  his 
ly  this  morning. 

out  objection,  it  will  be  offered  for  that  purpose.  (See  p.  1692.) 
Mr.  Murphy,  we  will  be  happy  to  have  you  read  your  state- 

or  Maybank.  Mr.  Chairman,  I  would  like  to  read  Mr.  Cole's 
ing  paragraph  so  as  not  to  be  unfair.  In  the  concluding  para- 
i€  says,  ^'Perhaps  my  feelings  are  due  to  unfamiliarity  with 
lils  of  FHA  operations." 

well  understand  that.  Mr.  Cole  had  just  come  into  office 
d  I  want  to  make  that  clear.  "But  I  cannot  help  but  feel  that 
rests  of  FHA  are  jeopardized  in  the  nonlegal  use  of  the  term 

a  situation.     It  may  well  be  that  the  facts  will  not  support 
1  action  by  the  Department  of  Justice." 
is  what  you  suggested  to  the  Department? 
luRPiiY.  I  merely  gave  them  the  facts,  sir,  feeling  that  they 
take  the  decision  themselves. 

JOT  Maybank.  "But  FHA  can  take  appropriate  administrative 
o  refuse  to  extend  the  benefits  of  the  system  to  those  who  par- 

in  such  admittedly  undesirable  practices,"  and  to  that  I 
hly  agree,  "would  it  not  be  wholly  in  the  public  interest  for 
>doso?" 
'ou  do  that  ? 

^luRPHY.  There  is  an  answer  to  that  memorandum  over  Mr. 
ly's  signature  which  says  that  that  is  being  done. 
or  Maybank.  That  has  been  done  and  the  contractor  went 

f URPHY.  That  is  as  I  recall  it. 
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Senator  Maybank.  Thaiik  you. 

Senator  Bennett.  Are  there  any  other  questions  before  Mr.  1 
phy  begins? 

Mr.  Murphy.  Mr.  Chairman  and  members  of  the  Senate  Ban 
and  Currency  Conmiittee,  I  am  Howard  M.  Murphy,  of  Ar 
ton,  Va. 

Beginning  in  February  1938  and  until  the  close  of  business  j 
23, 1954,  it  was  my  privilege  to  be  associated  with  the  Federal  1 
ing  Administration  and  to  have  had  some  small  part  in  tie  dn 
of  amendments  to  the  National  Housing  Act  which  were  com 
by  this  committee. 

It  is  my  understanding  that  the  purpose  of  these  hearings  is : 
of  the  committee's  consideration  of  the  pending  housing  bilL 
informed  it  has  been  stated  here  that  I  might  be  able  to  prese 
formation  of  value  to  the  committee,  and  I  stand  ready  to  as 
any  way  I  can. 

It  was  my  duty  to  actively  participate  in  the  drafting  of  th 
guage  of  the  amendments  contained  m  the  pending  bill  affectii 
National  Housing  Act,  and  to  have  conferred  with  Mr.  Cole's  st 
well  as  the  staff  of  the  House  Banking  and  Currency  Committee 
respect  to  such  amendments. 

One  of  the  subjects  with  which  the  committee  has  heard  testa 
concerns  the  title  I  repair  and  improvement  loan  insurance  pro 
and  the  abuses  in  that  program  on  the  part  of  unscrupulous  an 
honest  dealers  and  salesmen. 

The  abuses  do  exist  and  have  existed  and  to  my  knowledj 
FHA  has  constantly  battled  with  the  problem  and  has  contini 
studied  ways  and  means  to  protect  the  Tborrowers,  and  to  devise 
and  means  of  driving  dishonest  operators  from  the  program.  0 
point  I  believe  the  members  of  the  advisory  committee  on  title 

Sointed  by  Mr.  Hollyday  in  June  of  1958,  and  in  particular,  I 
.ndrew  Painter,  vice  president  of  the  National  City  Bank  in 
York,  could  give  this  committee  valuable  information  as  to  the 
attitude  toward  correcting  abuses  and  strengthening  the  progr 
evidenced  in  the  meeting  of  that  title  I  committee  held  in  Wa^i 
on  September  16  and  17, 1953. 

Senator  Maybank.  Are  you  familiar  with  the  people  in  New 
who  borrowed  all  the  money  under  section  608  ? 

Mr.  Murphy.  No,  sir. 

Senator  Maybank.  Are  you  familiar  with  the  corporations  ? 

Mr.  Murphy.  Somewhat,  yes,  sir. 

Senator  Maybank.  I  want  to  ask  you  some  questions  about  so: 
them. 

Senator  Bennett.  At  this  point,  Mr.  Murphy,  I  should  li 
briefly  repeat  the  question  I  asked  of  Mr.  Bovard.  Your  stat< 
says  that  FHA  has  constantly  battled  with  the  problem  and 
tinuously  studied  ways  and  means  to  protect  the  borrowers.  Di 
ever  consider  a  public  information  program  which  would  notii 
borrowei's  that  this  kind  of  swindle  existed  ? 

Mr.  Murphy.  I  have  talked  to  the  administrative  people  on 
occasions  and  it  is  my  understanding  that  there  is  and  has 
when  occasions  arose,  some  publicity  and  releases  through  the 
director  of  the  local  insuring  oflSce. 
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Senator  Bennett.  Can  you  give  us  any  examples  of  those  recently  ? 
Id r.  MuKPHY.  No,  I  cannot.    I  suggest,  sir,  tnat  the  title  I  admin- 

rative  people 

Senator  Bennett.  Do  you  know  whether  or  not  such  a  program  was 
ircJoped  when  these  California  scandals  came  to  the  attention  of 
%  agency? 

Idx.  MiTBPHT.  I  do  not  know,  sir. 
Senator  Bennett.  You  may  proceed. 

Senator  Maybank.  You  know  who  brought  out  those  California 
mdals^  don't  you? 
Mr.  Murphy.  Yes. 

JBenator  Maybank.  Who  brought  them  up?  You  can  answer  that 
IlKtion. 

{Mr.  Murphy.  I  was  just  trying  to  recall  the  first  instance  that  I  had 
aiard  about,  associated  with  corporation  X  activities.    I  believe  the 
1^  time  I  heard  about  it  was — and  I  can't  be  positive  but  I  think  it 
MIS  either  April  or  May  of  1953. 
£«aator  Bennett.  And  from  what  source  ? 

sMr.  Murphy.  I  believe  the  information  came  from  two  sources.    I 
alieved  it  came  from  the  administrative  people  within  our  own  shop 
I  gome  extent  and  from  FBI  reports,  copies  of  FBI  reports  that  were 
prwarded  to  us  throu^  Mr.  Cole's  office. 
iSenator  Bennett.  Thank  you. 

Senator  Maybank.  Well,  you  got  a  lot  of  this  information  out  of 
Bgazine  articles,  didn't  you? 
Mr.  Murphy,  I  am  not  sure  about  that,  sir. 

Senator  Maybank.  You  have  seen  the  magazine  articles,  haven't 
m? 

Mr.  Murphy.  Yes,  sir. 

Senator  Bennett.  That  is  what  is  known  as  the  Will  Rogers  system : 
kll  we  know  is  what  we  read  in  the  papers." 

Senator  Maybank.  I  am  afraid  that  applies  to  us  sometimes,  which 
iBHst  regret. 

Mr.  Murphy.  It  has  been  said  here  that  Mr.  HoUydav  inherited 
e  section  608  program.  I  suggest  that  he  also  inherited  the  title  I 
^ogram  and  the  abuses  about  which  so  much  has  been  said  here. 
IBecause  of  my  personal  interest  and  eflfort  to  correct  abuses  of  any 
4^ure  in  the  title  I  program,  I  honestly  believe  that  the  most  con- 
ductive action  taken  by  the  FHA  to  curb  and  control  dishonest  and 
audulent  dealers  took  place  under  Mr.  Hollyday's  leadership. 
Be  appointed  a  committee  of  the  outstanding  leaders  in  the  con- 
tner  credit  field  to  advise  him  on  title  I  problems.  When  his  atten- 
m  was  called  to  the  need  for  positive  action  to  strengthen  the  pro- 
am  he  sent  the  committee  the  proposals  of  the  FHA  and  asked  them 
come  to  Washington  to  discuss  the  problems  with  FHA  personnel 
d  to  give  him  definte  recommendations.  The  changes  made  in  the 
Xninistrative  regulations  are  of  extreme  importance  in  any  examina- 
m  and  appraisal  of  the  administrative  policies  while  Mr.  Hollyday 
is  Commisssioner.  Over  the  years  many  conferences  and  discus- 
tos  took  place  between  the  administrative  and  legal  personnel,  and 
ith  representatives  of  lenders  in  efforts  to  improve  then  existing 
•ocedures. 
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The  area  of  disagreement  invariably  was  the  extent  to  which 
responsibility  could  be  placed  on  the  lenders  and  at  the  sainetii 
preserve  the  benefits  of  the  program. 

Undoubtedly  the  lenders  were  confronted  with  many  problemi 
their  own  and  were  sincere  in  their  belief — as  I  understood  ittoM 
that  the  principal  weapon  to  control  abuses  was  for  the  FHi 
have  more  and  more  policemen  on  the  beat.    The  legal  diviaoa 
any  program  which  needs  that  much  Federal  control  was  of  qud 
able  merit  for  participation  by  the  Government  and  exprc^ 
view  that  since  the  program  was  directed  to  a  means  of  helping  j 
lenders  give  greater  service  to  their  customers,  the  long-range  am 
to  the  exclusion  of  dishonest  dealers  was  more  careful  selecticil 
the  customers — dealers  and  borrowei's — by  the  lender  and  morestij 
supervision  of  the  performance  of  such  customers  in  the  use  of  I 
credit  the  lender  made  available. 

This  approach  seemed  particularly  sound  in  view  of  the  wide  111 
tude  given  to  the  lenders  under  the  regulations. 

The  initial  discussions  which  led  to  the  issuance  of  the  ameal 
regulations  issued  October  28,  1953,  took  place  in  my  office  in  k 
June  or  early  July  1953.  It  was  agreed  to  draft  specific  and  defiri 
proposals  directed  to  the  assumption  of  greater  responsibility  on  tl 
part  of  the  lenders,  and  subsequently  drafts  were  prepared  and  I 
cussed  in  general  terms  with  Mr.  HoUyday  and  in  detail  with  (I 
of  his  assistants.  It  was  then  sent  to  the  title  I  advisory  commitl 
for  advance  study. 

I  was  not  present  when  they  met  in  Washington  on  September 
and  17,  but  my  immediate  associate  attended  and  kept  me  advised. 

As  I  understood,  the  initial  reaction  of  the  group  was  not  favoid 
to  the  FHA  proposals,  but  after  much  discussion  and  strong  rep 
sentations  by  the  FHA  personnel  as  to  the  urgency  and  need! 
positive  action,  tlie  committee  recommended  the  changes  which  wi 
])ut  into  effect  on  October  28,  1953.  It  is  too  early  to  forecast  1 
long  range  effect  of  these  amendments,  and  it  is  not  suggested  fl 
they  will  cure  all  the  abuses,  but  it  is  believed  these  changes  reprefl 
a  major  and  important  step  in  that  direction. 

Senator  Bennett.  You  are  referring  now  to  the  4  or  5  new  regt 
tions  issued  at  the  end  of  1953  which  have  already  been  presen 
to  the  committee  ? 

Mr.  Murphy.  That  is  right,  sir. 

Senator  Bennett.  Thank  you. 

Mr.  Murphy.  At  the  time  Mr.  Hollyday  took  over  the  exis 
problem  with  respect  to  an  adequate  staff  to  investigate  compla 
approval  seemed  certain  of  the  employment  of  additional  invest 
tors.  To  the  ])est  of  iny  recollection,  we  requested  funds  to  hir 
additional  men  in  the  fiscal  year  1954,  and  were  finally  authorize 
employ  5  men.  Recruitment  difficulties  were  encountered  so  thi 
the  end  of  December  1953  we  had  been  able  to  fill  only  3  ot 
positions. 

Two  more  men  were  hired  in  early  1954  and  on  April  13,  1 
all  of  the  10  men  doing  investigating  work  were  at  work.  1 
advised  that  on  April  13, 1954,  there  were  70  cases  pending  for  ii 
tigation ;  17  cases,  involvinir  approximately  66  loans,  under  ini 
gaticm ;  and  12  comp  ;igations  in  which  the  reports  we 

process  of  pr  ?et  estimnt.es  for  the  fiscal  year 
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the  staff  of  10  and  consequently  the  ability  of  the  staff  to 
le  investigations  seemed  particularly  favorable, 
uent  to  Mr.  HoUyday's  appointment  and  over  the  past  years 
lembers  of  the  Liegal  Division,  including  myself ,  had  many 
US  with  representatives  of  the  Criminal  Division  of  the  De- 
.  of  Justice  regarding  specific  complaints;  emergency  inves- 
;  appearances  before  grand  juries  and  matters  concerned 
trial  of  cases  investigated  by  FHA,  and  all  of  these  discus- 
[  conferences  took  place  under  conditions  of  full  cooperation 
tuition  of  mutual  problems.  In  July  of  1953,  the  chief  of 
m  of  investigation  and  my  immediate  associate  called  at  the 
ent  to  request  approval  of  a  proposal  previously  discussed 
United  States  district  attorney  in  San  Francisco,  Calif.,  to 
ome  of  the  California  title  I  cases  to  the  grand  jury  prior 
>mission  of  a  report  by  the  FHA.  I  was  present  at  the  meet- 
i  Mr.  Hollyday  had  with  Mr.  Olney  in  December  of  1953,  to 
r.  Hollyday  has  made  reference.  I  was  also  present  at  a  meet- 
1  Mr.  Hollyday  had  with  two  members  of  Mr.  Olney's  staff  on 

1954.  I  understand  that  Mr.  Hollyday  has  stated  here  that 
[r.  Olney  nor  any  member  of  his  staff  informed  Mr.  Hollyday 
iditions  to  which  the  Department  has  made  reference  in  these 
Mr.  Hollyday  was  the  head  of  the  FHA,  having  been  ap- 
)y  the  President  with  the  advice  and  consent  of  the  Senate, 
mid  have  seemed  logical  for  him  to  have  been  advised. 

Mr.  Hollyday  b^ame  Commissioner  arrangements  had 
pleted  between  the  Administrator,  HHFA  and  the  Depart- 
refer  all  FHA  business  concerning  investigation  first  to  the 
ind  consequently  FHA  lost  direct  contact  with  the  Depart- 

espect  to  further  amendments  to  the  National  Housing  Act 
to  the  subject  of  the  correction  of  abuses,  I  do  not  believe 
ific  legislative  changes  are  needed.  Consideration  might  be 
further  administrative  action  in  the  following  directions — 
of  coinsurance — ^which  subject  was  considered  by  the  Title  I 
'  Committee  on  September  16  and  17,  and  held  for  further 
the  position  of  small  lenders ;  elimination  of  dealer  loans ; 
pection  of  all  work  where  the  loan  exceeds  $1,000  or  $1,500 
>ther  amount. 

r  Benxett.  May  I  interrupt  you  at  that  point?     Do  you 
)se  rather  substantial  changes  in  the  pattern  of  the  title  I 
should  be  done  by  administrative  action  rather  than  by 
int  to  the  law  ? 

DRPHY.  Yes,  sir,  I  do.  The  following  paragraphs  discuss 
3oint. 

p  Bennett.  Senator  Bush? 

r  BrrsH.  I  was  just  going  to  ask  you  to  explain  briefly  what 
f  coinsurance  is  that  you  have  in  mind. 

CJRPHY.  As  I  understood  that  discussion  by  the  Title  I  Ad- 
►mmittee,  it  was  that  instead  of  paying  100  cents  on  the  dollar, 
ider  had  the  reserve  for  that  purpose,  we  would  onlv  pay 
percent,  so  that  the  lender  in  case  of  any  loss  would  be  co- 
or  would  carry  his  own  insurance  up  to  10  percent  or  15  per- 
hatever  figure  it  might  be. 
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Senator  Bush.  In  any  default  the  Government  would  presumih^i 
stand  80  percent  of  it,  if  that  were  the  figure,  and  the  lender  woali 
absorb  the  other  20  percent  ? 

Mr.  Murphy.  That  is  right.    The  large  lenders  wouldn't  kve«  i 
much  problem  as  the  small  ones,  the  lenders  who  did  not  have  inexoi 
of  the  reserves  to  cover  the  losses. 

Senator  Bush.  And  that  would  apply  in  the  case  of  every  IoaB,i 
wouldn't  be  as  carryover?  This  20  percent  wouldn't  buildup  " 
cushion? 

Mr.  Murphy.  That  is  how  I  understand  it. 

While  not  directly  related  to  elimination  of  dishonest  dealers,! 
has  seemed  to  me  that  title  I  program  should  be  confined  to  repiii 
and  improvements  to  existing  homes,  and  that  the  Congress  miA 
express  the  policy  it  desires  to  be  followed  with  respect  to  so-calM 
essential  repairs  as  distinguished  from  repairs  which  might  be  classal 
nonessential. 

My  attention  has  been  called  to  the  reference  made  by  Mr.  Obfl 
in  regard  to  two  section  608  loans  which  the  Department  investigate 
and  considered  for  criminal  prosecution,  one  in  South  Carolina  ok 
the  other  in  St.  Louis,  Mo.    A  letter  to  the  Department  over  thesi|* 
nature  of  B.  C.  Bovard  discussing  the  Williams  case  was  read  intoti* 
record  and  it  was  pointed  out  that  such  letter  had  been  dictated  by 
This  letter  was  dated  in  April  1953.    I  mention  this  particular  i 
not  only  because  it  concerned  actions  attributable  to  me,  but  al» 
because  I  read  no  mention  of  a  second  letter  which  I  also  dictated  tl 
the  Department  on  the  same  case,  and  more  importantly  because  I] 
believe  the  position  of  the  FHA  was  not  made  clear  to  the  committ» 
An  editorial  appearing  in  the  Evening  Star  on  Monday,  April  ^ 
1954,  convinced  me  that  erroneous  implications  of  serious  wrcfflf 
doing  on  the  part  of  the  FHA  had  resulted  from  the  statements  mwi 
by  Mr.  Olney  on  this  case.     I  would  like  to  read  into  the  record  thi 
following  extract  from  that  editorial : 

Assistant  Attorney  General  Olney  supported  this  opinion  in  accusing  the  FHi 
of  allying  itself  with  the  lendere  and  builders  rather  than  the  purchasers  o 
realtors.  Mr.  Olney  made  a  further  serious  and  more  explicit  charge  when  1> 
told  the  committee  that  the  housing  agency  had  torpedoed  any  chances  ( 
Government  prosecution  of  speculator-builders  who  had  obtained  highly  profltaN 
loans  after  giving  false  cost  estimates  to  FHA.  The  agency  has  done  tW 
Mr.  Olney  explained,  by  insisting  that  it  disregai*ded  the  outside  estimates  ai 
was  not  being  defrauded  by  them. 

The  complete  investigation  file  is  in  the  possession  of  the  Depar 
ment  of  Justice  and  while  copies  are  in  the  FHA  files  and  the  fifes < 
the  HHFA,  I  have  not  reviewed  the  case  since  July  of  1953.  Hoi 
ever,  the  facts  are  particularly  clear  in  my  recollection  because  i 
the  efforts  I  personally  made  to  correctly  determine  and  advise  H 
Department  of  the  facts  as  disclosed  by  the  FHA  records. 

The  first  letter  was  written  in  April  of  1953  and  we  received  a  rep' 
requesting  we  give  the  case  further  study.  We  again  wrote  tl 
Department  in  June  or  July  of  1953,  and  at  that  time  I  again  we 
over  the  file  carefully  with  other  members  of  the  Legal  Division, 
well  as  with  the  head  of  the  technical  section  of  the  Underwritu 
Division  from  whom  I  obtained  some  of  the  wording  as  to  processi] 
procedure.  As  I  recall  the  principal  difficulty  in  establishing  a  crfa 
inal  case  concerned  the  extent  to  which,  if  any,  that  a  side  agreeme 
not  presented  to  T         influenced  the  FHA  determinations  of  t 
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jnortgage  amount.    We  explained  that  the  application  liad  been  proc- 
essed and  all  determinations  of  mortgage  amount  and  conditions  were 
completed  and  the  commitment  issued  before  we  saw  the  contract 
which  was  presented.     It  is  probably  true  that  in  most  cases  such 
contracts  are  not  negotiated  until  the  commitment  is  issued  and  the 
mortgage  amount  and  conditions  of  insurance  are  known.     In  any 
event,  I  felt  it  was  my  responsibility  and  duty  to  advise  the  Depart- 
ment of  the  correct  facts,  and  then  the  Department  could  then  deter- 
mine if  a  criminal  case  could  be  sustained.     The  FHA  took  no  action 
to  withhold  or  obscure  information,  change  the  facts,  nor  in  any 
way,  to  my  knowledge  indulge  in  any  wrongdoing.    The  implication 
is  nevertheless  given  that  the  FHA  currently  took  a  positive  action 
to  impede  or  hinder  the  prosecution  of  a  criminal  offense.    The  record 
will  not  support  such  a  charge  or  implication,  but  rather  a  desire  to 
make  all  the  facts  available  to  the  Department  for  its  use  in  reaching 
its  decisions.     Whether  the  Department  believes  we  should  have  been 
influenced  in  the  original  instance  does  not  change  the  fact  at  this . 
time  that  we  were  not  influenced.     The  attitude  of  full  cooperation 
by  FHA  is  expressed  in  the  last  paragraph  of  the  second  letter 
where  we  offered  to  make  available  our  technical  man  for  further 
discussions  if  the  Department  wished  further  clarification  of  FHA 
procedures.    So  far  as  I  know  the  FHA  heard  nothing  further  from 
the  Department.     I  wish  to  assure  Mr.  Olney  and  this  committee 
that  all  of  the  FHA  personnel  who  worked  on  this  case  took  our 
responsibilities  seriously  and  made  every  effort  to  be  completely 
accurate.    We  did  not,  directly  or  indirectly,  have  any  wish  or  desire 
to  protect  any  builder  or  to  torpedo  the  Government's  chances  of  a 
successful  prosecution. 

I  have  gained  a  great  deal  from  my  association  with  the  FBLA, 
and  while  my  direct  association  has  ended,  I  still  have  a  sincere 
interest  in  the  development  of  legislation  affecting  its  functions  and 
programs. 

Senator  Bennett.  Mr.  Murphy,  your  reference  to  this  second  letter 
suggests  that  since  we  have  the  first  letter  in  the  record  of  the  hearing, 
we  probably  should  have  the  text  of  the  second  letter.  Is  that  avail- 
able to  us? 

Can  you  supply  it? 
Mr.  MuKPHT.  I  cannot,  sir. 

Senator  Bennett.  Perhaps  Mr.  Prothro  or  the  staff  can  obtain  that 
for  us.     (Seep.  1621.) 

If  it  is  true,  as  indicated  by  the  first  letter  whicli  I  have  before 
me  and  the  second  letter  which  will  be  inserted  in  the  record  of  the 
hearings,  that  in  effect  as  long  as  the  FHA  is  insured  as  to  its 
estimate  of  costs,  and  that  it  has  no  legal  right  to  be  concerned 
with  actions  that  take  place  with  respect  to  the  project  after  the 
mortgage  has  regularly  been  issued,  we  should  have  some  changes 
in  the  law  which  will  give  the  FHA  or  the  Department  of  Justice 
some  right  to  concern  themselves  about  such  things  as  side  a^ee- 
ments  and  other  devices  that  might  be  used  to  nullify  the  spirit,  at 
least,  of  the  FHA  program,  which  would  indicate  that  the  Gov- 
ernment was  prepared  to  guarantee  up  to  90  percent  of  the  loan. 
We  talk  on  this  side  of  the  table  of  the  actual  cost  of  the  project. 
Over  there  on  the  other  side  you  talk  about  your  interpretation  of 
the  law  which  says  that  it  is  90  percent  of  the  estimated  replacement 
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value.     Maybe  we  had  better  get  into  some  of  these  other  tluigk 
Do  you  think  that  is  a  proper  concern  of  ours  ? 

Mr.  Murphy.  I  think  tnat  anything  that  has  any  flavor  of  imgh 
larity  or  undesirability  in  the  transaction  certainly  is  a  proper  » 
iect  to  try  to  get  into  and  see  that  it  is  all  handled  on  top  of  tb 
board.  I  am  sure  that  the  attitude  of  the  FHA,  or  at  least  the  aw 
ciations  that  I  had,  was  that  we  didn't  like  any  type  of  underhui 
action. 

Senator  Benxett.  In  response  to  Senator  Maybank's  questionioL 
you  told  us  that  the  builder  in  this  particular  case  went  broke,  w; 
we  assume  that  he  paid  a  kickback  of  $3,000. 

Mr.  Murphy.  It  was  based,  I  think,  on  11  percent. 

Senator  Bennett.  Of  what? 

Mr.  Murphy.  Of  the  amount  of  the  construction  contract 

Senator  Bennett.  Can  you  remember  how  much  the  constructia 
contract  involved? 

Mr.  Murphy.  No  ;  T  do  not. 

Senator  Bennett.  I  have  the  figure  "3"  in  my  mind,  but  I  canV 
remember  whether  it  was  in  the  nature  of  $300,000.  It  must  hail 
been  in  the  hundreds  of  thousands  of  dollars  or  you  wouldn't  han 
had  anything  big  enough  to  qualify  for  section  608. 

Are  we  to  understand,  then,  that  the  Legal  Division  realized  til 
the  time  how  this  section  608  program  was  operating  and  that  no 
matter  what  happened  after  tne  mortgage  was  actually  executedi^ 
that  the  FHA  had  no  recourse.  That  as  long  as  the  mortgage  mff^ 
made  out  for  an  amount  no  more  than  90  percent  of  the  agency's 
estimate,  that  no  matter  what  happened  in  the  relations  between 
the  builder  and  the  sponsor,  the  FHA  had  no  opportunity  to  inject 
itself  into  the  problem  ? 

Mr.  Murphy.  I  think  that  is  correct,  sir;  but  I  want  to  point  out 
that  in  the  particular  Williams  case  that  we  were  discussing,  w« 
were  concerned  in  the  correspondence  with  the  Department  as  to 
the  evidence  supporting  a  violation  of  the  criminal  statute. 

Senator  Bennett.  Here  we  have  a  case.  I  am  not  a  lawyer.  B 
seems  to  me  that  the  Department  of  Justice  felt  that  it  had  a  case^ 

Mr.  Murphy.  I  am  sure  of  that. 

Senator  Bennett.  On  the  basis  of  its  reading  of  the  law.  I  imagine 
it  must  have  read  the  law,  as  well  as  having  investigated  the  facts  in 
the  particular  case.  Your  department  came  along  and  said,  in  ef- 
fect, ''We  doii't  know  how  you  read  the  law  but  in  our  opinion  you  have 
no  case." 

The  necessary  requirements  of  the  law  had  been  complied  with.  I 
imagine  that  is  the  attitude  that  brought  forth  the  word  "torpedo'' 
to  which  you  object. 

Mr.  MuRPHi'.  We  didn't  quite  say  that,  sir. 

Senator  Bknnett.  I  know  you  didn't  say,  "torpedoed.'' 

Mr.  Murphy.  No,  sir,  and  we  didn't  say  that  they  didn't  have  a  case. 
All  we  said  was  that  we  felt  it  was  our  duty  to  point  out  what  the  facts 
in  the  record  would  disclose.  Beyond  that,  it  was  up  to  the  depart- 
ment to  proceed  or  not  to  proceed  on  tlie  basis  of  their  own  analysis, 
as  in  any  other  case,  as  to  whether  the  evidence  will  or  will  not  support 
the  case. 
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Senator  Benneot.  How  long  had  you  known  before  you  discussed 
lis  particular  case  with  the  Department  of  Justice  that  there  might 
ive  been  windfalls  under  section  608? 

Mr.  Murphy.  I  did  not  know. 

Senator  Bennett.  This  was  the  first  knowledge  you  had  that  there 
fere  any  windfalls? 

'Mr.  Murphy.  I  don't  know  that  this  is  in  the  category  of  any  wind- 
all,  this  particular  case.    It  seems  to  be  in  a  little  different  category. 

Senator  Bennett.  Was  the  Legal  Division  alerted  to  the  constantly 
eturning  suspicion  that  there  had  been  widespread  windfalls  under 
his  program? 

Mr.  MuKPHY.  I  had  heard,  sir,  about  the  idea  of  mortgaging  out 
rom  time  to  time,  but  I  had  no  knowledge  of  any  specific  cases  nor 
lo  I  have  any  knowledge  of  any  particular  requests  for  legal  advice 
r  participating  in  any  discussions. 

Senator  Bennett.  I  will  not  pursut  that  further,  because  it  has  been 
ursued  by  other  questions  which  would  indicate  that  the  representa- 
ives  of  the  agency  have  appeared  before  tlie  committee  and  given  the 
Hnmittee  assurances  that  it  could  not  possibly  have  liappened.     Tliere 

no  use  in  beating  that  particular  drum  any  loiigei*. 

Do  you  have  any  questions,  Senator  Busli  i 

Senator  Busii.  Yes.  I  was  just  going  back  to  page  2,  near  the  middle, 
here  you  say  the  Legal  Division  felt  any  pro-am  which  needs  that 
uch  Federal  control  was  of  questionable  merit  for  participation  by 
le  Government. 

That  is" a  suggestion  that  has  impressed  me  vei'y  much  since  these 
tarings  began.  Did  you  ^hare  that  feeling  at  tlu*  time?  Did  you 
lare  tnat  feeling  at  the  time,  Mr.  Murphy  ? 

Mr.  Murphy.  Yes,  sir. 

Senator  Bush.  Do  you  still  feel  that  that  is  true  ? 
Mr.  Murphy.  I  feel  that  with  proper  administrative  cx)ntrol8  and 
ith  confining  the  home  improvement  program  to  dwelling  accx)mmo- 
ations,  actual  home  repairs  and  improvements,  the  jxrogram  «till 
ould  extend  considerable  benefit  to  a  lot  of  homeowners  wrio  cannot 
dually  or  have  difficulty  in  getting  normal  commercial  loans  payable 
rer  short  periods  of  time. 

Senator  Bush.  Therefore,  with  the  reforms  that  you  have  in  mind  it 
ould  not  be  of  questionable  merit,  is  that  right  ? 

Mr.  Murphy.  That  is  right. 

Senator  Bush.  If  this  coinsurance  feature  that  you  Kfiok«»  of,  HO  per- 
bnt  and  20  percent,  were  established  in  the  law,  hIiouM  Huit,  iti  your 
iew,  eliminate  the  cumulative  preference  feature  enliiely  from  the 
mder's  books? 

In  other  words,  each  loan  would  then  stand  on  its  own  feef  and  if 
lere  was  a  loss  on  a  loan,  no  difference  how  many  HUccifHHful  lojuih 
ad  been  made,  his  share  of  the  loss  would  Int  Ixirne  by  I  lie  lender. 

Mr.  Murphy.  I  do  not  have  the  particnilar  detailn  in  mind.  I  juht 
'ould,  offhand,  think  that  the  resene  feature  now  in  effe/rt  would 
p  maintained. 

Senator  Bush.  You  do  not  tl.ink? 

Mr.  Murphy.  I  think  it  would  Ije  rnaintitine^r  At  l<';i-J.  that  wah 
le  thinking.    But  when  the  man  came  in.  even  Ihou^li  Ik'  luid  a  hun- 
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dnMl  porront  n^M'vo,  ho  couldn't  pot,  actually,  more  than  80 
of  i<,  so  <ho  (JoviM'inucnt  would  only  pay  him  80  percent,  and  tl 
would  (hon  hiivotosulTcra  lass  on  a' particular  loan. 

Scnattu'  Hrsii,  Thou  what  ^(khI  would  the  reserve  be? 

Mr.  MrnniY.  After  all,  if  he  didn't  have  enoufrh  to  cover 
|H*rcont,  ho  wouldn't  ovon  ^^t  that  much,  if  he  didn't  have  the 
\o  cover  it.  You  s4H\  what  hai>|HMis  on  this  thing  is  that  he  a 
latos  a  ivsorvo,  aiul  one  loss  with  a  small  institution  could  ^ 
t  ho  out  i  IV  ivsorvo. 

Senator  Uvsii,  Ho  aivunnilates  the  ivserve  at  the  rate  of  10 
|HM*  Kmn* 

Mr.  Mi'Kriiv.  Ton  jx^rivnt  on  the  aarpvirate  amount  of  l«^r. 

Senator  Hvsu.  Why  wouldn't  it  Iv  Iviter,  in  your  judim.rr.: 
dtV5tn\vtHi  fho  i\\^M*vo  factor  entirely  and  simply  let  eacl.  '.  Ji.: 
on  its  own  fot^t  and  let  the  Government  Iv  coinsurer  fvr  i 
iH»rKvnf,  sj^y,  Si>  ivrvvnt^  s^^  that  at  all  times  the  lender  wr.Ji 
liahilitv  in Yhe  event  there  w,is  a  U^<? 

Mr.  Nli*Knn\  1  am  afnud  1  am  a  little  bit  out  of  n.y  ±r:,-_ 
nhiU\s\>phy  of  if.  1  would  vvriainly  think  that  appr^  •?.::.  t 
U>jrical. 

Senator  U\  su.  IV  you  ilr.r.k  it  would  Iv  a  deterrer.:  :    -V  ^ 

Mr.  MvKruY.  It  mi\:ht  on  the  smaller  ir.stitv.tior.s- 

Sen,^tor  lU  s\k  There  wi^jld  Iv  addir.or.al  risk  l^e-j-av.^r  :'  *r  -  t 
ha>v  that  oushior.  all  the  time. 

Mr.  MvKruY,  That  is  riii^it. 
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ijtjr  Beall.  That  is  the  only  time  ? 
-MxjRPHT.  I  did  know,  sir. 
^or  Beall.  You  did  know? 
Murphy.  I  did  know,  yes,  sir. 
^jtor  Beall.  What  did  you  do  to  correct  them? 
»  ^UBPHY.  Are  you  taliang  now  about  title  I  programs? 
^tor  Beall.  Yes,  we  will  take  that  first. 
.  Murphy.  For  the  years  that  I  have  had  any  responsibility  at 

lator  Beall.  How  many  years  is  that  ? 

.  MuRPHT.  That  has  been  particularly  since  1940  that  I  have 
Assistant  General  Counsel.  We  have  investigated  vigorously 
rith  all  the  staff  that  we  have  had  available  we  have  gone  after 
abuses  in  every  way  possible,  through  investigation  and  through 
Itation  with  administrative  officers  iii  trying  to  work  out  im- 
i  procedures  tliat  would  tend  to  curb  these  activities, 
ator  Beall.  Were  there  any  charges  made  against  anybody 
;h  the  legal  department? 

Murphy.  Yes,  sir,  there  have  been  many  cases  that  have  been 
ed  to  the  Department  of  Justice  and  have  been  successfully 
tuted. 

ator  Bennett.  Senator  Beall,  before  you  came  in  we  asked 
to  furnish  us  with  a  list  of  all  such  complaints  that  have  been 
ed  through  by  investigation.     (See  p.  1701.) 
Murphy,  there  are  1  or  2  other  questions  that  I  would  like  to 
►u. 

you  have  anything  to  do  with  the  writing  of  the  form  of  charter 
7as  given  to  these  companies,  these  corporations  that  were  set 
build  section  608's? 

Murphy.  No,  sir,  I  did  not,  with  this  one  exception,  sir.    There 
leen  amendments  from  time  to  time  and  I  have  participated  in 
)f  the  discussions  on  some  of  the  amendments. 
ttor  Bennett.  Do  you  recognize  this  language,  and  I  am  quot- 
Dmthe  charter: 

corporation,  its  property,  equipment,  buildings,  plans — 
underline  that — 

apparatus,  devices,  books,  contracts,  records,  documents,  and  other 
shall  be  subject  to  examination  and  inspection  at  any  reasonable  time 
Commission.  The  corporation  shall  keep  full  and  complete  records  of 
orate  matters  and  directors  and  stockholders  shaU  keep  complete,  orderly, 
urate  books  of  account,  and  shall  also  keep  cople 


am  underlining  this — 

nitten  contracts  or  other  instruments  which  affect  it  or  its  property,  aU 
of  which  may  be  subject  to  inspection  and  examination  by  the  Ck)mmis- 
)r  his  duly  appointed  agent 

to  go  on : 

e  request  of  the  Commissioner  or  the  holder  of  a  majority  of  the  shares 
>referred  stock — 

3uld  be  representative  of  FHA — 

xnfation  shall  give  specific  answer  to  questions  upon  which  information 
Bd  from  time  to  time  relative  to  the  income,  assets,  liabilities,  contracts, 
»n,  and  condition  of  the  property  and  status  of  the  insured  mortgage  and 
er  information  with  respect  to  the  corporation  or  its  property  which  may 
»ted. 
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In  the  light  of  that  requirement,  do  you  think  it  can  be  said  to  us,  ] 
as  it  has  been  said,  that  FHA  had  no  right  to  concern  itself,  for  in-  ; 
stance,  with  this  kickback  business  about  which  we  have  been  talking 
earlier  ?    It  seems  to  me  that  FHA  was  given  almost  every  right  to 
concern  itself  with  the  operation  of  the  property.    Do  you  have  any 
comment  to  make  ? 

Mr.  Murphy.  I  think  the  provisions  of  the  charter  govern  tbe 
rights  and  obligations  of  the  mortgagor  corporation  and  the  con- 
trols to  be  exercised  bv  the  Commissioner  as  holder  of  the  preferred 
stock.  Certainly  the  Commisioner  under  tlie  wording  of  the  charter- 
and  it  is  likewise  contained  in  the  administrative  rules — can  request 
any  proper,  reasonable  information  concerning  the  operations  of  the 
mortgagor  corporation. 

I  think  it  is  important  to  make  that  distinction. 

Senator  Bexnett.  The  words  "proper  and  reasonable"  don't  show  ^ 
up.     "The  corporation  shall  pive  specific  answers  to  questions  upon 
wnich  information  is  desired. 

Mr.  Murphy.  That  is  directed  toward  the  mortgagor  cori>oration, 
that  is  right. 

Senator  Bexnett.  That  is  right,  but  tlie  corporation  is  required 
to  keep— and  I  won't  reread  the  whole  list,  but  among  other  things, 
"all  written  contracts  or  other  instnunents.-'  Putting  the  two  to- 
gether, I  would  assume  that  the  Commisi-ioner  had  the  power,  for 
instance,  in  this  case  we  were  discussing  earlier,  to  find  out  exactly 
what  had  happened  with  respect  to  the  contract  between  Wamer- 
Kanter  Corp.  and  the  MacDonald  Corp.  If  it  wasn't  intended  that 
the  Commisioner  should  have  used  these  rights,  why  should  he  have 
been  given  them? 

Mr.  Murphy.  The  rights  were  ])rimarily,  sir,  and  I  believe  the 
legislative  history  will  support  it,  for  purposes  of  exercising  control 
of  a  going  corporation,  contemplating  a  situation  where  the  mort- 
j2:agor  corporation  has  executed  a  mortgage.  The  Commissioner  has 
insured  a  mortgage  with  the  corporation  of  the  mortgagor.  In  that 
respect  and  in  i-elation  to  the  Conmiissi oner's  liability  as  insurer,  it 
IS  the  purpose  of  these  controls  to  let  him  get  whatever  information 
is  needed,  first,  what  might  be  needed  in  connection  with  his  insurance 
operation,  and  secondary,  the  controls  which  the  Commissioner  exer- 
cises under  the  administrative  rules. 

Senator  Bexxett.  Then  you  do  not  interpret  this  language  as  giv- 
ing the  Commissioner  the  right  to  find  out  what  the  cost  of  erecting 
(he  project  was  in  relation  to  the  amount  of  the  mortgage? 

Mr.  Murphy.  If  I  had  been  asked  that  question  as  to  whether  we 
had  the  right,  I  believe  that  I  would  have  taken  the  position  that 
we  would  make  the  request  on  that  basis.  In  other  words,  without, 
however,  being  able  to  determine  the  exact  legal  obligations  between 
parties,  I  think  if  I  were  asked  for  us  to  get  the  information  or  could 
we  get  it,  I  think  we  would  proceed  on  that  basis,  at  least  initially. 

Senator  Bexxett.  In  other  words,  you  are  saying  that  you  felt 
that  under  this  language  the  Commissioner  did  have  the  right  to 
ask  that  question? 

Mr.  Murphy.  I  believe  that  he  could  have  asked  the  question,  but 
whether  the  mortgagor  corporation  could  have  been  forced  to  comply 
of  course,  another  matter. 
Bp>  The  language  is  clear. 
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'  it  ahaU  gjLve  specific  answers  to  questions  upon  which  information  is  desired 
relative  to  the  income,  assets,  liabiiities,  contracts,  operation,  and  condition  of 
the  property. 

I  raised  the  question  because  it  is  my  understanding  that  even 
since  these  hearings  have  be^un  the  FHA  has  given  a  specific  answer 
to  in(}uiries  saying  tliat  it  did  not  have  the  right  to  inquire  into  the 
question  of  the  cost  of  these  projects.  It  seems  to  me  that  the  lan- 
guage here  is  very,  vei^  clear.  Mr.  Bovard,  I  would  appreciate  any 
comment  you  would  care  to  make,  if  you  wish  to  get  into  this  discussion. 
•  Mr.  BovAHD.  I  don't  know  its  particular  relation  to  the  facts  of  this 
Williams  case  that  was  broiight  out.  The  point  is,  assuming  that 
we  did  get  the  answer,  the  point  was  what  could  we  do  about  itf 

Senator  Bennett.  Is  there  no  relationship  between  errors  of  es- 
timate whidi  permit  a  building  to  be  built  for  a  third  to  a  half  of  the 
original  estimate  and  the  fact  that  the  Commissioner,  if  he  wishes,  can 
dig  up  that  information?  We  have  been  doing  a  lot  of  talking  today 
about  the  relationship  of  FHA  to  the  lender  and  to  the  builder.  I 
t^ink  we  have  to  keep  in  the  back  of  our  minds  the  realization  that 
rents  on  these  properties  are  set  on  the  basis  of  that  mortgage  and 
to  the  extent  that  FHA  has  made  it  possible,  either  through  inad- 
vertence or  for  any  other  reason,  to  set  up  a  mortgage  a  third  or  half 
a^in  as  high  as  the  actual  cost  of  the  property  justifies.  That  ac- 
tion of  FHA  contributes  to  the  injury  oi  the  hundreds  of  people  who 
are  going  to  pay  those  high  rents  which  are  based  not  on  the  actual 
cost  of  the  building,  but  upon  an  estimate  that  FHA  makes. 

It  would  seem  to  me  that  with  this  kind  of  power  the  Commissioner 
should  have  had  some  responsibility  for  checKing  the  cost  in  relation 
to  his  responsibility  to  the  renters  who  eventually  are  going  to  pay  for 
that  property. 

Is  it  not  true  that  the  insurance  risk  increases  to  the  extent  that  it 
exceeds  the  actual  value  of  the  property  ?  I  know  the  answer  may  be 
^ven  that  the  older  these  properties  are  and  the  further  the  amortiza- 
tion program  proceeds,  tne  safer  the  risk  becomes.  That  is  largely 
true.  But,  I  don't  think  there  is  any  private  mortagor  in  the  United 
States  who  will  loan  money  knowingly  far  in  excess  of  the  actual  cost 
of  the  property  offered  to  him  for  mortgage.  I  am  just  >vondering 
whether  this  doesn't  represent  a  deficiency  in  the  operation  of  FHA. 
Doesn't  it  represent  a  situation  where  the  FHA  can  say,  "Well,  we  can 
interpret  the  law  so  we  have  no  responsibility?"  I  don't  think  the 
FHA  can  say,  "We  were  without  an  opportunity  to  find  out  what  was 
going  on."    Is  that  a  fair  statement  ? 

Mr.  Murphy.  I  think  that  is  a  fair  statement.  I  think  not  only 
could  we  have  required  in  the  procedures  information  as  to  actual 
cost,  I  think  we  could  have,  if  the  policy  decision  had  been  made,  set 
forth  the  limitations  on  the  mortage  amount  as  we  presently  do  in 
section  213. 

Senator  &snnbtt.  Then  you  are  saying  that  the  law  was  broad 
enough  so  that  if  the  administration  of  FHA  had  chosen  to  do  so,  they 
could  have  probably  through  policy,  or  decisions  have  avoided  some  of 
these  situations  we  are  now  being  confronted  with  ? 

Mr.  Murphy.  I  think  that  is  correct.  Of  coufse,  there  is  a  policy 
question  as  to  whether  or  not  such  a  restriction  would  have  enabled  the 
program  to  have  been  carried  out,  at  least  in  its  initial  stages.  As  I 
understand,  the  origination  of  the  section  608  program  particularly 
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was  designed  to  carry  housing  into  immediate  production.  Whetkflr 
at  some  subsequent  point  some  action  might  have  been  taken  is  som^ 
thing  else. 

Senator  Bennett.  Let's  go  back  to  that  one.  The  inference  is  that 
if  these  men  had  not  had  an  opportunity  to  mortgage  out,  or  to  mort- 
gage out  plus,  none  of  these  houses  would  have  been  built.  For  the 
sake  of  the  argument,  let's  accept  that.  Don't  you  think  the  FHA 
might  have  been  concerned  with  the  extent  to  which  the  money  re- 
ceived under  the  program  would  have  exceeded  a  hundred  percent  of 
the  cost?  In  other  words,  as  far  as  I  can  tell  they  just  decided  there 
was  no  limit  to  which  this  could  go.  Maybe  if  it  became  necessary  to 
put  a  liberal  interpretation  on  this  program  in  order  to  get  them  buiK, 
maybe  the  agency  should  have  been  concerned  with  the  extent  to  whidi 
it  would  allow  tnat  liberal  interpretation  to  produce  excessive  wind- 
falls.   Was  that  ever  discussed  to  your  knowledge? 

Mr.  Murphy.  Not  to  my  knowledge,  no,  sir. 

Senator  Bennett.  A  little  earlier  in  the  discussion  we  got  into  this 
question  of  the  example  of  the  kickback.  Just  to  keep  the  record 
straight,  I  would  like  to  put  the  figures  back  in  the  record.  The 
project  which  was  testified  to  by  Mr.  Olney  was  the  project  between 
the  Warner-Kan ter  Co.  and  the  William  MacDonald  Constructi<» 
C6.,  Inc.,  and  apparently  by  an  agreement  afterward  the  MacDonald 
Construction  Co.  agreed  to  build  the  building  for  $100,000  less  than 
th6  figures  represented  by  the  Warner-Kanter  Co.  to  the  FHA. 

Later  on  it  also  agreed  that  if  additional  reductions  in  cost  should 
b^  rnadfe,  85  percent  of  those  reductions  would  go  to  Warner-Kanter 
and  15  percent  to  the  MacDonald  Construction  Co.  So,  my  memon 
was  fairly  alive  to  the  extent  that  there  was  a  "3"  in  the  figure,  ft 
was  $3,193,915;  11  percent  of  that  would  have  represented  $300,000. 
The  actual  agi-eement  set  up  a  definite  figure  of  $100,000.  If  there 
was  an  11-percent  difference,  we  can  assume  that  the  cost  of  building 
the  building  represented  an  amount  something  like  another  $200,000 
or  the  reduction  in  the  cost. 

Mr.  MxTRPHY.  The  11-percent  figure  was — I  had  reference  to  the 
Williams  case.  That  was  the  11 -percent  figure.  I  did  not  know 
what  the  figure  was  in  the  other  case. 

Senator  Bennett.  Do  either  of  you  gentlemen  know  why  Mr. 
Powell  i-esigned  ? 

Mr.  BovARD.  I  don't. 

Mr.  Murphy.  Speaking  for  myself,  no,  sir. 

Senator  Bennett.  Would  you  care,  Mr.  Murphy,  to  comment  on 
why  you  resigned?  I  realize  we  have  no  power,  nor  do  we  have  any 
wish  to  embarrass  you. 

Mr.  Murphy.  Well,  I  think  that  probably  is  a  fair  question.  I 
would  like  to  go  back  to  the  question  and  mv  answer  on  Mr.  Powell 
and  say  that  I  attended  some  meetings  which  I  spoke  of  here  in  my 
statement  and  that  under  the  circumstances  I  do  not  feel  at  liberty 
to  answer  that  question  categorically.  I  think  it  is  matters  that  are 
concerned  in  the  Department  of  Justice. 

Senator  T"  nett.  Then  you  feel  that  the  fact  that  you  were  a  par- 
tic^  1  ticular  meeting  niake^  it  impoSvSible  for  you  to 
mittee  vour  own  reasons  for  taking  the  step  that 
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Mr.  Murphy.  No,  sir.  I'm  sorry  I  did  not  make  myself  clear.  I 
anted  to  go  back  to  your  question  concerning  Mr.  Powell. 

Senator  Bennett,  x  ou  are  answering  me  now  as  to  why  you  do 
Dt  wish  to  comment  on  Mr.  Powell  ? 

Mr.  Murphy.  Yes,  sir,  and  not  on  myself. 

Senator  Bennett.  Thank  you. 

Mr.  Murphy.  I  do  not  know.  I  was  not  given  any  reason.  I  was, 
5  a  matter  of  fact,  hard  at  work  along  about  4 :  30  and  it  was  sug- 
ested  to  me  that  perhaps  my  future  was  not  in  the  FHA. 

Senator  Bennett,   i  our  resignation  was  requested  ? 

Mr.  Murphy.  Substantially  so,  although  being  in  an  excepted  po- 
ition,  it  could  have  happened  at  any  day  or  any  time,  either  prior 
p  subsequent  to  this  particular  incident. 

Senator  Bennett.  Mr.  Bovard,  was  yours  the  same  experience? 

Mr.  BovARD.  Well,  my  experience  was  somewhat  similar.  I  was 
equested  to  talk  to  Mr.  Cole  and  went  over  to  his  office.  He  said  he 
'^as  sorry  but  he  would  ask  for  my  resignation.  I  declined  to  resign. 
[e.  as»gned  no  reasons  for  his  asking,  other  than  he  gave  me  assurance 
iat  there  was  no  misfeasance  or  malfeasance  involved,  but  he  indi- 
atwi  that  some  people  felt  that  I  had  been  too  rigid  and  inflexible. 
fy  reason  for  declining  to  resign  was  that  I  didn't  think  it  was  timely, 
^ith  these  investigations  on,  I  didn't  care  to  resign  at  this  time. 

Senator  Bennett.  Mr.  Murphy,  would  you  care  to  say  who  re- 
uested  your  resimation? 

Mr.  Murphy.  Well,  I  suppose  the  head  of  the  agency  at  the  moment 
ras  the  gentleman  who  talked  to  me. 

Senator  Bennett.  That  was  not  Mr.  Cole  ? 

Mr.  Murphy.  No,  sir ;  it  was  not.  I  might  say,  however,  that  in  the 
criod  of  time  that  Mr.  Bovard  was  put  on  leave  and  the  date  of  my 
Bsignation,  which  was  approximately  2  weeks,  that  I  acted  in  the 
apacity  of  Acting  Greneral  Counsel  and  did  everything  within  mv 
ower  to  help  out  the  new  men  that  had  been  sent  over  by  Mr.  Cole  s 
ffice.  They  were  friends  of  mine  and  associates  of  long  standing. 
Ve  had  worked  on  many  matters  together  over  the  years  and  our  rela- 
ions  weie  very  good.  I  was  particularly  and  personally  pleased  at 
he  confidence  that  they  had  in  working  with  me.  As  a  matter  of  fact, 
re  did  some  important  business  right  up  until  4:15. 

Senator  Bennett.  Thank  you  very  much. 

Senator  Bush,  do  you  have  any  questions  ? 

Senator  Beall? 

We  very  much  appreciate  your  coming  here  today.  We  realize  that 
b  has  been  perhaps  a  painful  experience  and  we  are  grateful  for  the 
rankness  with  which  you  have  answered  our  questions. 

The  hearings  will  stand  in  recess  until  10 :  30  tomorrow  morning, 
t  which  time  we  will  hear  Mr.  Mason  and  Mr.  Perce.  I  think  Mr. 
*erce  first,  then  Mr.  Mason. 

(Whereupon,  at  4: 15  p.  m.,  the  committee  recessed,  to  reconvene  at 
0: 30  a,  m.,  Thursday,  April  29,  1954.) 
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THURSDAY,  APBIL  29,   1954 

United  States  Senate, 
Committee  on  Banking  and  Cubkency, 

Washi/ngtany  D.  0. 
The  committee  met,  pursuant  to  recess,  at  10 :  45  a.  m.,  in  room 
iOl,  Senate  Office  Building,  Senator  Homer  E.  Capehart  (chairman) 
presiding. 

Present:  Senators  Capehart,  Bennett,  Bush,   Payne,  Maybank, 
Douglas,  and  Lehman. 
The  Chairman.  We  will  please  come  to  order. 
I  have  some  recent  figures  on  the  number  of  loans  delinquent,  and 
50  forth^  asked  for  earlier  in  the  hearing.    They  will  be  inserted  in 
the  record. 
(The  information  referred  to  follows :) 

FHA  Title  I  Call  Report 

PRELIM INABY    SUMMABY,   MARCH    81,    1954 

The  follcfwlng  preliminary  estimates  are  based  on  a  tabulation  of  March  31, 
lt)54,  call  reports  from  institutions  reporting  more  than  95  percent  of  the  property 
mprovement  loans  insured  by  FBLA  since  March  1,  1950,  under  title  I,  section  2, 
)f  the  National  Housing  Act. 

At  that  date  it  is  estimated  there  were  3,600,000  outstanding  loans  insured 
mder  title  I,  section  2,  with  aggregate  unpaid  balances  totaling  $1,625,000,000. 
)f  these  loans,  50,000  were  reported  deUnquent  90  days  or  more  on  March  31. 
>utstanding  unpaid  balances  of  delinquent  loans  amounted  to  $24,700,000,  or 
.5  percent  of  the  total  unpaid  balances  outstanding. 

Also,  without  objection,  we  will  place  in  the  record  a  letter  from 
senators  Knowland  and  Kudiel  witn  respect  to  this  bill. 
(The  letter  referred  to  follows:) 

United  States  Senate, 

Ck>MMITTEE  ON  ApFBOFBIATlONS, 

AprU  10,  1954. 
Senator  Homeb  Capehart, 

Chairman,  Senate  Banking  and  Currency  Committee, 

Capitol. 
Dear  Mr.  Chairman  :  We  would  like  to  draw  your  attention  to  S.  3282  intra- 
loced  by  the  undersigned  on  April  8.    We  are  hopeful  that  the  provisions  of  this 
>i]l  can  be  included  as  an  amendment  to  the  committee's  Federal  housing  bill 
>f  1854  when  It  is  reported  to  the  Floor  of  the  Senate. 

Under  this  blU  the  authority  of  the  Administrator  of  HHFA  would  be  ex- 
panded to  allow  him  to  acquire  fee  titles  to  property  upon  which  Federally 
>wDed  temporary  housing  units  are  situated  where  more  than  12,000  such  housing 
inits  exist  within  any  city  or  in  1  of  the  2  contiguous  cities.  This  authority  is 
•onditioned  upon  a  finding  that  such  acquisition  *'will  expedite  the  disposal  or 
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removal  of  temporary  housing  under  his  jurisdiction  by  facilitating  the  aTaU- 
ability  of  Improved  sites  for  privately  owned  housing  needed  to  replace  saA 
temporary  housing."  A  second  condition  requires  that  "the  city  or  a  local  paUfe 
agency  has,  in  accordance  with  authority  under  State  law,  entered  into  a  firm 
agreement  to  purchase  the  land  so  acquired  at  a  price  determined  by  the  Ad- 
ministrator to  be  fair,  but  in  no  event  less  than  the  estimated  cost  to  the  Federal 
Government  of  acquiring  the  fee  simple  title  (including  an  estimated  amomit 
to  cover  legal  and  overhead  expenses  of  such  acquisition )  as  determined  by  the 
Administrator."  No  costs  under  this  bill  will  ultimately  fall  upon  the  Federal 
Government 

The  purpose  of  this  legislation  is  to  make  it  possible  to  remove,  as  promptlj 
as  possible,  much  of  the  temporary  housing  constructed  by  the  Federal  Govern- 
ment during  World  War  II  in  the  Richmond-El  Cerrito,  Calif.,  area  which  has 
become  so  deteriorated  as  to  cause  the  area  to  be  blighted.  The  population  of 
this  area  increased  far  beyond  the  proportions  of  almost  any  other  city  in  the 
United  States  during  the  war  as  the  Government  called  for  more  defense 
workers,  and,  as  the  population  increased,  so  did  the  temporary  housing.  Many 
of  these  units  are  now  over  12  years  old  and  have  become  shambles  which  are 
hot  fit  to  live  in  and  must  be  removed  as  soon  as  other  housing  can  be  provided. 

The  Redevelopment  Agency  of  Richmond,  created  under  the  laws  of  the 
State  of  California,  has  developed  a  plan  to  remove  the  blight  and  construct 
inexx>ensive  modern  permanent  housing  for  the  present  residents.  The  plan 
will  be  unduly  delayed  unless  the  power  to  acquire  the  titles  to  the  property  for 
the  redevelopment  agency  is  given  to  the  Housing  and  Home  Finance  Adminis- 
trator, for  neither  private  developers  nor  the  agency  could  acquire  these  titJea 
without  going  through  cumbersome  procedures  taking  many  years  to  accomplish. 
The  local  desire  is  to  get  the  plan  underway  and  the  Federal  Government's 
assistance  here  will  assure  the  fulfillment  of  that  wish. 

The  procedures  authorized  in  this  bill  previously  appeared  in  the  statntea 
as  section  405  of  the  Korean  War  Housing  Act  of  1951.  The  provision  was  never 
used  because  of  the  freeze  on  the  removal  of  temporary  housing  during  the 
Korean  war.  Section  405  was  repealed  along  with  the  remainder  of  the  act 
on  June  30,  1953  before  the  benefits  of  the  legislation  could  be  realized  in  the 
Richmond-El  Cerrito  area. 

It  is  our  hope  that  the  committee  will  reenact  this  law  and  make  it  possible 
to  provide  an  answer  to  Richmond's  housing  problem.    A  summary  statement  of 
Richmond's  proposal  is  enclosed  (see  p.  1119,  pt  1),  as  is  a  copy  of  the  bilL 
Sincerely  yours, 

William  F.  Knowland, 
Thomas  H.  Kuchel, 

[S.  3282,  83d  Cong.,  2d  sess.] 

A  BILL  To  expedite  the  disposal  and  removal  of  federally  owned  temporary  houslDg  In 
certain  communities  where  such  housing  predominates 

Be  it  enacted  hy  the  Senate  and  House  of  Representatives  of  the  United  States 
of  America  in  Congress  assembled.  That  section  605  (a)  of  the  Act  entitled  "An 
Act  to  expedite  the  provision  of  housing  in  connection  with  national  defense,  and 
for  other  purposes",  approved  October  14,  1940,  as  amended,  is  hereby  amended 
by  adding  the  following  at  the  end  thereof :  *'In  any  city  in  which,  on  March  1, 
1953,  there  were  more  than  twelve  thousand  temporary  housing  units  held  by 
the  United  States  of  America,  or  in  any  two  contiguous  cities  in  one  of  which 
there  were  on  such  date  more  than  twelve  thousand  temporary  housing  unite 
so  held,  the  Administrator  may  acquire,  by  purchase  or  condemnation,  a  fee 
simple  title  to  any  lands  in  which  the  Administrator  holds  a  leasehold  interest,  or 
other  interest  less  than  a  fee  simple,  acquired  by  the  Federal  Government  for 
national  defense  or  war  housing  or  for  veterans'  housing:  where  (1)  the  Admin- 
istrator  finds  that  the  acquisition  by  him  of  a  fee  simple  title  in  the  land  will 
expedite  the  disposal  or  removal  of  temporary  housing  under  his  jurisdiction 
by  facilitating  the  availability  of  improved  sites  for  privately  owned  housing 
needed  to  replace  such  temporary  housing,  (2)  the  city  or  a  local  public  agency 
has,  in  accordance  with  authority  under  State  law,  entered  into  a  firm  agreement 
to  purchase  the  land  so  acouired  at  a  price  determined  by  the  Administrator  to 
be  fair,  but  in  no  event  h       ♦  mated  cost  to  the  Federal  Government 

of  acquiring  the  fep  ag  an  estimated  amount  to  cover  legal 

and  overhead  exp  as  determined  by  the  Administrator, 

(3)  the  city  or  )  'rp  ^dence  satisfactory  to  the 
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Administrator  that  It  has  or  will  have  funds  available  to  make  all  agreed-upon 
payments  to  the  Federal  Government  and  to  protect  the  Federal  Government 
against  any  loss  resulting  from  the  acquisition  of  fee  simple  title,  and  (4)  the 
city  or  local  public  agency  has  furnished  assurances  satisfactory  to  the  Admin- 
istrator that  the  land  will  be  made  available  to  private  enterprise  for  develop- 
ment, in  accordance  with  local  zoning  and  other  laws,  for  predominantly  resi- 
dential uses :  Provided,  That  such  acquisitions  by  the  Administrator  pursuant  to 
this  sentence  shall  be  limited  to  not  exceeding  four  hundred  twenty-five  acres 
of  land  in  the  general  area  in  which  approximately  one  thousand  five  hundred 
units  of  temporary  housing  held  by  the  United  Btates  of  America  were  unoccupied 
on  said  date.". 

Our  first  witness  this  morning  will  be  Mr.  LeGrand  W.  Perce, 
Deputy  Assistant  Commissioner  of  the  Federal  Housing  Adminis- 
tration.   Mr.  Perce,  will  you  be  sworn,  please  ? 

Do  you  solemnly  swear  to  tell  the  truth,  the  whole  truth,  and 
nothing  but  the  truth,  so  help  you  God  ? 

TESTIMOHT  OF  le&RAND  W.  PERCE,  DEPXTTY  ASSISTANT  COMMIS- 
SIONEB,  FEDERAL  HOUSINO  ABMINISTItATION 

Mr.  Perce.  I  do,  sir. 

The  Chairman.  Thank  you.    Be  seated,  please. 

Do  you  pronounce  your  name  "purse"? 

Mr.  Perce.  Yes,  sir. 

The  Chairman.  Mr.  Perce,  how  long  have  you  been  with  the  FHA? 

Mr.  Perce.  I  came  with  the  FHA  on  December  20 

The  Chairman.  Pull  the  microphone  a  little  closer. 

Mr.  Perce.  On  December  20.  1937. 

The  Chairman.  You  have  been  with  the  FHA  since  December 
1937? 

Mr.  Perce.  Yes,  sir. 

The  Chairman.  What  have  been  your  duties  over  there,  please? 

Mr.  Perce.  I  came  to  the  FHA  as  an  attorney,  in  tlie  Rental  Hous- 
ing Division.    I  did  not  seek  the  job.    The  job  sought  me. 

The  Chairman.  Which  Division? 

Mr.  Perce.  Rental  Housing. 

The  Chairman.  In  1937? 

Mr.  Perce.  Yes,  sir. 

The  Chairman.  And  where  is  your  home  town? 

Mr.  Perce.  Right  now  I  am  living  in  Washington. 

The  Chairman.  Where  did  you  come  from? 

Mr.  Perce.  I  came  from  New  York. 

The  Chairman.  You  came  from  New  York  down  here  in  1937? 

Mr.  Perce.  I  came  in  1934,  and  then  I  went  back  to  New  York,  and 
came  back  in  1937.    I  was  with  the  late  NRA. 

The  Chairman.  And  you  have  been  with  the  Rental  Housing 
Division  ever  since  ? 

Mr.  Perce.  YeSj  in  the  Legal  Division  first,  and  then  in  the  Ad- 
ministrative Division. 

The  Chairman.  You  have  been  Acting  Commissioner? 

Mr*  Perce.  I  have  been  assistant  to  the  Assistant  Commissioner, 
and  then  a  Deputy  Assistant  Commissioner,  since  June  18, 1948. 

The  Chairman.  Who  has  been  your  immediate  superior? 

Mr.  Perce.  Mr.  Clvde  Powell. 

The  Chairman.  Mr.  Powell  was  your  immediate  superior? 
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Mr.  Perce.  Yes,  sir,  when  I  entered  into  the  administrative  end 
of  it.  Prior  to  that  time  I  had  two  superiors,  Mr.  Herbert  S.  Colton^ 
who  was  chief  counsel,  and  Mr.  R.  Winton  Elliott,  chief  counsel 

The  Chairman.  Have  you  had  anything  whatsoever  to  do  with 
title  I? 

Mr.  Perce.  No,  sir. 

The  Chairman.  In  other  words,  your  experience  has  been  entirely 
with  rental  housing,  section  608  ? 

Mr.  Perce.  Sections  207,  608,  and  608  pursuant  to  601,  and  title 
VIII  and  title  IX. 

The  Chairman.  Rental  housing? 

Mr.  Perce.  Yes,  sir.    They  call  it  multifamily  housing  now. 

The  Chairman.  Multifamily  housing? 

Mr.  Perce.  Yes,  sir. 

The  Chairman.  Is  that  exactly  the  same  thing  as  rental  housing? 

Mr.  Perce.  The  same  thing. 

The  Chairman.  Wliy  did  they  change  the  name? 

Mr.  Perce.  That  you  would  liave  to  ask  the  powers  above.  I  don*t 
know. 

The  Chairman.  But  it  is  now  called  multifamily  ? 

Mr.  Perce.  Yes,  sir. 

The  Chairman.  But  it  is  the  same  thing  as  rental  housing? 

Mr.  Perce.  Well,  I  rather  imagine  they  changed  it  to  multifamily 
housing — maybe  I  am  incorrect  on  this — when  uie  policy  position  of 
the  Assistant  Commissioner  for  Cooperative  Housing,  when  coopera- 
tive housing  was  put  under  Mr.  Powell  shortly — a  little  while  ago. 

The  Chairman.  Wlien  did  they  put  cooperative  housing  under 
Mr.  Powell? 

Mr.  Perce.  About  a  year  ago,  about  the  time  that  the  Congress  took 
the  appropriation  for  the  Assistant  Commissioner 

The  Chairman.  Do  you  yourself,  or  did  Mr.  Powell,  approve  all 
appraisals  made  under  section  008? 

Mr.  Perce.  No,  sir,  we  didn't  have  anything  to  do  with  it.  The 
original  appraisals  we  had  nothing  to  do  with. 

The  Chairman.  Did  you  or  Mr.  Powell,  or  both  of  you,  approve  the 
amount  of  the  mortgage  on  each  and  every  section  608  project? 

Mr.  Perce.  We  had  nothing  to  do  with  it,  sir. 

The  Chairman.  Then,  what  are  your  duties  over  there? 

Mr.  Perce.  The  duties,  as  far  as  I  can  make  out,  the  administrative 
duties  were  to  set  the  policies  in  accordance  with  the  findings  of  the 
Commissioner,  in  what  is  known  as  the  executive  board.  I  never 
had  a  policymaking  position.  The  policies  are  made  by  the  C/ora- 
missioner  and  the  Assistant  Commissioner. 

The  ChxVIrman.  What  do  you  do  ?     Tell  us  briefly. 

Mr.  Perce.  Tr>^  to  carry  out  the  policies  as  written. 

The  Chairman.  Well,  isn't  one  of  the  policies  under  section  608 
for  the  appraisers  to  appraise  and  arrive  at  an  amount  at  which  they 
would  insure  the  mortgage? 

Mr.  Perce.  Yes,  sir,  in  the  underwriting  section. 

The  Chairman.  You  say  you  did  not  approve  any  of  those? 

Mr.  Perce.  We  did  not  know  what  those  appraisals  were  until  they 
got  the  commitment  out.     Then  we  were  notified. 

The  CHAIR3IAN.  Was  your  job  and  Mr.  Powell's  job  to  issue  instruc- 
tions to  the  appraisers  on  section  608  projects? 
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Mr.  Pkece.  We  issued  administrative  instructions  and  instructions 
I  the  appraisers  as  to  how  the  appraisals  were  to  be  made,  to  the 
ssistant  commissioner  for  underwriting. 

The  Chairman.  What  we  are  trying  to  find  out  is — let's  take  a 
roject.  Let's  call  a  project  X.  A  gentleman  walks  in  and  says  he 
ants  to  build  a  section  608  project.  Now,  tell  us  how  did  you  pro- 
ved?    How  would  be  proceed,  and  how  did  FHA  proceed? 

Mr.  Perce.  He  would  proceed  by  entering  usually  an  insurance 
Bee,  whatever  it  might  be.  New  York  or  Chicago  or  whatever  it  was^ 
nd  have  preliminary  discussions  about  the  matter,  telling  them  what 
e  had  in  mind,  telling  them  about  the  land.  I  think  you  could  get  a 
luch  better  description  if  you  would  discuss  this  with  the  Under- 
writing Division.    But  I  will  give  my  interpretation  of  it. 

The  CiiAiRMAK.  You  and  Mr.  Powell  were  the  top  administrative 
flicials  under  section  608,  is  that  correct  ? 

Mr.  Perce.  As  far  as  the  administrative  section  is  concerned,  but 
ot  the  underwriting. 

The  Chairman.  You  had  nothing  to  do  with  the  underwritinff  ? 

Mr.  Perce.  I  had  nothing  to  do  with  the  underwriting — ^neither  of 
s  had,  as  far  as  I  know. 

The  Chairman.  You  had  nothing  to  do  with  the  appraisals? 

Mr.  Perce.  No,  sir. 

The  Chairman.  You  had  nothing  to  do  with  the  approval  to  insure 

mort^tge  for  X  amount  ? 

Mr.  Perce.  No,  sir. 

The  Chairman.  Then,  what  did  you  have  to  do  ? 

Mr.  Perce.  We  had  to  instruct  them 

The  Chairman.  You  had  to  what? 

Mr.  Perce.  We  had  to  set  out  administrative  determinations  with 
espect  to  what  the  policy  was. 

The  Chairman.  Who  was  the  top  man  of  these  appraisers  that  you 
re  talking  about  ? 

Mr.  Perce.  Mr.  Curt  C.  Mack. 

The  Chairman,  Mr.  Mack? 

Mr.  Perce.  Yes,  sir,  the  Assistant  Commissioner  in  Charge  of 
Jnderwriting. 

The  Chairman.  Is  he  still  over  there  ? 

Mr.  Perce.  No,  sir,  he  resigned.  I  don't  know  how  long  ago.  Not 
o  very  long  ago. 

The  Chairman.  You  mean  2  or  3  weeks  ago? 

Mr.  Perce.  No,  I  think  6  or  8  months  ago.  I  don't  remember 
xactly. 

The  Chairman.  I  wonder  if  we  can  get  Mr.  Mack  over  here  this 
ftemoon.    Will  you  call  Mr.  Mack  ? 

Mr.  Perce.  Mr.  Mack,  I  think,  is  in  Baltimore. 

The  Chairman.  He  is  not  there  anymore.  Who  took  his  placet 
<et's  call  thp  gentleman  who  took  his  place. 

Mr.  Perce.  That  is  Mr.  Chappell. 

The  Chairman.  Is  Mr.  Chappell  here  this  morning? 

Mr.  Chappell.  Yes,  sir. 

The  Chairman.  You  took  Mr.  Mack's  place  ? 

Mr.  Chappell.  Yes,  sir. 

The  Chairman.  How  long  ago  ? 
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Mr.  Chappell.  March  12,  until  last  Monday,  the  26th.  We  have  a 
new  director  now,  but  I  am  the  assistant  director,  and  I  will  be  hen 
to  testify  if  you  need  me. 

The  Chairman.  How  long  have  you  been  over  there  ? 

Mr.  Chappell.  I  have  been  with  FHA  since  1934. 

The  Chairman.  You  have  been  with  FHA  since  1934  ? 

Mr.  Chappell.  Yes. 

The  Chairman.  Now,  Mr.  Perce,  tell  us  again  what  you  do.  It  isnt 
clear  to  me. 

Mr.  Perce.  Well,  the  Administrative  Section 

The  Chairman.  What  other  duties  are  there  in  connection  with 
section  608,  other  than  arriving  at  the  cost  or  the  estimated  cost,  and 
agreeing  to  insure  the  mortgage?    What  are  the  other  duties? 

Mr.  ftRCE.  We  have  the  duty  of  releasing  the  mortgage,  serviciitf 
the  mortgage  and  servicing  the  projects,  to  see  that  they  do  not  exceed 
the  rental  ceilinfi:s 

The  Chairman.  Seethatthey  do  not  exceed  what? 

Mr.  Perce.  The  rental  ceilings.    It  is  a  form  of  rent  controL 

The  Chairman.  It  has  been  testified  here  that  in  every  section  608 
project  a  separate  corporation  was  organized. 

Mr.  Perce.  Yes.  No,  sir,  that  isn't  quite  true.  In  the  beginning, 
they  permitted  individuals  to  be  mortgagors,  particularly  if  the  mort- 
gage was  under  $200,000. 

The  Chairman.  Did  you  and  Mr.  Powell  have  charge  of  seeing  thtt 
under  these  section  608  projects  they  organized  a  separate  corporation! 

Mr.  Perce.  That  was  part  of  the  procedure,  yes,  sir. 

The  Chairman.  I  mean  that  was  part  of  your  responsibility? 

Mr.  Perce.  That  was  part  of  the  responsibility  of  the  closing  at- 
torney, to  follow  the  instructions  set  by  Mr.  Powell. 

The  Chairman.  Did  the  closing  attorney  work  for  you? 

Mr.  Perce.  When  I  was  chief  counsel  of  rental  housing  he  worked 
under  my  direction.     Not  exactly  for  me,  but  under  my  direction. 

The  Chairman.  Well,  whose  idea  was  it  that  a  separate  corporation 
should  be  organized  to  own  each  of  these  section  608  projects  5 

Mr.  Perce.  I  think  that  grew  out  of  our  experience  in  the  earUer 

Eart  of  the  program,  when  we  had  individual  mortgagors,  and  we  also 
ad  corporate  mortgagors.  It  was  found  from  experience  that  you 
could  control  a  corporate  mortgagor  by  owning  preferred  stock  much 
easier  than  you  could  control  the  operations  of  an  individual  under  % 
regulatory  agreement.  A  regulatory  agreement  had  practically  the 
same  provisions  in  it. 

The  Chairman.  What  control  did  you  want  to  hold  over  them! 

Mr.  Perce.  First,  we  wanted  to  see  that  they  kept  the  job  of  doing 
the  repairs.  Second,  we  wanted  to  see  that  they  made  no  charges 
other  than  those  approved  by  the  Commissioner.  Third,  we  wanted 
to  see  that  they  dia  not  exceed  the  rent,  because  the  act  provided  that 
we  could  control  rents,  to  provide  reasonable  rents  for.  the  tenants 
and  a  reasonable  return  to  the  owner. 

And  we  also  had  to  police  the  job,  service  the  job.  And  we  also  had 
questions  of  the  reserve  for  replacement,  which  was  set  up  in  the 
charter  provisions  for  replacing  structural  elements  and  such  things 
as  refrigerators  and  ranges  when  they  wore  out,  and  we  wanted  to  see 
that  they  didn't  dribble  that  away. 
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The  Chairman.  It  has  been  alleged  by  the  Internal  Revenue  Service 
iJiat  some  several  hundred  section  608  project  owners  made  a  profit 
ind  so  declared  on  their  income-tax  returns.  Under  the  charter,  un- 
ier  their  charter  as  a  separate  corporation,  which  you  approved,  and  in 
^hich  you  owned  $100  worth  of  preferred  stock,  you  had  the  right  to 
5ontrol  that  sort  of  thing. 

Mr.  Perce.  We  did  not  control  that 

The  Chairman.  Well,  let  me  ask  you  this:  You  controlled  these 
^orporations,  through  holding  $100  worth  of  preferred  stock,  did 
^ounot? 

Mr.  Perce.  Yes,  sir. 

The  Chairman.  Did  you  have  any  instances,  did  you  ever  have  a 
single  instance  in  which  you  approved  of  that  corporation  paying  out 
to  its  stockholders  any  amount  of  money  ? 

Mr.  Perce.  The  dividends  were  not  controlled  under  section  608. 

The  Chair3ian.  Why? 

Mr.  Perce.  They  were  controlled  in  section  207.  Section  207  was 
a  little  different. 

The  Chairman.  Why  weren't  they  controlled  in  section  608? 

Mr.  Perce.  Because  that  was  the  policy  laid  down,  the  provision 
which  only  permitted  them  to  pay 

The  Chairman.  You  certainly  controlled  capital  distribution,  did 
^ou  not  ? 

Mr.  Perce.  I  don't  know  that  we  did.  I  don't  think  the  charter 
provides  for  that. 

The  Chairman.  What  did  you  control,  then? 

Mr.  Perce.  We  tried  to  control  the  rents. 

The  Chairman.  You  just  controlled  the  rents? 

Mr.  Perce.  And  the  operations  with  respect  to  maintenance  and 
•eserve  for  replacement. 

The  Chairman.  Let  me  have  one  of  the  charters  here. 

Senator  Payne.  Mr.  Chairman,  I  would  like  to  ask  Mr.  Perce  a 
[uestion :  You  say  you  controlled  the  rents? 

Mr.  Perce.  We  tried  to ;  yes. 

Senator  Payne.  Just  how  did  you  establish  what  the  rent  was  that 
honld  be  charged  ? 

Mr.  Perce.  The  rent  was  originally  established  by  the  Underwrit- 
n^  Division,  when  they  processed  the  case. 

Senator  Payne.  And  on  what  basis  was  that  established  ? 

Mr.  Perce.  I  think  the  Underwriting  Division  better  give  vou  that, 
>ecause  the  rentals  are  generally  established  by  the  rents  of  the  neigh- 
>orhood,  and  then  it  was  presumed  to  be  established  on  6%  percent  of 
he  replacement  cost,  after  paying  all  operating  costs,  plus  taxes 

Senator  Payne.  But  that  portion  of  it  was  not  reviewed  by  you  or 
myone  under  you  ? 

Mr.  Perce.  No,  sir ;  not  in  the  beginning.  It  was  subsequently.  If 
hey  asked  for  an  increase  in  rent. 

Senator  Payne.  Let's  say  there  was  an  increase  in  rent  re- 
juested 

Mr.  Perce.  That  came  through  us. 

Senator  Payne.  How  far  back  did  you  go  to  establish  whether  or 
lot  the  base  upon  which  that  rent  was  established  was  fair,  and  if  such 
{uggested  increase  was  based  upon  certain  facts  ? 
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Mr.  Perce.  To  the  original  rent  established  by  the  replacement 
cost^  estimate  of  replacement  cost,  established  by  the  Underwritiiig 
Division. 

Senator  Payne.  What  do  you  mean  by  estimate  of  replaoonent 
cost? 

Mr.  Pearce.  All  of  it  was  based  upon  estimate  of  replacement  costs. 

Senator  Payne.  In  no  instance  did  any  member  of  the  Administra- 
tion endeavor  to  find  out  what  the  actual  cost  of  those 

Mr.  Perce.  Not  that  I  know  of . 

Senator  Payne.  Not  that  you  know  of? 

Mr.  Perce.  No. 

Senator  Payne.  Well,  under  the  so-called  rent-control  law,  affect- 
ing everybody  else  over  this  country,,  before  anybody  could  ask  f ot  a 
suggested  change  in  their  rent  structure,  they  were  required  to  furnish 
absolute  costs  that  went  into  the  suggested  increase  in  rent,  were 
tiieynot? 

Mr.  Perce.  I  really  don't  know,  sir.    I  am  not  familiar  with  that 

Senator  Payne.  Wouldn't  vou  think  it  was  a  rather  loose  proposi- 
tion of  establishing  a  rent  mat  could  be  charged  and  granting  an 
increase  from  time  to  time,  unless  some  factual  data  concerning  costs 
came  into  the  picture,  instead  of  somebody  saying,  ^^ell,  I  estimate 
tills  is  the  figure  upon  which  this  is  going  to  be  computed  t" 

Mr.  Perce.  That  is  a  situation.  When  we  set  up  an  analysis  of  the 
case,  there  are  five  criteria  whereby  that  mortgage  could  be  deter- 
mined. One  is  90  percent  of  cost,  not  to  exceed  the  cost  of  physical 
improvements  to  the  property 

Senator  Payne.  You  say  90  percent  of  the  cost? 

Mr.  Perce.  Estimated  replacement  cost  of  the  project,  as  defined 
in  the  act. 

Senator  Payne.  I  thought  you  just  said  90  percent  of  the  cost. 

Mr.  Perce.  Estimated  cost. 

Senator  Payne.  And  nobody  ever  checked  to  make  sure  whether 
that  estimated  cost  tied  into  actual  cost  or  not? 

Mr.  Perce.  No,  sir,  not  that  I  know  of. 

Senator  Payne.  Wouldn't  you  consider  it  good  business  practice  and 
sound  administrative  procedure  to  see  that  you  were  talMng  about  a 
certain  specific  figure,  as  determined  by  the  construction  cost  itself! 

Mr.  Perce.  If  the  act  provides  for  that,  I  would  be  very  glad 

Senator  Douglas.  Does  not  the  act  provide  for  it! 

Mr.  Perce.  I  don't  know  that  it  does. 

Senator  Douglas.  Let  us  get  the  section. 

Mr.  Perce.  Maybe  it  does  and  maybe  it  doesnH;. 

Senator  Douglas.  Well,  you  have  been  administering  the  act.  Sab- 
section  (b)  of  section  608  provides  for  actual  cost,  I  think. 

Mr.  P^CE.  I  don't  think  so. 

The  Chahiman.  It  provides  for  current  cost,  and  then  it  provides 
for  replacement  cost. 

Mr.  Perce.  The  Commissioner's  estimate  of  the  necessary  current 
cost. 

Senator  Douglas.  Mr.  Chairman,  forgive  me  for  interrupting,  but 
section  608 

The  Chairman.  What  page! 

Senator  Douglas.  In  the  section  that  I  have,  page  10,  sabpaiagnph 
<b)  (iii),itsays: 
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The  mortgage  shall  involve  the  principal  obligation  in  amount  (a)  not  to  exceed 
$5  million,  and  (b)  not  to  exceed  90  percent  of  the  amount  which  the  Commis- 
sioner estimates  will  be  the  necessary  current  cost  of  the  completed  project 

Mr.  Perce.  Yes,  sir,  that  is  the  Commissioner's  estimate.  It  is  not, 
as  far  as  I  can  make  out,  the  actual  cost. 

Senator  Douglas.  You  made  no  effort  to  check  whether  the  actual 
cost  could  be  determined  from  the  Commissioner's  estimate? 

Mr.  Perce.  Xot  so  far  as  I  know. 

Senator  Payne.  Mr.  Perce,  just  one  further  question. 

Mr.  Perce.  Yes,  sir. 

Senator  Payne.  You  are  talking  about  the  rents  that  you  estab- 
lished, and  I  am  sure  that  you  folks  in  the  FHA,  even  though  you 
weren't  charged  with  the  administration  of  the  Rent  Control  Act, 
as  such,  that  to  be  consistent  you  would  have  to  follow  a  pattern  un- 
der which  it  would  be  consistent  with  what  was  taking  place  country- 
wide, insofar  as  controlling  rents.     Is  that  right  ? 

Mr.  Perce.  Yes. 

Senator  Payne.  Let  me  ask  you  whether  or  not  you  figured,  under 
the  basis  on  which  you  operated,  that  FHA  in  any  instance  violated 
the  Rent  Control  Law,  as  such  ? 

Mr.  Perce.  In  the  early  part  of  the  section  608  program,  the  rent 
control  of  section  608  projects,  as  well  as  existing  construction — I 
haven't  got  the  date  right  now,  but  later  they  took  the  rent  control  off 
of  new  construction.  Our  original  charter  provided  that  so  long  as 
the  rents  were  controlled  by  another  governmental  agency,  the  FHA 
would  not  control  the  rents  in  any  way,  but  that  when  the  rent  control 
ceased  to  exist,  the  FHA  would  then  set  the  ceiling  rents  in  existence 
at  that  time  and  cary  it  on  from  there. 

When  they  changed  the  law  so  that  rent  control  did  not  pertain  to 
new  construction,  why  then  FHA  established  it  right  from  the  begin- 
ning, right  fi'om  the  beginning  of  the  process.  The  Administrative 
Section,  in  Washington,  set  the  rents,  as  set  up  by  the  project  analysis 
of  the  rents  in  the  oeginning,  and  carried  on  from  there.  What  re- 
lation they  had  to  actual  cost,  I  haven't  the  slightest  idea.  The  rents 
were  not  always  based  upon  6^  percent  of  replacement  cost.  Some- 
times they  were  based  upon  the  rent  in  the  neighborhood,  so  some  did 
not  get  61/^  percent. 

Senator  Payne.  But  you  don't  recall  any  instance  of  where  FHA 
violated  the  rent-control  law,  as  such  ? 

Mr.  Perce.  No. 

The  Chairman.  Mr.  Perce,  there  were  approximately  7,000  section 
608  projects,  is  that  right! 

Mr.  Perce.  That  is  right,  sir. 

The  Chairman.  Approximately  7,000  ? 

Mr.  Perce.  Tliat  is  right,  as  far  as  I  know. 

The  Chairman.  It  has  been  testified  that  in  practically  every  in- 
stance, except  at  the  beginning  where  there  were  some  projects  less 
than  $200,000,  that  you  required  them  to  organize  a  separate  corpo- 
ration of  which  you,  the  FHA,  took  $100  worth  of  preferred  stoct 

Air.  Perce.  Yes,  sir. 

The  Chairman.  Now,  the  Internal  Revenue  Service  maintained 
that  X  number  of  these  7,000  projects — I  don't  know  what  the  number 
is,  but  let's  say  it  is  a  thousana 

Mr.  Perce.  1,100. 
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The  Chaibman.  It  doesn't  make  any  difference.  But  they  main- 
tained tibat  X  number  of  them  filed  income-tax  returns  in  which  they 
maintained  that  they  made  a  profit  on  the  difference  between  the 
actual  cost  and  the  amount  of  the  mortgage. 

Mr.  Perce.  Yes,  sir. 

The  Chaibman.  Now,  my  question  is :  In  each  of  those  instances 
where  they  maintained  that  and  filed  a  return,  did  you  and  Mr.  Powdl 
approve  those  dividends  ? 

Mr.  Perce.  We  didn't  have  anything  to  do  with  approving  divi- 
dends. 

The  Chairman.  Did  you  approve  them  taking  out  of  this  corpora- 
tion in  which  you  owned  $100  worth  of  preferred  stock,  did  you  ap- 
prove of  them  taking  out  $100,000  ? 

Mr.  Perce.  I  donx  know  that  we  approved  or  disapproved. 

The  Chairicak.  Or  a  million  dollars. 

Mr.  Perce.  I  don't  know  that  we  approved  or  disapproved. 

The  Chairman.  Why  didn't  you  ? 

Mr.  Perce.  I  dont  think  it  was  in  our  province. 

The  Chairman.  It  certainly  was. 

Senator  Payne.  Mr.  Chairman,  if  I  may  ask  a  question 

The  Chairman.  Senator  Payne. 

Senator  Payne.  I  have  before  me,  Mr.  Perce,  S.  1770,  introduced 
in  the  80th  Congress  by  Mr.  Tobey,  and  others  who  are  present  mem- 
bers of  this  committee,  who  acted  as  cosponsors,  including  the  present 
chairman,  Mr.  Capehart,  Senator  Bricker,  Senator  Maybank,  Senator 
Fulbright,  Senator  Bobertson,  and  Senator  Sparkman.  And  I  will 
read  it: 

Section  2,  title  VI  of  the  National  Housing  Act,  as  amended,  sbaU  be  employed 
to  assist  in  maintaining  a  higli  volume  of  new  residential  construction,  without 
supporting  unnecessary  or  artificial  costs.  In  estimating  necessary  current  costs 
for  the  purposes  of  said  title,  the  Federal  Housing  Commissioner  shaU  use  every 
feasible  means  to  assure  that  such  estimates  wiU  approximate  as  dose  as  ix>88ible 
the  actual  costs  of  efficient  building  operations. 

That  was  enacted  into  law  as  a  part  of  the  present  law  and,  to  the 
best  of  my  knowledge  from  the  information  available  to  me,  has  never 
been  repealed.  I  would  like  to  ask  you  now,  in  view  of  that,  what  did 
the  FHA  do  to  see  that  that  portion  of  the  law  was  carried  out  and  to 
see  to  it  that  no  unnecessary  or  artificial  costs,  as  came  into  the  picture 
under  estimates,  were  reflected  in  determining  what  the  actual  costs 
of  efficient  building  operations  were? 

Mr.  Perce.  Sir,  that  was  never  in  my  jurisdiction.  As  I  say,  I  am 
not  an  underwriter.  It  was  carried  out  entirely  by  the  Underwriting 
Division,  and  I  think  you  will  have  to  ask  them  what  they  did  to  find 
out  whether  the  estimates  were  approximate  to  the  actual  costs. 

You  see,  we  got  into  the  picture,  as  far  as  costs  were  concerned,  the 
Administrative  Section — Mr.  Powell  and  myself  didn't  know  anything 
about  a  case  until  after  the  commitment  had  been  issued. 

The  Chairman.  Say  that  again,  please.  Don't  talk  quite  so  close  to 
the  microphone. 

Mr.  Perce.  Neither  Mr.  Powell  or  nivself  knew  anything  about  the 
project  until  after  the  commitment  had  been  issued,  a  firm  commitment 
to  insure  the  mortgage  for  so  many  dollars. 

The  Chairman.  Who  had  jurisdiction  or  responsibility  to  see  that 
these  separate  corporations  were  organized  and  the  $100  worth  of  pre- 
ferred stock 
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Mr.  Perce.  That  was  done  by  the  Legal  Division. 

The  Chairman.  That  was  done  by  who? 

Mr.  Perce.  The  Legal  Division. 

The  Chairman.  Of  your  department? 

Mr.  Perce.  The  Rental  Housing  Division,  and  the  field  attorneys. 

The  Chairman.  That  would  be  your  department? 

Mr.  Perce.  It  would  be  when  I  was  in  the  Legal  Division;  yes,  sir. 
The  closing  attorneys  were  only  authorized  to  approve  a  charter  in 
accordance  with  our  charter. 

The  Chairman.  I  may  be  wrong  about  this,  but  it  seems  to  me  that 
you  and  Mr.  Powell  didn't  have  anything  to  do. 

Mr.  Perce.  We  had  much  to  do.    Too  much  to  do. 

The  Chairman.  What  did  you  liave  to  do.  You  had  nothing  to  do 
with  organizing  the  corporation;  you  had  nothing  to  do  with  the 
appraisal,  you  say. 

Mr.  Perce.  That  is  right. 

The  Chairman.  You  had  nothing  to  do  with  organizing  these  sepa- 
rate corporations. 

Mr.  Perce.  No  ;  that  was  done  by  the  mortgagor  and  their  attorneys. 

The  Chairman.  And  you  say  you  never  knew  anything  about  a  case 
until  it  was  approved  for  mortgage  purposes  ? 

Mr.  Perce.  We  never  knew  anything  about  it  until  after  the  com- 
mitment  

The  Chairman.  Everybody  handled  the  thing,  and  came  in  and 
handed  it  to  you,  and  then  what  did  vou  do  from  that  point  on? 

Mr.  I^erce.  I  will  say  one  thing,  that  we  did  have  something  from 
the  beginning,  before  the  commitment  was  issued  and  that  was  the 
prevailing  wage  deteiinination  by  the  Secretary  of  Labor.  I  forgot 
about  that. 

The  Chairman.  You  mean  the  prevailing  wages  when  they  were 
constructing  the  building? 

Mr.  Perce.  That  was  before  they  started  the  job.  The  first  thing 
that  happened  when  an  application  was  filed. 

The  Chairman.  Let  me  ask  you  this :  Under  the  law  you  were  sup- 
posed to  set  the  rents? 

Mr.  Perce.  Yes. 

The  Chairman.  Did  you  and  Mr.  Powell  set  the  rents? 

Mr.  Perce.  No. 

The  Chairman.  Who  did? 

Mr.  Perce.  The  insuring  office.  I  wouldn't  know  what  the  rents 
were  in  Chicago,  San  Francisco,  Oklahoma,  and  so  forth. 

The  Chairman.  You  and  Mr.  Powell  had  nothing  to  do  with  that? 

Mr.  Perce.  No.  That  was  done  in  what  was  called  the  project 
analysis. 

The  Chairman.  What  you  had  to  do  with  was  what? 

Mr.  Perce.  We  had  to  service  the  mortgage  and 

The  Chairman.  What  do  you  mean  by  service  the  mortgage? 

Mr.  Perce.  Seeing  if  it  went  into  default,  and  it  (fid  go  into 
default 

The  Chairman.  The  banks  bought  the  mortgage  and  they  had  to 
service  it,  didn't  they? 

Mr.  Perce.  Partially.  We  had  to  service  it,  too.  The  banks 
couldn't  alter  the  mortgage  without  our  consent. 

The  Chairman.  Order  the  mortgage? 
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Mr.  Perce.  Alter,  a-1-t-e-r. 

The  Chairman.  Were  there  a  lot  of  alterations? 

Mr.  Perce.  A  great  deal. 

The  Chairm/^n.  A  great  deal  of  alterations? 

Mr.  Perce.  Yes. 

The  Chairman.  AVhy? 

Mr.  Perce.  When  the  project  got  into  difficulty  and  couldn't  mm 
the  payments,  and  the  mortgagee  requested  us  to  permit  him  to  waive 
amortization  for  a  while. 

The  Chairman.  Did  you  have  much  of  that? 

Mr.  Perce.  A  great  deal  of  it.  A  great  deal  of  it,  particularly  after 
the  war  started  and  the  costs  began  to  go  up. 

The  Chairman.  And  they  would  try  to  get  you  to  increase  it? 

Mr.  Perce.  We  did  increase  the  mortgage,  a  great  many  mortgages, 
up  to  the  final  endorsement. 

The  Chahiman.  You  say  you  did  increase  the  mortgage? 

Mr.  Perce.  We  increased  a  great  many  mortgages ;  yes. 

The  Chairman.  You  mean  the  amount? 

Mr.  Perce.  Yes,  sir. 

The  Chairman.  In  other  words,  you  would  increase  the  amount  of 
the  mortgage  that  the  original  appraised  had  set  it  at? 

Mr.  Perce.  Yes. 

The  Chairman.  Oh,  you  did  ? 

Mr.  Perce.  Yes,  quite  a  few.  The  mortgagee  would  request  us— 
well,  quite  a  number  of  things  happened.  For  one  thing,  during  the 
course  of  construction,  some  mortgagee  and  mortgagor  would  apply 
for  a  change  order  for  a  better  one,  or  a  different  kind  of  matenJ. 
In  other  words,  if  you  couldn't  get  wrought  iron  j)ipe  during  the 
war,  because  of  the  scarcity.  Now,  that  cost  an  additional  amount 
of  money,  and  some  of  the  increases  were  greater  than  some  of  the 
decreases.  They  would  come  in  sometimes  and  make  an  application 
to  our  insuring  office,  and  tlie  insuring  office  would  process  it,  just 
like  they  processed  everything  else,  and  it  would  be  sent  to  Mr. 
Powell,  and  Mr.  Powell  would  send  it  to  underwriting  to  check  the 
processinir  and  see  if  it  was  correct.  And  if  it  was  within  the  limita- 
tions of  the  act,  the  mortgage  would  be  increased. 

The  Chairm/\n.  Who  had  tlie  last  word  as  to  whether  the  amount 
of  the  mortgage  would  or  would  not  be  increased? 

Mr.  Perce.  All  the  processing  would  be  done  by  Mr.  Powell, 

The  Chairman.  In  other  words,  if  I  had  a  project  in  Indianapolis, 
let's  say,  and  it  had  been  originally  approved  for  a  million  dollars, 
it  would  mean  that  when  the  project  was  completed  I  could  go  to  a 
bank  and  sell  my  mortgage  for  a  million  dollars  ? 

Mr.  Perce.  Not  after  it  was  completed.  During  the  course  of  con- 
struction. 

The  CiiAmM AN.  And  during  that  course  of  construction,  I  decided 
that  I  wanted  to  get  it  increased  $100,000. 

Mr.  Perce.  You  had  to  have  a  basis  for  that. 

The  Chairmvn.  Yes,  but  I  decided  I  wanted  it  increased,  that  it 
should  be  increased.     Then  I  would  do  what?     Come  to  Mr.  FowelH 

Mr.  Perce.  You  would  go  to  the  Indianaoolis  office  and  take  it  up 
with  the  chief  underwriter,  who  would  get  the  facts.  He  would  then 
examine  the  facts  and  check  those  facts.  And  the  instructions  here 
say  that  they  have  to  be  act^^' '  ,  not  just  estimates,  guesswork. 
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^d,  if  he  Indianapolis  office  agreed  that  the  cost  had  gone  up  beyond 
he  control  of  the  mortgagor  corporation  and  had  worked  a  real  hard- 
lip,  if  he  didn't  get  the  increase,  which  is  part  of  section  515  of 
lie  act,  the  insuring  office,  completing  the  process,  would  send  it  in 
D  Washington  and  it  would  come  to  Mr.  Powell's  office.  He  would 
hen  generally  turn  it  over  to  me,  and  I  would  send  it  up  to  Under- 
rriting,  to  Mr.  Curt  C.  Mack.  They  would  then  examine  the  process- 
Qg  and  see  if  it  was  all  in  order  and  that  it  didn't  violate  the  pro- 
isions  of  the  act,  and  they  would  send  us  a  memorandum  stating 
bat  they  thoroughlv  agreed  with  the  processing,  that  the  increase 
ras  in  order,  to  avoid  a  hardship  and  what  not. 

They  would  then  send  a  memorandum  to  the  Legal  Division,  and 
hey  would  prepare  a  formal  commitment,  which  the  District  Direc- 
or  in  Indianapolis  would  issue,  increasing  the  amount  of  the 
lortgage. 

The  Chairmax.  Did  Mr.  Powell  have  the  last  say  on  this? 

Mr.  Perce.  He  had  the  last  say,  subject  to  the  review  of  the  case. 

The  Chairmax.  He  could  overrule  the  underwriters? 

Mr.  Perce.  I  don't  think  he  overruled  the  underwriters. 

The  Chairmax.  Well,  did  he  have  the  power  to  overrule  them? 

Mr.  Perce.  That  I  will  have  to  reserve.  I  will  have  to  look  back 
lid  find  out.     (See  appendix,  p.  1986.) 

The  Chairmax  How  many  cases  would  you  say  there  were  where 
he  amount  of  the  mortgage  was  increased? 

Mr.  Perce.  I  would  hate  to  say.    Hundreds  of  them. 

The  Chairmax.  Hundreds  of  them? 

Mr.  Perce.  Hundreds  of  them,  yes,  sir.  And  if  those  mortgages 
lad  not  been  increased,  there  would  have  been  a  great  many  people 
v^ho  would  have  lost,  instead  of  gained. 

Senator  Douglas.  May  I  interject  a  question  here  ? 

The  Chairmax.  Senator  Douglas. 

Senator  D0UOI4AS.  When  the  actual  costs  exceeded  the  estimates, 
herefore,  the  mortgage  was  increased? 

Mr.  Perce.  Sometimes,  yes,  sir,  if  it  met  with  the  other  obligations. 
Ut  me  explain,  first,  these  5  limitations 

Senator  Douglas.  I  am  just  asking  for  a  simple  answer  to  that. 
In  the  vast  majority  of  cases,  when  the  actual  cost  exceeded  the  esti- 
mate, the  mortgage  was  increased,  yes  or  no  ? 

Mr.  Perce.  If  it  could  be  within  the  limitations  of  the  Act. 

Senator  DoroL.\8.  If  you  checked  up  when  costs  exceeded  the  esti- 
iiates,  why  did  you  not  write  down  tlie  amount  of  the  mortgage,  as 
^ell  as  writing  up  the  amount  of  the  mortgage?  Excuse  me,  Mr. 
^hairman. 

The  Chairman.  That  was  the  question  I  was  going  to  ask  you. 
^hy,  if  you  increased  these  mortgages  when  you  found  that  they 
Koiild  be  increased — and  I  presume  you  felt  they  should  be  or  you 
'ouldn't  have  done  it — why  then,  when  the  costs  ran  much  less  than 
^ur  estimate,  didn't  you  reduce  it? 

Mr.  Perce.  So  far  as  I  know,  I  don't  know  whether  the  costs  ran 
>8s  or  not.  That  would  be  something  for  the  insuring  office  to  find 
lit.    We  weren't  processing  that. 

The  Chairman.  How  did  you  know  they  ran  more,  then? 

Mr.  Perce.  That  was  based  entirely  upon  the  processing  in  the 
risuring  office.     We  had  to  take  the  word  of  the  insuring  office. 
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Now,  Uiore  is  one  way  in  which  the  mortgage  might  ha 
nulucea,  and  tliat  is  in  balancing  out  the  change  order,  die  a 
tion  fee,  allowing  they  had  saved  money  on  the  constructioi 
mortgage  was  supposed  to  be  reduced  to  the  amount  of  the 
ortier. 

SiMmtor  Paynr.  Mr.  Chairman. 

The  Chairman.  Senator  Payne. 

SiMmtor  Patnr.  Mr.  Perce,  you  have  given  us  quite  a  di 
hero  on  the  fact  that  you  were*  administrative  officer,  that  y 
thene  things  and  put  tliem  into  effect  administratively. 

Mr«  l*KRi^K.  Yes,  sir. 

Senator  Paynr.  Would  you  just  trace  this  for  me:  The  C 
|>atwa  a  bilU  signed  into  law  by  the  President.  Who  directs  tl 
nKanit>  with  tlio  provisions  of  that  law,  so  far  as  the  Federal  I 
Administration  is  concerned  f 

Mr.  1*RIK''.R.  The  Federal  Housing  Commissioner. 

Seiiatt)r  Paynr.  The  Federal  Housing  Commissioner. 

Mi\  I^KRi^R.  There  were  a  group  of  assistant  commissioiier 
mis^ioner  fc^r  umierwriting,  c^mmiissioner  for  title  L  and  si 
Thwe  were  also  what  they  called  zone  commissioners,  in  ciar 
aiUHS  and  they  were  the  onets  that  set  the  policy  there  and  ] 
difwtowi  fc^How  up  in  the  form  of  letters^ 

Senauvr  Paynr,  Xow^  going  bcsiok  to  the  law  vrhioh  I  i-ssi 
ISihlic  l^w  :iiM^  put  info  eAect  December  27,  If^T,  signed  ix 
jwt  what  are  the  mechanics  that  toi^k  place  in  pnttii^  the  {vrcvrii 
that  law  into  etiect  and  how  wew  they  administered  ?     i  x*  p 

Mr*  Ihtt^iR.  I  don'^  like  to  answer  the  question  caiegyria 
think  maylv  \>hi  vxndd  i^H  an  answer  from  the  Ui5tkanrr5c3i 
sion,  Uvau<^^  fhat  would  W  thoir  function. 

Ser,aior  P  wnt.  l^  nv?  ask  this :  Do  the  rpcoris  of  FHa  fm 
t W  i\^inur;'J5<^v.ior  do\^ir*ttxi  :ho  restx^nsibility  of  s^eeir^  :Ll:  zi 
visHw  wiiii  carritfvl  o\;t  i 

Mr.  l^ni\^\  I  :h^.r.k  >\\    1  ivvi^t  fcx^w.    I  wiyi  hav^  z--  -ije  i. 

S^^vitxw  rwNK  S'fitxlvviyV  r,"iei:jory  oi^in^-t  to  !*  i»:»>£  *!Dni; 

Mr.  l^w^^y.  Thit  w^>  tv«  ir.  my  deMnii:ieeii.  Tbe  cvi=«  irirc 
aixi  ^3r*',r*ft^  o:  av^^  I  *it\::*^  krs^w  ar.yt^iirtir  a!>v:7  trjeci.    I  lji  i 

SccvATvvr  rV-ixT.  Yis:  yvv,:r  diTifScvr.  wtl?  i-  ;.-ij^i?f  :i  :j_-:f  -ria: 
c:'s?  ^^f  F<\xrfc^,  Hvy5<r.r;i:.  w^sr/t  :•  f 

Mr.  l^Ofrk^^  NiV  :Iv  v\ts:  ir,f:cT/.*::-:.r.:  r?:,.  >:r.  W-*  ~iiu£  Tire 
*i*^  %:*ii  t>*e  A>«  «^:;T.:rtte:?^ 

Swv*r*'c  r^TNy^  AT>i  jw-  >;a,i  T>-x>-iTj:  to-  5>  -^r^r  -i^r  ?^*^Tr*i 
^Ji^-  AV5  fSC:T,vA^r<'. 

Mr  )>«,-f.  N.x>rr 

TSm>i;  tnt'^ *x .  R.j:  y.^r,  >;i>i  ?».c::?<c:.irx  t  -  S:  -i^^J:  Tip  ::.-• 

Mr.  )>cni:*r.  1:  r*v  r*o*trriT»f<:»5t::»:irs?  w-*c»  frj-v-r-^L  i.-T?:r?r  7Zf 

S*«tnfc?/c  3%r5iaK  l>x  fs.'iirT/^si.TTTnirr  rir.ip?  Sep.!  x^t^i  Tit-  t* 
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To  a  certain  extent    Sometimes  our  duties  were  in  the 
period.     That  is  when  they   liad  these  requests  for 


Lor  Bush,  In  other  words,  the  revising  of  the  mortgage  might 

ken  phice  during  construction? 

Perce.  It  could  have, 

tor  Bush.  That  came  under  your  authority  ? 

?ERC£.  And  Jtr.  Powell's  authority;  yes,  sin    You  couldn't  re- 

p  ijiortj^age  actually  until  the  project  was  completed  and  finally 

td  for  iuifiurancc,     Tlie  mortgages  were  originally  endorsed 

any  work  was  done* 

tor  Bush.  In  your  department,  or  Mr<  Powell's,  let's  say. 

PtJioE.  Yes,  sir, 

tor  Bush.  His  authority  on  the  whole  operation,  before  the 

Jcome  into  operation,  so  to  speak,  had  to  do  then  with  tlie  right 

ority  to  change  the  value  of  the  mortgage  after  an  agreement 

m  reached?    Tliat  wn.s  his  only  authority  in  connection  with 

ilding,  until  it  became  a  completed  project? 

?EECE.  AVe  w  ere  also  cluirged  with  the  enforc-ement  of  tJie  pre- 

,  wages  and  labor* 

tor  Bush;  Those  were  the  only  two  things  that  your  depart- 

jE*EBCE.  I  think  I  am  correct  on  that*     I  can't  answer  that 

icaJly*    I  will  have  to  check  that. 

(tor  Bush,  But  as  far  as  your  recollection  is  concerned  it  was 

those  two  areas  that  that  authority  was  exercised  by  5Ir.  Powell 

tganixation? 

Perck,  As  far  as  the  cost  estimation  and  the  cost  of  the  job,  the 

ponst  ruction,  tlmy  were  entirely  under  the  operations  of  Under- 

f.    They  had  the  inspections^  they  had  tJie  arcliitects  and  they 

I  cost  estimates, 

tor  Bush,  But  the  revaluation,  if  any^ 

Perce.  The  only  person  that  had  to  do  with  the  modification 
nort>gage  was  Mr. Powell  or  the  people  above  him. 
tor  Bush.  And  that  could  take  place  either  before  the  project 
aplet<?d  or  after? 

Pehge,  Not  after  the  project  was  completed  and  finally  en- 
f  or  insurance. 

tor  Bush.  Let  me  ask  you  this:  After  a  project  had  been  in 
on  for  2  or  3  years,  dicin't  you  ever  make  adjustments  in  the 
ge  then  ? 

^Rc'K,  Never  increased  the  mortgage ;  no,  sir, 
lor  Bush,  You  never  did? 

feRCE,  No,  The  original  endoisement  is  done  before  any  work 
I  Then,  after  the  job  is  completed,  it  is  en  doited  to  the  full 
{ advanced  by  the  mortgagee.  Sometimes  it  is  less  and  some- 
lore,  than  the  original  commitment, 

I  after  that  second  endoi^ement  takes  place,  we  do  not  change 
Wgage,  We  cannot  increase  it.  That  is  what  section  515  of 
I  don\  know  whether  I  have  a  copy  of  that  or  not. 
Bush.  I  am  not  particularly  interested  in  that^  Mr,  Perce, 
e  given  me  what  T  wanted  to  know;  namely,  what  your 
was  before  that  building  went  into  operation.    There  were 

B4"pt,  3 2Q 
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two  areas  of  authority:  (1)  revision  of  the  mortgage,  and  (2)  the 
policing  of  the  labor. 

Mr.  Perce.  Then,  of  course,  a  lot  of  times  there  were  disputes  be- 
tween the  contracting  oflScer  and  the  insuring  office,  that  came  down  to 
the  Washington  office  for  interpretation.  And  they  sat  in  on  that, 
and  mostly  that  was  determined  by  our  field  offices. 

Senator  Bush.  But  the  change  in  the  value  of  the  mortgage  which 
might  have  taken  place  between  the  time  the  project  began  to  be 
built  and  the  time  it  was  completed,  nobody  could  authorize  that  finil 
change  in  the  mortgage  except  Mr.  Powell  ? 

Mr.  Perce.  Except  with  respect  to  these  change  orders  in  the  field 
office.  They  processed  these  change  orders.  If  a  man  wanted  to  cut 
it  down,  and  one  wanted  to  increase  it  a  little  bit,  and  if  those  balanced 
out,  then  the  instructions  to  the  field  offices  were  to  endorse  it  for  the 
lesser  amount,  not  the  greater  amount. 

Senator  Bush.  If  there  was  an  increase,  it  had  to  be  approved  bj 
Mr.  Powell? 

Mr.  Perce.  Yes,  sir. 

Senator  Payne.  Mr.  Chairman,  at  the  appropriate  time,  if  it  would 
be  possible,  I  would  like  to  have  Mr.  Greene,  who  was  former  Com- 
missioner, answer  a  question. 

The  Chairman.  I  don't  believe  Mr.  Greene  is  here  today. 

Senator  Bennett.  Yes,  he  is,  sir. 

The  Chair3Ian.  Do  you  want  him  to  answer  it  now  ? 

Senator  Payne.  Whenever  it  is  convenient. 

The  Chahiman.  Unless  you  gentlemen  have  any  questions  of  this 
present  witness,  he  didn't  have  much  to  do  over  there. 

Mr.  Perce.  My  main  feeling  of  the  FHA  was  frustration,  for  the 
simple  reason  that  I  never  had  enough  help  to  do  a  good  job,  never. 
We  are  supposed  to  get  annual  reports  and  annual  statements,  and  I 
have  nobody  to  examine  them. 

The  Chairman.  Did  you  get  an  annual  report  from  each  of  these 
8,000  section  608's? 

Mr.  Perce.  Not  quite  8,000.  Only  those  in  which  we  have  charter 
control. 

The  Chairman.  How  many  did  you  have  ? 

Mr.  Perce.  I  imagine  around  4,500. 

The  Chairman.  Do  you  laiow  exactly  ? 

Mr.  Perce.  No. 

The  Chairman.  ^Vliy  don't  you  ? 

Mr.  Perce.  They  keep  changing  all  the  time.  We  had  been  getting 
new  ones  every  day. 

The  Chairman.  You  can't  ^et  new  section  608-s  now  ? 

Mr.  Perce.  No ;  new  title  VIII  and  title  IX. 

The  Chairman.  I  mean  section  608. 

Mr.  Perce.  I  imagine  around  4,000.  I  haven't  checked ;  3,500  or 
4,000.  I  can  find  that  figure  exactly  if  you  really  wish  to  know.  I 
don't  have  it  at  my  fingertips. 

The  Chairman.  Under  your  rules,  the  section  608  project  owner 
supposedly  had  to  send  in  his  annual  financial  statement  to  you? 

Mr.  Perce.  It  was  supposed  to  be  within  60  days  after  the*  end  of 
the  fiscal  year. 

The  Chairman.  What  did  you  do  with  them  after  they  came  in! 
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Mr.  Perce.  Originally  the  reports  which  were  supposed  to  be  sent 
o  the  general  comptroller;  he  was  supposed  to  audit  those  reports. 

The  Chairman.  You  mean  the  general  comptroller  of  the  FHA? 

Mr.  Perce.  Of  FHA.  He  was  supposed  to  audit  those  reports. 
Lnd  then,  if  he  found  anything  out  of  order,  he  would  notify  Mr. 

The  early  section  608's  were  not  controlled  by  us,  because  they  were 
inder  rent  control,  but  the  later  ones,  after — ^I  have  forgotten  the 
late — ^they  had  to  send  in  reports,  after  it  was  completed.  It  some- 
imes  took  18  months,  and  then  they  had  to  operate  for  a  year  before 
^e  could  get  a  report  So  I  think  it  was  sometime  about  the  latter 
►art  of  1948,  or  early  1948  when  they  began  to  come  in,  and  they 
legan  to  come  in  in  great  numbers — 1,000,  2,000,  and  so  forth.  Mr. 
rhompson  at  that  time  had  the  Projects  Audit  Section,  which  was 
upposed  to  audit  these  projects.  He  found  himself  swamped,  abso- 
utely  swamped.  He  took  the  matter  up  with  Mr.  Powell — I  was 
.here  at  the  time — and  asked  for  31  more  auditors,  because  with 
t,000  accounts  it  takes  a  long  time  to  audit.    And  there  was  no  money. 

So,  by  a  memorandum,  I  believe  from  the  Commissioner  to  Mr. 
rhompson,  he  was  relieved  of  the  duty  of  auditing  these  reports.  So 
le  sent  the  reports  to  us,  and  as  I  had  only  6  people  to  service  7,000 
reports,  they  were  put  in  the  file.  We  weren't  interested  in  operating 
3osts  particularly.  They  were  not  audited  by  us,  because  we  had 
nobody  to  audit  them.  I  had  1  girl  and  1  man  to  figure  operating 
costs,  and  I  had  5  men  servicing  Y,000  mortgages.  So  that  is  why  I 
feel  irustrated.  If  each  1  of  my  men  took  no  vacation  or  no  annual 
leave,  and  put  in  a  full  day,  he  could  spend  20  minutes  per  year  per 
project,  which  is  not  good  service. 

That  is  the  truth  of  the  matter.  I  cannot  do  a  good  job  that  way, 
mnd  we  have  always  gone  over  our  heads. 

Senator  Douglas.  Mr.  Chairman? 

The  Chairman.  Senator  Douglas. 

Senator  Douglas.  Mr.  Chairman,  may  I  ask  the  witness  if  he,  or  if 
the  FHA,  asked  for  additional  appropriations  to  provide  for  this? 

Mr.  Perce.  We  did,  memorandum  after  memorandum,  requesting 
more  money. 

Senator  Douglas.  Was  the  Congress  requested  to  appropriate 
money  ? 

Mr.  Perce.  The  budget  was  usually  set,  I  believe,  by  the  Budget 
Bureau. 

Senator  Douglas.  Did  you  request  the  Budget  Bureau  to  grant 

Mr.  Perce.  You  will  have  to  ask  the  top  man.  I  think  they  did, 
yes.    I  think  they  did  ask  for  more  money  all  the  time. 

Senator  Douglas.  Didn't  the  Budget  Bureau  grant  it? 

Mr.  Perce.  Not  as  far  as  I  know.  Our  budget,  as  far  as  I  know, 
las  always  been  too  tight. 

Senator  Douglas.  You  had  no  surplus  employees  that  you  could 
ransf er  to  this  work  ? 

Mr.  Perce.  No,  sir. 

Senator  Douglas.  What  was  the  total  capital  investment  in  these 
ome  7,000  section  608  projects  ? 

Mr.  Perce.  Well,  I  suppose  $4  billion. 

Senator  Douglas.  $4  billion? 
Mr.  Perce.  Yes. 
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Senator  Douglas.  And  yet  you  didn't  audita 


Mr.  Perce.  No,  sir.   There  was  no  possible  help  to  do  it. 

Incidentally  this  is  not  entirely  connected  with  me,  but  Mr.  Powd 
and  myself  were  informed  by  the  vice  president  of  one  of  the  bigges 
life  insurance  companies  in  the  United  States  that  they  had  ^^ 
million  in  mortgages  on  small  homes  in  rental  housing,  and  they  M 
176  in  the  service  department.    I  have  7. 

The  Chairman.  Just  yesterday  I  think  they  voted  $50,000  fo! 
Mr.  Cole  to  make  this  FHA  investigation. 

Mr.  Perce.  Yes,  sir.   It  will  take  that  and  more. 

The  Chairman.  I  think  there  is  about  $20  billion  involved  in 
contingent  liability  on  the  part  of  the  Government. 

Mr.  Perce.  Yes,  sir. 

The  Chairman.  I  suppose  in  a  half  a  dozen  days  we  wiU  possibly 
g^ive  away  $3  billion,  $4  billion,  $5  billion,  or  $6  billion  to  some  for- 
eign country. 

Mr.  Perce.  Yes. 

The  Chairman.  Yet  we  appropriate  $50,000  to  investigate  a  con- 
tingent liability  of  some  $20  billion. 

Mr.  Perce.  It  might  have  been  if  the  FHA  had  more  money  they 
might  not  need  to  be  investigated  now.    I  don't  know. 

The  Chairman.  I  don't  know  of  you  or  any  FHA  oflicial  ever 
calling  to  this  committee's  attention  the  fact  that  you  weren't  able 
to 

Mr.  Perce.  That  I  can't  say,  sir. 

The  Chairman.  You  were  not  the  head  man  over  there  ? 

Mr.  Perce.  I  had  nothing  to  do  with  budgetary  problems. 

The  Chairman.  I  have  no  recollection  of  anybody  calling  the 
attention  of  this  committee  to  the  fact  that  they  were  not  able  to 
perform  their  duties  because  they  didn't  have  such  help. 

Mr.  Perce.  I  think  that  has  been  the  problem  with  FHA  since  I 
have  been  there,  as  far  as  I  am  concerned. 

The  Chairman.  I  would  like  to  get  back  a  minute  to  the  4,000 — • 

Senator  Douglas.  Mr.  Chairman  ? 

The  Chairman.  Senator  Douglas. 

Senator  Douglas.  In  connection  with  this  point  that  you  made,tW] 
you  did  not  have  money  to  deal  with  this,  I  would  like  to  invite  your 
attention  to  title  I,  section  1,  page  2,  of  the  abstract  there,  which  gives 
blanket  authority  to  FHA  to  use  e35  percent  of  the  income  which  it 
receives  from  premiums  and  fees  for  administrative  purposes,  includ- 
ing inspection,  and  so  forth.  So  that  the  specific  appropriation  vas 
not  needed,  as  I  see  it,  for  this  purpose,  and  you  could  have  used  part 
of  your  income.    That  was  specifically  granted  by  Congress 

The  Chairman.  If  you  will  yield  a  moment,  let  me  say  this:  We 
wrote  that  into  the  bill,  this  committee,  the  provision  allowing  35  per- 
cent of  their  income  for  that  purpose,  which  would  have  been  amplfi- 
and  in  all  fairness  to  the  witness  and  everybody  else,  it  was  latei 
kicked  out  by  the  Appropriations  Committee. 

Mr.  Perce.  And  I  think  also,  Senator,  you  will  find  that  that  Si 
percent  was  confined  to  technical,  not  administrative.  That  was  onlj 
allowed  to  operate  in  the  field  and  not  in  the  Washington  office. 

The  Chairman.  It  was  thrown  out  by  the  Appropriations  Com 
mittee  later. 

Senator  Bennett.  Mr.  Chairman? 
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The  Chairman.  Senator  Bennett. 

Senator  Bennett.  At  the  end  of  yesterday's  hearings  we  put  into 
le  record  a  statement  made  by  Mr.  Greene  before  the  House  Inde- 
BEndent  Offices  Appropriations  Committee,  in  1954,  which  contains 
le  applicable  figures  to  the  operation  and  the  relation  of  the  insur- 
ace  income  to  the  operating  e^xpenses.  Mr.  Greene  was  requesting 
more  liberal  interpretation  or  a  more  liberal  allowance  for  services 
f  the  Sjgency. 

This  information  is  already  in  the  record  for  our  consideration 
ter.     (Seep.  1692.) 

Mr.  Perce.  In  our  records  there  is  appeal  after  appeal  after  appeal 
irery  year  for  more  money,  but  people  don't  seem  to  understand 
irery  time  Congress  passes  a  section  of  the  act — we  started  out  with 
action  207,  and  we  got  section  608,  and  we  got  section  608  pursuant 
>  section  601,  title  VIII,  title  IX,  and  every  time  a  project  was  built 
IB  swvioe  department  had  more  work,  and  aoo  more  people  to  work 
ith. 

In  1938,  when  we  had  375  units,  I  believe  the  service  department 
E  Rental  Housing  had  17  employees  to  do  the  work,  and  I  had  5, 
ad  now  at  the  present  time,  7.    That  is  why  I  say  I  feel  frustrated. 

Senator  Douglas.   Mr.  Chairman? 

The  Chairman.  Senator  Douglas. 

Senator  Douglas.  I  want  to  be  fair  to  the  witness  and  to  the  FHA, 
Ty  comments  about  thei  provisions  in  the  law  were  correct,  but  I 
en  informed  that  this  provision  in  the  law  was  not  in  effect  when 
action  608  was  operating.  And,  furthermore,  that  this  provisions 
as  severely  crippled  by  the  Appropriations  Committee,  in  addition. 
Jid,  furthermore,  that  the  employees  in  FHA  had  been  steadily  cut 
own,  even  though  the  workload  had  been  increasing. 

I  have  a  chart  before  me,  showing  there  were  1,050  employees  in 
*HA  in  1950.  That  was  reduced  to  895  in  1952,  and  to  810  in  1963. 
think  it  is  true  probably  that  they  have  been  crippled  in  the  amounts 
rhich  we  have  given  them  for  administrative  purposes. 

Mr.  Perce.  That  is  true. 

Senator  Douglas.  I  did  raise  this  point  before,  and  I  think  it  is^ 
loroper  for  me  to  make  a  correction  now,  in  the  interests  of  fairness. 

Mr.  Perce.  I  am  glad  you  did  that,  sir.  Somebody  might  think  I 
un  trying  to  find  fault  I  tried  to  do  a  good  job,  and  I  am  perfectly 
filing  to  say  I  haven't  been  able  to  do  a  good  job  because  I  havenx 
pot  the  tools  to  work  with.  If  you  intend  to  keep  on  this  supervision, 
Jease  give  us  the  help. 

The  Chairman.  I  have  just  sent  for  the  records  of  this  so-called 
Itoss  case  in  New  York,  which  is  in  the  courts  in  Baltimore.  Do 
on  remember  the  so-called  Gross  case? 

Mr.  Perce.  I  have  heard  of  it;  yes,  sir. 

The  Chairman.  Did  the  FHA^hold  $100  worth  of  preferred  stock 

their  respective  corporations? 
Mr.  Perce.  I  think  so,  in  each  one  of  them. 
The  Chairman.  You  do  think  so? 
Mr.  Percel  I  think  so. 

The  Chairman.  Did  the>'  get  your  permission  to  pay  out  the 
lount  of  dividends  that  thev  did? 

Mr.  Perce.  Xo,  sir.  As  far  as  I  know,  when  they  paid  it  out,  I 
in't  even  know  they  had  it. 
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The  Chairman.  You  didn't  e\en  know  they  had  itf 

Mr.  Perce.  I  don't  think  so. 

The  Chairman.  You  never  looked  at  their  statementt 

Mr.  Perce.  Their  statements  came  in  a  year  after  the  job  v] 
finished.  I  tliink  it  was  all  paid  out  long  berore  that.  The  Intan 
Bevenue  Service  looked  at  their  statements,  I  know. 

The  Chairman.  What  did  you  say? 

Mr.  Perce.  I  say  I  know  the  Internal  Revenue  Service  asked 
look  at  their  statements.    But  their  statements  came  in  a  long  iii 
after  the  job  was  finished,  a  year  after  it  was  finished. 
^  The  Chairman.  It  seems  to  me  you  are  taking  this  matter  joit 
little  lightly  now. 

Mr.  l^CB.  No,  sir;  I  am  not.    It  is  serious  to  me. 

The  Chairman.  I  would  think  it  would  be  serious  to  you. 

Mr.  Perce.  It  is. 

The  Chairman.  Because  you  have  testified  you  held  $100  mt 
of  preferred  stock  in  that  corporation. 

Mr.  Perce.  Yes,  sir. 

The  Chairman.  And  under  the  charter  they  cannot  pay  out  £^ 
dends  without  vour  approvaL 

Mr.  Perce.  Oh,  no.  No;  I  don't  think  so.  Bead  the  first  pi 
of  the  charter.  They  can't  pay  out  dividends  without  our  appnr 
unless  they  have  first  established  a  reserve  for  replacement 

The  Chairman.  It  says,  ^^Dividends  shall'  not  oe  declared  or  p 
except  out  of  the  net  earnings  of  the  corporation." 

Mr.  Perce.  Yes,  sir. 
•  The  Chairman.  Well,  the  difference  between  the  mortgage  i 
the  cost  of  the  property,  upon  which  they  are  maintaining  they  m 
a  profit,  was  not  net  earnings. 

Mr.  Perce.  I  am  not  an  accountant,  but  by  the  time  they  paii 
out,  I  am  sure 

The  Chairman.  Let's  put  it  this  way :  I  am  trying  to  get  the  reoc 
here.  We  placed  it  in  the  record,  I  think,  the  other  day.  I  w 
to  show  you  the  exact  amount  of  money  that  they  invested  in 
coriK>ration  originally,  the  amount  of  the  mortga^  the  cost  of 
projects,  and  then  I  think  it  was  about  $4.5  mUhon  that  they  t 
out  with  some  twenty-odd  corporations.  I  think,  if  my  memor 
correct,  that  they  put  $7,500  in  each  corporation. 

You  say  you  did  not  know  they  took  $4.5  million  out  of  tli 
corporations  when  you  were  holding  $100  worth  of  preferred  sto 

Mr.  Perce.  I  personally  didn't  at  that  time,  I  am  sure. 

The  Chairman.  Would  your  duties  require  that  you  know  this 

Mr.  Perce.  If  we  could  examine  the  annual  statements,  yes,  J 
we  might  have  discovered  it,  after  the  matter  had  happened.  W 
we  would  have  done  then,  I  don't  know.  We  would  fina  out  what< 
rid^ts  were. 

The  Chairman.  What  I  am  trying  to  find  out  is,  did  these  corpo 
tions  violate  their  charter  provisions  and  violate  the  agreement  ti 
had  with  you — ^meaning  tne  FHA — ^when  you  took  $100  worth 
preferred  stock?  Did  they  come  down  here  and  consult  with  J 
and  say,  "We  want  to  declare  a  dividend"? 

Mr.  Perce.  No,  sir. 

The  Chairman.  Or,  "Wo  iate.'' 

Mr.  Perce.  No,  sir^ 
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The  Chairman.  Did  they  do  it  at  any  time? 

Mr.  Perce.  Not  that  I  mow  of. 

The  Chairman.  Not  a  single  one  of  them? 

Mr.  Perce.  Not  that  I  know  of. 

The  Chairman.  Then,  if  the  Internal  Revenue  Service  is  correct, 
lat  there  are  1,149  of  them  that  got  windfall  profits.  Meaning  the 
Lfference  between  the  actual  cost  and  the  amount  of  the  mortgage^  to 
our  knowledge  none  of  them  ever  consulted  with  you — ^meaning 
HA — as  to  whether  they  should  or  should  not  declare  dividends  ? 

Mr.  Perce.  I  don't  think  so,  no.  sir ;  not  according  to  the  charter. 

The  Chairman.  For  example,  here,  you  are  familiar  with  the  Gteorge 
[.  and  Anna  Gross  case,  are  you  not  ? 

Mr.  Perce.  No,  I  am  not  familiar  with  the  case.    I  have  heard  of  it. 

The  Chairman.  You  are  familiar  with  the  fact  that  they  had ' 

Mr.  Perce.  They  had  11  corporations. 

The  Chairman.  They  had  11  corporations  ? 

Mr.  Perce.  Yes,  sir. 

The  Chairman.  And  are  you  familiar  with  the  fact  that  in  one  of 
lose  corporations  tibey  took  out  $800,000  ? 

Mr.  Perce.  I  personally  am  not;  no,  sir.  I  don't  think  anybody 
Be  is. 

The  Chairman.  Do  you  think  that  anyone  in  FHA  knew  they  took 
lat  out  at  that  time  ? 

Mr.  Perce.  Do  you  know  when  they  took  it  out?  I  am  sure  I  don't, 
hey  couldn't  have  taken  it  out  before  we  got  the  annual  report.  That 
ould  be  the  only  way  we  could  find  out  about  it.  And,  as  I  say,  we 
ci  not  examine  the  annual  reports  because  we  did  not  get  the  money. 
The  Chairman.  I  hope  the  members  of  the  committee  and  others 
alize  what  I  am  tr]^g  to  find  out. 
3Mr.  Perce.  Yes,  sir. 

rrhe  Chairman.  I  am  trying  to  find  out,  because  you  are  the  second 
itn  in  charge  of  this  Department^  Mr.  Powell  being  the  top  man,  who 
fuses  to  testify,  I  am  trying  to  find  out  if — and  I  say  "ir '  because  I 
►xi't  know — ^if  the  Internal  Kevenue  Service  is  correct,  that  1,149  out 

these  8,000  projects  declared  dividends,  took  out  as  profits  the  differ- 
ce  between  the  cost  of  their  project  and  the  amount  of  their  mort- 


lat  I  am  trying  to  find  out  is,  did  a  single  one  of  them  take  it  up 
th  your  Department  ? 

3Mr.  Perce.  As  to  whether  they  could  pay  it  out  ? 
Xhe  Chairman.  Whether  they  could  or  could  not  pay  out. 
Mr.  Perce.  I  do  not  think  they  did. 
The  Chairman.  You  do  not  think  they  did  ? 
Mr.  Perce.  No,  sir. 

Senator  Bush.  Mr.  Chairman,  would  they  have  to,  under  the  Ian- 
age  that  you  read  there  ?  It  says  if  they  pay  it  out  of  net  earnings. 
hat  did  they  pay  it  out  of  ? 

iTie  Chairman.  How  can  you  have  net  earnings  if  you  haven't 
erated  a  project? 

Senator  Bush.  They  have  sold  part  of  what  they  owned  at  a  profit, 
lat  is  net  earnings. 

l?he  Chairman.  They  sold  it  to  the  Government,  you  mean. 
IVlr.  Perce.  I  don't  know.    They  borrowed  the  money 
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Senator  Bush.  If  they  sold  the  mortgage  and  made  a  profit  en  it, 
that  is  earnings. 

The  Chairman.  They  didn't  sell  the  mortgage. 

Senator  Bush.  What  did  they  sell  t 

The  Chairman.  I  am  fearful  the  Senator  doesn't  understand  whit 
has  happened.  What  they  did  is  this :  They  got  a  commitment  in  id- 
vance  from  FHA  for  a  million  dollars,  an  estimate,  you  see.  on  fts 
cost.  When  they  got  all  through,  it  didn't  cost  them  a  million-I 
am  giving  you  an  example  now — ^but  it  cost  th^n  $750,000.  But  they 
went  over  to  the  bank  and  got  a  million  dollars;,  because  FHA  had 

guaranteed  a  million  dollars.    But  it  only  cost  them  $750,000,  so  tfaf 
ad  $250,000  cash  on  hand. 

Senator  Bush.  So  they  had  income  of  $250,000,  and  costs  of 
$750,000. 

The  Chairman.  No.  They  had  cash  on  hand  of  $250/K)0.  It « 
not  income. 

Senator  Bush.  What  was  it? 

Mr.  Perce.  Surplus. 

The  Chairman.  They  still  owed  a  million  dollars  on  the  mortgigi^ 
but  they  picked  up  ^60,000. 

Now,  my  point  is,  in  all  those  cases — and  I  say,  again,  the  Interm 
Bevenue  Service  tfells  us  that  there  were  1,149  of  them— tiiey  c 
all  the  preferred  stock,  and  the  charter  said  that  they  could  not  decbi 
dividends  except  with  their  approval 

Mr.  PERcaE.  No,  no.   I  don't  agree  with  that. 

The  Chairman.  Except  out  of  the  net  earnings. 

Mr.  Perce.  I  don't  know  what  the  net  earnings  are. 

The  Chairman.  I  am  trying  to  find  out  if  these  1,149  firms,  if  thefl 
are  1,149 — I  am  not  saying  there  are,  but  we  know  there  are  some^ 
did  they  come  down  here  to  Washington  and  say,  "We  have  $250,001 
cash  on  hand,  which  is  the  difference  between  what  this  project  acta- 
ally  costs  us  to  build  and  the  amount  of  cash  we  received  from  4 
mortgage,"  and  ask  permission  to  pay  it  out?  That  is*  what  we 
trying  to  find  out.    Now,  the  witness  says 

Mr.  Perce.  I  am  sure  they  didn't.  ^ 

Senator  Bennett.  Mr.  Chairman,  would  you  permit  an  obsertt 
tion? 

The  Chatrai an.  Yes.  Senator  Bennett. 

Senator  Bennett.  It  we  are  debating  now  as  to  the  meaning  of  -^ 
earnings,  isn't  it  a  fact  that  these  people,  in  their  dealings  with  Hi 
Internal  Revenue  Service,  are  insisting  that  these  are  not  net  eamiup 
and  therefore  they  are  not  subject  to  the  normal  income  tax,  so  tW 
they,  by  this  claim,  admit  that  these  dividends  were  not  paid  out*  J 
net  earnings?  ^' 

The  Chairman.  Yes,  that  is  what  this  lawsuit  is,  in  this  Gross  ci* 
The  Government  is  suing  these  people  on  the  basis  that  it  is  inoffli^ 
normal  income,  rather  than  capital  gain.  They  take  the  position  tW 
it  is  capital  gain. 

Senator  Bush.  That  is  the  contention  of  Internal  Revenue? 

The  Chairman.  That  is  right. 

Senator  Bush.  That  was  my  understanding  of  what  it  was,  and  I 
it  was  a  capital  gain,  then  it  was  income.  I  mean  it  was  income «» 
therefore  subject  to  dividend  payment. 

The  Chairman.  If  it  is  capital  gain,  it  is  distribution  of  capital- 
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Senator  Benxett,  That  is  right. 

^iiator  Bush.  Not  necessurily*    It  is  income  of  the  corporation. 

|b  capital  gain  is  income  from  the  corporation.    That  is  the  position 

Internal  Revenue  Service  is  taking,  unless  I  misunderstand  it.    I 
aid  like  to  have  it  corrected  if  I  am  wrong. 

me  Chairman.  Internal  Revenue  Service  is  taking  the  position 
f  it  is  norma]  income.  The  taxpayer  is  taking  the  position  that 
B  capital  gain* 

tenator  Bush.  In  either  case,  it  is  income* 

pe  CrrAiH^f  AN,  But  the  point  is,  the  thing  that  the  Senator  wants 
pemeniber  is  that  the  owner  hasn't  sold  anything.    He  still  owns 

property.    lie  still  owea  a  million  dollars  on  his  mortgage.    But 
^t  a  million  dollars  for  something  that  cost  him  $750,000,  so  there- 
&  he  has  8250,000  cash  on  hand, 
bnator  Busii.  And  he  hasn't  sold  his  stock? 
^e  Chairman.  No;  he  hasn't  done  anything. 
lenator  Bush.  He  hasn't  sold  his  property  f 
^e  Chairman.  He  hasn't  sold  his  property*    He  still  owns  it. 
ijid  my  point  is  that  the  Internal  Revenue  Service  maintains  that 
re  are 'several  hundred  of  them,     I  don^t  know  w^hether  there  are 
^ot,  but  they  maintain  so.    We  do  know  of  many  cases.    IVe  do 
■©  one  in  our  hands,  and  that  one  happens  to  be  in  the  courts,  and 
b  runs — well,  I  won't  say,  because  I  might  be  wrong,  but  it  is  many, 
[IV  hundreds  of  thousands  of  dollars, 

(riiat  I  am  trying  to  find  out  is  this:  Did  these  1,149  people  come 
vn  and  ask  permission  from  FHA^  who  owned  all  preferred  stock 
lach  corporation.  It  has  been  testified  to  here,  FHA  must  receive 
m  them  a  yearly  statement,  must  be  kept  advised?  If  they  did 
feult,  FHA  Tvould  immediately  take  over  the  corporation  and  elect 
ectors,  and  so  on  and  so  forth. 

it  would  seem  to  me  that  FHA,  this  gentleman  here  and  Mr, 
ppell,  would  have  required  that  of  these  corporations  before  they 
( that,  to  come  down  here  and  get  their  permission. 
iJr.  Perce.  I  don^t  see  where  we  had  that  power  under  the  charter. 
Senator  Payne.  Mr.  Chairman,  if  what  you  say  is  correct,  and  if 
%  law  is  as  I  read  it,  and  if  the  buildei-s  have  declared  that  that 
Ich  they  have  gained  is  a  capital  gain,  under  the  circumstances,  not 
Ug  a  lawyer  but  having  some  knowledge  of  accounting,  I  would 

that  there  would  be  a  very  serious  question  if,  taking  the  con- 
iction  of  the  act  itself  on  the  90- percent  clause,  th^  builders  them- 
ftes  are  in  violation  of  the  act  itself,  on  the  capital  grains. 
lie  Chairman,  Let  me  ask  you  this,  Mr.  Perce :  Did  you  ever  hear, 
ixe  second  man  in  command  of  the  section  608s,  that  there  was  tliis 
i  of  thing  hapi)ening? 

Ir-  Perck.  I  think  I  did^  sir,  quite  frequently, 
iie  Chairman.  You  did  hear  it? 
tr.  P*ERCE.  Yqs,  sir* 

lie  Chaibmajc.  Did  you  do  anytliing  about  it! 
tr.  Perce,  No;  as  is  well  known.  It  was  taken  up  by  Mr.  Powell, 
1 1  spoke  to  Mr.  Richards  and  the  other  gentlemen.  We  were  told 
f  were  borrowing  more  money,  that  tliey  mortgaged  out  profits, 
I  sir*  I  think  it  was  brought  to  the  attention  of  Congress,  myself » 
•he  Ctiahoiax.  If  there  is  no  objection  from  the  committee,  I  wish 

would  have  the  FHA  deliver  ki  us  no  later  than  2  o'clock  today 
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the  charter  of  the  Gross  Ck).,  showing  just  exactljr  what  the  charter 
was  and  what  thev  were  required  to  have  written  into  their  incorpo- 
ration, by  which  FHA  owns  $100  worth  of  preferred  stock.    Let's  see 
whether  or  not  in  this  particular  case  you  had  a  right* 
(The  information  referred  to  follows:) 

CEBTinCATE  OF  iNCORPORATIOIf  OF  GLEN  0AK8  VIIXAQE  Na  11,   INC. 

(Pursuant  to  Article  2  of  the  Stock  Ck)rporatioii  Law) 
(Dated:  February  19th,  1948) 

We,  the  undersigned,  for  the  purpose  of  forming  a  corporation  pursuant  to 
Article  2  of  the  Stock  CJorporatlon  Law  of  the  State  of  New  York,  certify: 

FntsT:  The  name  of  the  proposed  corporation  (which  is  hereinafter  calM 
.the  CJorporatlon) ,  is : 

GLEN  OAKS  VILLAGE  NO.  11,  INC. 

Second  :  The  purpose  for  which  the  corporation  is  formed  and  the  buahieBi 
and  objects  to  be  carried  on  and  promoted  by  it  are  as  f oUows : 

(a)  to  create  a  private  corporation  to  provide  housing  for  rent  or  sale, 
and  to  acquire  any  real  estate  or  Interest  or  rights  therein  or  awurteoant 
thereto  and  any  and  all  personal  property  in  connection  therewltii. 

(b)  to  improve  and  operate,  and  to  sell,  convey,  assign,  mortgage  or 
lease  any  real  estate  and  any  personal  property. 

(c)  to  borrow  money  and  issue  evidences  of  Indebtedness  in  furtherance 
of  any  or  all  of  the  objects  of  its  business ;  to  secure  the  same  by  mortgage, 
deed  of  trust,  pledge  or  other  lien. 

(d)  to  apply  for  and  obtain  or  cause  to  be  obtained  from  the  Federal 
Housing  (Commissioner  a  contract  or  contracts  of  mortgage  insurance  nat- 
suant  to  the  provisions  of  the  National  Housing  Act  as  amended,  covvxtag 
bonds,  notes  and  other  evidences  of  Indebtedness  issued  by  this  Ck>rporatkM 
and  any  Indenture  of  Mortgage  or  Deed  of  Trust  securing  the  same.  So  lav 
as  any  property  of  this  Corporation  is  encumbered  by  a  mortgage  or  DeeA 
of  Trust  insured  by  the  Federal  Housing  Commissioner  it  shall  engage  in  no 
business  other  than  the  construction  and  operation  of  a  Rental  Housing 
Project  or  Projects. 

(e)  to  enter  into,  perform  and  carry  out  contracts  of  any  kind  necessaiT 
to,  or  in  connection  with,  or  incidental  to  the  accomplishment  of  any  one  or 
more  of  the  purposes  of  the  Cori)oration. 

Third  :  The  amount  of  the  capital  stock  of  the  said  Corporation  shall  be  tbe 
sum  of  Nineteen  Thousand  One  Hundred  ($19,100.00)  Dollars. 

FouBTH :  The  capital  stock  shall  consist  of  Two  Thousand  (2,000)  shares, 
which  are  to  be  classified  so  that  One  Hundred  (100)  shares  having  a  par  value 
of  One  Dollar  ($1.00)  i>er  share  shall  be  designated  "preferred  stock"  and  0« 
Thousand  Nine  Hundred  (1,900)  shares  shall  be  designated  ''common  stocl^"  witb 
a  par  value  of  Ten  ($10.00)  Dollars  each,  which  shares  of  capital  stock  sluJI 
have  the  designations,  preferences,  privileges,  and  voting  jwwers  and  the  restri^ 
tions  or  qualifications  thereof  as  follows : 

(a)  The  holders  of  the  preferred  stock  shall  be  entitled  to  receive,  wl» 
and  as  declared  by  the  Board  of  Directors,  noncumulative  dividends  at  the 
rate  of  five  cents  (5^)  per  share  per  annum,  before  any  sum  or  sums  shaH 
be  set  apart  for  or  applied  to  the  purchase  or  redemption  of  the  preferred 
stock  and  before  any  dividend  or  other  distribution  shall  be  declared,  set 
apart,  paid,  or  made  in  respect  of  the  common  stock. 

(b)  The  net  earnings  of  the  Cori)oration,  after  providing  therefrom  divi- 
dends on  preferred  stock  and  all  reserves  hereinafter  required,  may  be  applied 
each  year  in  payment  of  dividends  to  common  stockholders. 

(c)  The  preferred  stock  at  any  time  outstanding  may  be  redeemed  by  the 
Corporation  at  par  and  dividends  declared  thereon,  but  unpaid  to  the'date 
of  such  redemption,  provided,  however,  that  such  stock  shall  be  so  redeemed 
if  there  is  surplus  available  for  the  purpose,  upon,  but  in  no  event  before,  the 
termination  of  any  contract  of  mortgage  insurance  covering  any  IndebtedneflR 
of  the  Corporation  without  obligation  upon  the  Commissioner  to  issue  de- 
bentures as  a  result  of  such  termination.  Preferred  stock  so  redeemed  sbiH 
be  retired  and  canceled. 
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(d)  Anything  to  the  contrary  herein  notwithstandlDg,  no  dividends  ^liall 
be  paid  upon  any  of  the  capital  stock  of  tbe  corporation   (except  with  the 
jr  consent  gf  the  holders  of  a  majority  of  tlie  shares  of  each  class  of  stock  then 

f  auisuinding)  until  all  amort  Izatlun  payments  due  under  the  Mortgage  in- 

sured by  the  Federal  Housing  Commissioner  have  been  paid,  and  until  a 
reserve  fund  for  replacements  Is  first  established  and  maintained  by  the 
allocation  to  such  reserve  fuiid  In  a  separate  account  with  the  mortgagee  (or 
In  tbe  case  of  a  Deed  of  Trust  with  the  Beueticiary)  or  in  a  safe  and  re* 
I  sponsible  depository  designated  by  tbe  mortgagee  commencing  on  the  date 

of  thB  first  payment  toward  amortization  of  tbe  principal  of  the  mortgage 
I  iD^ured  by  the  Commissioner  unless  a  later  date  is  approved  in  writing 

f  by  the  holden^  of  the  jiref erred  stocky  of  an  amount  equal  to  Seven  Hundred 

]  Ten  and  59/lWJ  ($710.59)  Dollars,  and  a  like  amount  monthly  thereafter* 

I  Such  fund,  whether  In  tbe  form  of  a  cash  deposit  or  invested  In  obligations 

F  of,  or  fully  guaranteed  as  to  principal  and  interest  by  tbe  United  States  of 

►  America,  ahatl  at  all  times  be  under  the  control  of  the  mortgagee.     Dis- 

bursements from  such  fund,  whether  for  the  purpose  of  effecting  replace- 
k  ments  of  structural  elements,  furaii^hlngs  and  mecbaideal  equipment  of  the 

•  project  or  for  any  other  purpose,  may  be  made  only  after  receiving  the  con- 

f  B&xt  in  writing  of  the  holders  of  the  preferred  stock. 

J  fe)  In  the  event  of  any  default  by  the  cori>oTatlou,  aia  hereinafter  defined^ 

and  during  the  period  of  such  default,  the  holders  of  the  preferred  stock, 
voting  as  a  clas:*,  shall  be  entitled  to  remove  all  exljslln^  directors  of  the 
corporation,  and  to  elect  new  directors  In  their  stead:  Provided,  howe^er^ 
that  one  of  said  directors  shall  be  the  owner  or  holder  of  one  or  more  shares 
of  common  stock.  When  such  default  or  defaults  shall  have  been  cured, 
the  right  to  c^ect  directors  shall  again  vest  In  the  holders  of  the  common 
stock. 
Fifth  :  The  Coriwration  shall  not  without  prior  approval  of  the  holders  of  a 
ftajority  of  the  shares  of  preferred  stock,  given  either  in  writing  or  by  vote  at  a 
toeeting  of  the  preferred  stockholders  called  f*ir  tliat  purpose  UO  assign,  traos- 
^  fter,  dispose  of  or  c^ncumber  any  real  or  persotial  proi>erty,  Including  rents,  ejccept 
^  W  sfjecifically  permitted  by  the  terms  of  tbi5  murtgnge,  (b)  remodel,  recouatrnct, 
^^  demolish  or  subtract  from  the  premises  constituting;  tbe  project  and  subject  to 
p  BO»'h  mortgage,  (c)  permit  the  o(*cupancy  of  any  of  the  dwelling  accommodations 
of  the  cori>oration  except  at  or  below  tbe  rents  fixed  by  tbe  S(*bedule  of  rentals 
^  provided  hereinafter,  (d)  conBOlidate  or  merge  tlie  Corporation  into  or  with  any 
^  other  corporation :  go  into  voluntary  llgtildation ;  carry  Jnto  effect  any  plan  of 
^  reorganization  of  the  Corporation;  redeem  or  cancel  any  of  Its  shares  of  pre- 
l      ferred  stocky  or  elTect  any  changes  whatsoever  in  its  capital  stock;  alter  or 

Emmend  the  certificate  of  Incoriioratiou  or  fall  to  establish  and  maintain  reserves 
as  set  forth  In  this  certificate  of  Incorporation. 
SixfH  :  fa)  The  happening  of  any  of  the  following  events  shall  constitute  a 
defnult  with  Id  tbe  meaning  of  that  word  ns  used  in  this  certificate;  (Ij  the  fali- 
W  ure  of  tlie  Corporation  to  have  dismissed  within  thirty  days  after  commencement, 
pS  any  receivership,  bankruptcy  or  other  form  of  liquidation  instituted  by  or  against 
p  the  corporation  ^2)  the  failure  of  the  Corporation  to  pay  the  principal,  Intereistf 
M  or  any  other  payment  due  on  any  note,  bond,  or  other  obligation  executed  by  It.  as 
1  called  for  by  the  terms  of  such  iiistniment ;  (3y  the  failure  of  the  CorTK)ration  to 
I  establl^ib  and  maintain  the  reserve  fund  for  replacements  as  provided  in  Article 
^  Ponrtb,  Sr?ctJon  (d)  hereof  or  the  use  of  such  fnuil  except  as  permitted  in  said 
[  »ecllon ;  141  the  faVure  of  the  Corporation,  continuing  for  a  period  of  fifteen 
days,  to  perfonii  any  of  the  covenants,  conditions  or  provisions  required  by  it  to 
be  performed  bv  this  certificate,  the  By-Laws  of  the  Corponition,  the  Mortgage,  or 
any  contract  to  which  the  Corporation  and  the  Cotnmii^s loner  .nball  be  parties,  or 
ffell  to  carry  out  In  full  the  terms  of  any  agreement  whereby  the  loan  covered 
by  the  Insured  mortgage  la  to  be  advanced  or  tbe  project  is  to  b^  constructed  and 
operated. 

(b)  In  tbe  event  the  mortgagor  is  In  default  under  the  terms  of  this  certificate 
of  liie«>rp*jtratfim  or  has  failed  to  perform  the  covenants  required  by  it  to  be  vet- 
fomied  under  the  terms  of  this  certificate  or  by  any  mortgage  insurtMl  by  the  i  "om- 
mli^sloner,  tlie  C^mimlssiotier  may  recpiire  the  Corixiratiou  to  furniwh.  at  the  ex- 
pense of  tbe  (;ori>oration.  a  complete  audit  of  its  iKKiks  of  account  duly  certified 
by  a  certified  public  accountant. 

(c)  Upon  any  default  by  the  Corpora ti on »  the  president  or  the  secretary,  or 
either  of  them,  as  may  he  rcf|uired  by  law,  shall,  at  the  request  In  writing  of  the 
holders  of  record  of  a  majc^rity  of  shares  of  the  preferred  stock,  addressed  to  him. 
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At  the  cyfllre  of  the  Oorporatlon,  hereinafter  designated,  and  statlni^  the  poipoA 
6f  the  moetinff,  forthwith  call  a  special  meeting  npon  notice  not  leas  than  10  or 
more  than  40  days,  of  the  preferred  stockholders  for  the  purpose  of  the  rcmoral 
of  existing  directors  and  the  election  of  new  directors.  If  such  officers  aAall  fail 
to  iMsue  a  call  for  such  meeting  within  three  days  after  the  receipt  of  sodi  re^ 
fgomtt  then  the  holders  of  a  majority  of  the  shares  of  the  preferred  stock  may  do  so 
Ifty  giving  notii*e  as  provided  by  law,  or,  if  not  so  provided,  then  hj  ^twiag  tai 
days*  notice  of  the  time,  place  and  object  of  the  meeting  by  advertiseni«it  inseitii 
in  any  newspaper  published  in  the  county  or  city  in  which  the  inrincipal  office  tf 
the  Corporation  la  situated.  When  such  default  shall  have  been  cured,  the  ^nt 
Ident  or  the  secretary,  or  either  of  them,  as  may  be  required  by  law,  8MI,it 
the  written  request  of  the  holders  of  a  majority  of  the  ontstamHng  shavetrf 
the  capital  stock  of  the  Ck>rporation.  call,  in  the  manner  inrovided  by  law,  a  ap^ 
rial  meeting  of  the  stockholders  of  the  Corporation  at  which  the  then  existiosdi- 
rertttrs  may  be  removed  and  new  directors  elected  in  the  usual  mamaer  provide! 
In  this  certllK*ate  of  Incorporation.  Such  oflScer  shall  give  notice  as  provided  bf 
law*  or.  If  not  so  provided*  he  shall  give  ten  days'  notice  of  the  tinier  place  and  ok* 
Jtet  of  aruch  meettnf  as  above  provided. 

BifSMTH:  The  foQowlag  provisions  aure  herein  adopted  fSor  the  conduct  of  tli 
Hlf^lre  of  the  0>rporatioB  and  In  re8ulati<m  of  the  powers  of  the  Ovporatio^ 
the  directors  and  stockholders: 

(H)  (1)  Dwelling  accommodatloiis  of  the  Oorporatiai  shall  be  rented  at] 
a  maximum  average  rental  per  room  per  month  fixed  by  the  Board  of  Di>j 
rectors  of  the  Corporation  and  approved  by  the  holders  of  the  pref^ml{ 
•lock.   ▲  aechedule  (tf  rentals  for  the  rauponahle  rental  value  of  ea<4i  t] 
nient  based  upon  the  average  as  so  determined  shan  be  filed  with  the 
nf  the  pre^med  stock,  prior  to  leasing  or  offerinr  tot  lease  any  <rf 
dwelllBt  aceommodatlons  of  the  project,  and  whes  appKvwd  by  them, 
f liewafM^r  be  madntained.  except  as  pnyvided  in  Artide  Fiftt  bereol 
accomniodatlotts  stell  be  tented  at  a  rental  to  be  fixed  by  tike  dliecton 
the  prior  or  written  approval  of  tte  holders  of  ^e  piefetied  stock. 
The  eoiporation  shall  have  tte  t^ht  to  charge  to  and  receive  tnm 
teiuint  9nch  amounts  as  frvn  time  to  time  may  be  mnmally  agreed 
Wtwv^Hi  tenant  ami  the  OWT*>ratwn  with  the  written  apfv>?Tiai  of  tiie  boli 
*>t  a  maj^^riiy  of  the  $hafv$  ^rf  preferred  st«xk.  fi?r  a=y  facilities  ti 
$ervivv«  whtx'h  BSrtiy  be  fttmlshe^  by  the  OoTE^^ntioa  t*>  «wrb  tenant 
h5?ii  wv;xw^.  owr  ard  aN^ve  the  ftiv'iliti^w  asd  serri.^es  to  wbicii  «!k* 
may  tv  e(Uitle<!  by  rirtue  of  his  lease.  ittdndiiTg  aane^^  ^?«^her  thinss. 
I^^ne  vHvraiK^  and  s^tv-feNwrd  seniees^  e->«r^r  rvrrecr.  iasw  air 
attd  v\*tt^:ttv^>'^  arsd  v»cS»r  ad'iirii^oaLl  cr  exm-.-c^^aAzy  f»rCf rl*?  or  serrifl 
whvb  r.*AT  *v  fixrr.rsfciHi  by  :he  0>c^^mT>:^  li  >:tta^-T>:n  wtti  the 
xiC  $*,N*fe  Vtts^rg:  *iv- M::^!^       5-   l>weil*j;r  *!».'*:»Gu»?*i4^:mj  of  The  wrps 
tK«  ^A*l  rsv*c  Nf  r«Lte».i  ^*r  a  i^fr5v>d  la  exr-sat  -^f  ttr?*    ?    years  nor  * 
t^  ^^Tk^^vcty  Sf  rett^f**  a*  *a  enrlrvcy  wi:^.Hr:  yr>*r  wT?r:«L  asvr«vril  <rf 
H«y^Vrtyv!  scvvkS.*I>5eps^ 

aobd  y^it  fwec:  *;'5t:rtefL«T  TisHrvte  rx  ^yxxi  u^f  -gqi^igmr-a.':  re^ir  tad 

the  Bfeoc^^Sipe  Jh*::  V  AKCr»?ye^  cc  i^zzms^  >•-  ir«   ic  .»a>?r  fltsailty. 
vfeOttifT  Apc*>-^«  fr"-ai  ia;y  Jt:sar:iT»'«    .n  :i«p  Tcroefrir  jua"   V  Jippiirfl    »^. 
aKvvc>ki!ice  w:-:^  ri%f  r-coB?  -rf  *:ie  'jsar*f»i  -n^'crxxa?  -a  -3^  7n-nr«9. 
*     TS»   '."•'.'T>*c^r*^c.   ?^  7r*'P^^^*y-   ^I'H-Tin^cr    )tii»&aB.   5iaz& 

Tv^rts}?  T^«c-*  >«ihi::  V  -^ni^Je*!?^  ri  -saat  ajir.t»a  i.i»t  :Tac*«^ro?n  4T  amy 

T^.^iT  TsJhtr  li?^?^  ^".:  !■?•:  ^'GiiriMc^  rv*  c»^  »if  L,    •'»CTMn"v  3i»w«cr:as <»t dW 
r»rs  i3»f  srv^ii-iifi?'^   jTir  s»;iir    !;?*•»  i«*M*:    «i7i»^    .if  4.3    %  - ■  .^i^  ff^ 

w^:&:«>  iRto''  V  5tn'*>!»'«'  T'    T??»H*'r.*«i   tn*:  f-ULSiaam'a   jx-  -iie    ;ja 

I      T^H  >'%'i5s.  n»f  ii**«in.-">  •*-i»'  '••rT*-r-i-:»H-!  -soui"^   V  te«Tr  n  »5«*dl<   "^-^* 

■i  T*ie  r?r>»rtc3*n  ^dai:  fiTTLsa  "in?  r«maui««^-atfr  y  r>i^  sxu^ 
?n"^»*w^ir  *^  fnil  rif  -»»'4  levil  -"flir  1  .-*mni««:!f  sa;?  21.  tmitt.'^itl  TVfrtt 

*  XT  Til?  r^^oe^sc  n!  "rnr  C-»mmE!««i*m?«"  -r  ^r  tre  n  ?^o-c  'ft:  '^ 
^  5dttc»?*»  -if  ::^  ?r-fl&r?w  -so^st  1j»  *r  -fj»ar  i^:?!>iv^  f^v^^.  .-.--s.  re  lU 
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tl*€  Corpc^rtttioii  shiill  give  ipecific  auewera  to  queatioQa  upon  wblch  inftir- 
matiati  is  de^s^rted  from  time  to  time  relative  to  tbe  ]U(.'ome,  assetii,  liabilitieSf 
contracts*  oiit?rtition  arid  coodition  of  the  property  and  tlie  statun  of  tlie  ib* 
«ured  mortgage  aud  any  oUier  itiformalioQ  with  respect  to  tbe  Corporatioii 
or  its  properly  whitli  may  be  requested, 
EniHTH  :  Tbe  location  of  tbe  priucipjil  offlee  shall  l>e  ill  the  Borough  of  Queene, 
pottnly  of  Queeus,  City  und  State  of  Nuw  Yorii,  but  it  may  maintain  other  busl- 
officej4  it)  otlier  citie.s  and  towns  in  the  State  of  New  York  and  in  other 
[€^8  fiiitsjkle  tite  State  of  New  York»  and  the  address  to  which  tbe  Secretary  of 
*i'^'  <titili  mail  a  eopy  of  process  in  any  action  or  proceeding  agaiiL^t  the  Cor- 
1  which  may  he  ^rved  upon  hiiu,  pursuant  to  law,  is  c/o  Abraham  A. 
V  J  ■         '  o,  HJ3-1H  Jamaica  Avenue,  Jamaica,  Queena  County,  New  York  City,  New 

ib¥ork. 
I     K I  NTH ;  The  duration  of  this  corporation  Is  to  he  pei*petuaL 
Tenth;  Tbe  number  of  directors  shall  not  be  less  than  three  (3)  nor  more 
tban  nine  (9),  who  shall  act  as  such  until  tbelr  suecessor^i  ai'e  duly  chosen  and 
qnalified. 

Ki^vF.NTH :  The  names  and  post  office  addresses  of  tbe  directors  until  the  Srat 
•tutiuti  meeting  of  the  stockholders  are  as  foUov\  s : 

Mmham  A.  Jacobsnn__„ ^_^__.  163-18  Jamaica  Avenue*  Jamaica,  Borough  and 

County'  of  Queens.  City  and  State  of  New  York 

John  R  X.  HiLSsett * ,.^1422  ShakesfH^are  Avenue,  Boronjjh  and  County 

"f  Rroiix,  City  and  State  of  New  York 

Evelyn  Jacobi?on ^^^.184-08  Midland  Parkway,  Jiiiuaffn,  Iloroughaud 

County  of  Queens.  City  and  Sit  ate  of  New  York 

Tirra^rTH :  The  names  and  post  office  addrea^'ses  of  the  subscribers  to  this  cer* 
flfir'jjtp  and  the  nu tuber  of  shares  of  stock  wliich  each  agrees  to  take  in  the 
corp«>ratiofi  are  as  follows : 


Muniefl 


Fojir  oifle«  iHldiiefliAs 


Number 
of  shares 


Abmfuun  A.  Jaeobioii. 


t63-il<  Innjtkica;  A  vx^mc,  la  malign.  Borough  and  County  of  Queens, 

City  ill 4  ?^(LitP  of  New  York. 
1*22  sfi  ,ki     .1'  ,r,'  AvpntH?,  B^ftHigh  ftjiU  Couniy  of  Bronx,  City 

mi' I  -'■  •'  ■  I  \i-w  York. 
IBlHjH    .  L'.  fl    P»^kwllly,^  Jumalcsi,   FMinouEh  acid   Couatj  of 
QuK'!]  s,  C 1 1  y  an  d  a  tn  te  of  N  e w  York . 


'LENTH :  The  Secretary  of  S^tate  of  the  State  of  New  York  is  hereby 
\Mhat(*]  as  the  a^ent  of  the  Corixi ration  upon  whom  process  in  any  action 
4if  ]  ,;  again?it  it  may  be  served, 

I''  ih:  All  of  the  subscribers  of  this  certirteate  are  of  full  age  and  all 

of  tbeio  lire  eiti?^ns  of  tbe  Cnited  States  fliid  all  of  tliem  are  residents  of  the 
SCMte  **f  New  Y*ii'lc^  and  all  nt  tiie  pi^rsoni^  named  as  dlrectnrs  are  citizens  of 
the  Ctiileil  States  ami  are  re.si<lents  of  tbe  S^tate  of  New  York, 

In  WnnvMB  WH^rBFOF,  we  have  madep  si^ed,  and  sul^scribed  this  certificate 
iQ  tripiimte  this  10th  day  of  February  1048, 

AimAHAM  A.  .TAconso?r  (l.  s.) 
John  F,  X.  Hasbktt  (l,  s.) 

ElTKLTN  JaCOBSOI?    {h,  B.) 

9rATK  or  New  York, 

Vouniy  of  y/iceii*,  »^: 
On  this  iDth  ilay  of  Febrnary  194H,  before  me  personally  appeareil  AlRAHAif 
A*  jAcotiso^,  Jons*  F,  X.  IlAssKTr  nnfl  EIvtxtn  JA^OBSo^f,  ti>  me  known  and 
^nowii  to  me  t<»  be  Mie  indfvidutils  tleseribed  in,  and  wlio  executoili  tbe  forgoing 
certifieute*  and  they  nckuowleilged  to  me  that  they  executed  the  ^a\w\ 

Ivotn^  H.  Horn, 
Notary  Public^  Queens  Count  if,  Queem  Co.  Clk^  No,  2160,  Rt^ff.  No,  57-/2-^. 
Commlmion  explrei^  Manb  30.  Ifi^is. 
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No.  0  56299 
State  of  New  York, 

County  of  Queens,  88 : 
I,  Paul  Livoti,  Clerk  of  the  County  of  Queens  and  Clerk  of  the  Supreme 
Court  and  County  Court  in  and  for  said  County,  the  same  being  courts  of  recoid 
having  a  seal,  DO  HEREBY  CERTIFY  that  I  have  compared  the  annexed 
with  the  original  Certification  of  Incorporation,  Glen  Oaks  Village  No.  11 
Inc.,  in  my  office  Mar.  13,  1948  and  that  the  same  is  a  true  transcript  tteeos 
and  of  the  whole  of  such  original. 

In  Testimony  Whereof,  I  have  hereunto  set  my  hand  and  aflSxed  the  setl  C 

said  County  and  Court  this day  of  AprU  6, 1949.  ^ 

Paul  LivaTi,  CTfcrk 

State  of  New  Y(»k, 

Department  of  State,  ss: 

I  Certify  that  I  have  compared  the  preceding  copy  with  the  original  Certificate 
of  Incorporation  of  Glen  Oaks  Village,  No.  11,  Inc.,  filed  in  this  department 
on  the  5th  day  of  March  1948,  and  that  such  copy  is  a  correct  transcript  there- 
from and  of  the  whole  of  such  original. 

Witness  my  hand  and  the  official  seal  of  the  Department  of  State  at  the  City 
of  Albany,  this  5th  day  of  March,  one  thousand  nine  hundred  and  forty-eigfat 

[seal]  James  E.  Nash, 

Deputy  Secretary  of  State. 

Certificate  Amending,  Limiting,  and  Otherwise  Changing  Certain  Powm 
AND  Provisions  in  the  Certificate  of  Incorporation  of  Glen  Oaks  Villaoi 
No.  11,  Inc. 

Pursuant  to  section  35  of  the  stock  coriMration  law 

We,  the  undersigned,  being  respectively  the  Vice  President  and  the  Assistant 
Secretary  of  Glen  Oaks  Village  No.  11,  Inc.,  hereby  certify : 

(1)  The  name  of  the  corporation  is  Glen  Oaks  Village  No.  11,  Inc. 

(2)  The  certificate  of  incorporation  of  said  corporation  was  filed  in  the  De- 
partment of  State  of  the  State  of  New  York  on  March  5, 1948. 

(3)  The  powers  and  provisions  contained  in  said  certificate  of  incori>oratloii 
are  amended,  limited,  and  changed  to  read  as  follows : 

A.  By  changing  Article  Second,  Section  (d) ,  which  now  reads  as  follows : 

"(d)  to  apply  for  and  obtain  or  cause  to  be  obtained  from  the  Federal 
Housing  Commissioner  a  contract  or  contracts  of  mortgage  insurance  pm^ 
suant  to  the  provisions  of  the  National  Housing  Act,  as  amended,  covering 
bonds,  notes,  and  other  evidences  of  indebtedness  issued  by  this  Corpo- 
ration and  any  indenture  of  Mortgage  or  Deed  of  Trust  securing  the  same. 
So  long  as  any  property  of  this  Corporation  is  encumbered  by  a  mortga^ 
or  Deed  of  Trust  insured  by  the  Federal  Housing  Commissioner  it  shall 
engage  in  no  business  other  than  the  construction  and  operation  of  a  Rental 
Housing  Project  or  Projects." 
by  inserting  in  the  second  line  thereof,  as  set  forth  in  the  original  certificate  of 
Incorporation,   on    file,    Immediately   following   the   word    "Commissioner"  the 
words  "(hereinafter  called  the  Commissioner)"  so  that  said  Section    (d)  of 
Article  Second  shall  read  as  follows : 

"(d)  to  apply  for  and  obtain  or  cause  to  be  obtained  from  the  Federal 
Housing  Commissioner  (hereinafter  called  the  Commissioner)  a  contractor 
contracts  of  mortgage  insurance  pursuant  to  the  provisions  of  the  National 
Housing  Act  as  amended,  covering  bonds,  notes,  and  other  evidences  of 
indebtedness  issued  by  this  corporation  and  any  indenture  of  Mortgage  or 
Deed  of  Trust  securing  the  same.  So  long  as  any  property  of  this  corpora- 
tion is  encumbered  by  a  mortgage  or  Deed  of  Trust  insured  by  the  Federal 
Housing  Commissioner  it  shall  engage  in  no  business  other  than  the  con- 
struction and  operation  of  a  Rental  Housing  Project  or  Projects." 

B.  By  changing  the  first  sentence  of  Article  Fourth,  Section  (d),  which  novf 
reads  as  follows : 

"(d)  Anything  to  the  contrary  herein  notwithstanding,  no  dividends  shall 
be  paid  upon  any  of  the  capital  stock  of  the  corporation  (except  with  the 
consent  of  thf»  holders  of  a  majority  of  the  shares  of  each  class  of  stock 
then  outstanding)  until  all  amortization  payments  due  under  the  Mortgage 
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Insured  by  the  Federal  Housing  ComtnlsslDner  liave  been  patd«  and  until  a 
reserve  fund  for  replacement b  is  first  established  and  maintained  bj  the 
allocadan  to  such  reserve  fund  in  a  separate  account  with  the  mortgagee 
|or  in  the  case  of  a  Deed  of  Trust  with  the  Beneficiary )  or  in  a  safe  and 
sponsible  depoeiitory  designated  by  the  mortgagee  commencing  on  the  date 
M  the  first  pajment  to  wards  amurtiieiiticjQ  of  the  principal  of  the  mortgage 
insured  Itj  the  Commifcishiner  unless  a  later  date  i.s  a  tip  roved  in  writing  by 
the  holders  of  the  preferretl  stock,  of  ao  amount  equal  to  Seven  Hundred  Ten 
and  59/100  ($110.59)  Dollars,  and  a  like  amount  monthly  thereafter/' 
deleting:  the  words  and  numernls  ''Seven  Hundred  Ten  and  59/100  (?T10.59) 
liars"  from  the  fourteenth  and  fifteenth  lines  thereof,  as  ^t  forth  In  the 
iglnal  certificate  of  incorporation  on  file,  and  by  substituting  In  place  thereof 
e  words  and  numernliii  "Six  Hundred  Eighty-two  and  92/100  ($082.02)  Dollars'' 
that  said  first  sentence  of  Arfide  F^ourth,  Section  (d)  shall  read  as  follows: 
"(d)  Anything  to  the  contrary  herein  notwithstanding,  no  dividends  shall 
be  i»aid  uptm  any  of  the  rapital  stock  of  the  corporation   (except  with  the 
ecjtisent  of  the  holders  of  a  majority  of  the  shares  of  each  class  of  stock  then 
outstanding)  until  all  amortisation  paymt^nts  due  under  the  Mortgage  insured 
by  the  Federal  Hoiming  Commissioner  have  been  paid,  and  until  a  reserve 
fund  for  replacements  la  first  established  and  maintained  by  the  allocation 
to  such  reserve  fund  in  a  separate  account  with  the  mortgagee  (or  in  the  case 

I  of  u  Deed  of  Trust  with  tJie  Beneficiary)  or  in  a  safe  and  responsible  depoai* 
tory  designated  by  the  mortgagee  t^m  men  ring  on  the  date  of  the  first  pay< 
ment  towards  aniortii^ition  of  the  principal  of  the  mortjiage  insured  by  the 
Coinmifisioner  unless  a  later  date  is  approved  in  writing  by  the  holders  of  the 
preferred  stock,  of  an  amount  equal  to  Six  Hundred  Eighty-two  and  92/1(10 

I       (?682,92)  Dollars,  and  a  like  amoimt  monthly  thereafter." 

^  C  By  adding  a  new  section  to  Article  Fourth,  immediately  following  Section 

fe)  thereof t  which  new  section  shatl  read  as  follows : 

I  "(f)  Except  as  otherwise  provided  by  law  or  as  set  forth  elsewhere  iu 

this  certificate  of  incorporation,  all  voting?  rights  of  the  stockholders  shall  be 

I      vesjted  exclnslvely  in  the  holders  of  the  common  stoclc.** 
D.  By  amending  Article  Fifth  which  now  reads  as  follows : 

''Fifth:  The  Corporation  shall  not  without  prior  approval  of  the  hold- 
ers of  a  majority  of  the  shares  of  preferred  stock,  given  either  In  v^riting  or 

I      by  vote  at  a  meeting  of  the  preferred  stoclcholdera  called  for  that  purpose  (a) 

'  asfdgn,  transfer,  dispose  of  or  encumber  any  real  or  personal  property*  in- 
cluding rents,  except  as  specifically  permitted  by  the  terms  of  the  mort- 
gage, fb)  remodel,  reconstruct,  demoli^ih  or  subtract  from  the  premises 
constituting  the  i>roJect  and  subiect  to  such  mortgage,  (c>  permit  the  occu- 
pancy of  any  of  the  dwelling  accommodations  of  the  corporation  except  at 
or  below  the  rents  fixed  by  the  schedule  of  rentals  provided  hereinafter,  (d) 
consolidate  or  merge  tlie  Corporation  Into  or  with  any  other  corporation; 
go  iDto  voluntary    Utiuidation ;  carry  into  effect  any  plan  of  reorgani station 

'      of  the  Corporation  ;  redeem  or  cancel  any  of  its  shares  of  preferred  stocky  or 

'  effect  any  changes  whatsoever  in  its  capital  stock;  alter  or  amend  the  certifi- 
cate of  incorporatinu  or  fall  to  establish  and  maintain  reserves  as  set  forth  in 
this  certificate  of  incorporation," 

tf  changing  the  F^eriod  at  the  end  thereof  to  a  comma  and  by  adding  at  the  end 

kereof  the  following  language: 

**ie)  require  as  a  condition  to  the  occupancy  or  leasing  of  any  unit  in 
the  project  the  purchase  of  any  corporation  stock  either  from  the  corporatlott 
or  any  stockholder  or  the  payments  of  any  consideration  other  than  the 
reasonable  rental  provided  for  in  the  schedule  of  rentals  to  be  filed  with 
and  approved  by  the  holders  of  the  preferred  stock  as  provided  hereinafter* 
(f  >  require  as  a  conditiou  to  the  occupancy  or  leasing  of  any  unit  in  the 
project  the  payment  to  or  deposit  with  the  corporation,  or  any  person  or 
persona,  of  any  amount  other  than  the  payment  of  the  first  month's  rent 
plus  a  security  deposit  in  an  amount  not  in  excess  of  one  month*s  rent  to 
guarantee  the  performance  of  the  covenants  of  the  lease," 
B.  By  changing  the  first  sentence  of  Article  Sixth,  Section  (c)»  which  now 

eads  as  follows : 

*'fc)  Upon  any  default  by  the  Corporation,  the  president  or  the  secretary, 
DT  either  of  them,  as  may  be  required  by  law,  shall,  nt  the  request  in  writing 
of  the  holders  of  record  of  a  majority  of  shares  of  the  preferred  stocky 
add  resided  to  him  at  the  office  of  the  Corporation,  hereinafter  deslgnated» 
and  stating  the  purpose  of  the  meeting,  forthwith  call  a  special  meeting 
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upon  notice  not  less  than  10  or  more  than  40  (iaj&,  of  the  preferred  stod- 
holders  for  the  purpose  of  the  remoral  of  existing  directors  and  tbe  dectioii 
of  new  directors." 
by  deleting  the  words  ^a  majority  of  from  the  third  line  thereof,  as  wet  forti 
in  the  original  certificate  of  incorporation  on  file,  and  substitntiiig  in  place  thenof 
the  words  ''all  of  the"  so  that  said  first  sentence  of  Article  Sixth,  Section  (c) 
shall  read  as  follows : 

"(c)  Upon  any  default  by  the  (Corporation,  the  president  or  the  secretaiy, 
or  either  of  them,  as  may  be  required  by  law,  shall,  at  the  request  in  writiq^ 
of  the  holders  of  record  of  all  of  the  shares  of  the  preferred  stock,  addnMi 
to  him  at  the  office  of  the  Ck)rporatlon,  hereinafter  designated,  and  statin 
the  purpose  of  the  meeting,  forthwith  call  a  special  meeting  upon  notice  not 
less  than  10  or  more  than  40  days,  of  the  preferred  stockholders  for  tli 
purpose  of  the  removal  of  existing  directors  and  the  election  of  nev 
directors." 

In  witness  whebbof,  we  have  made,  subscribed  and  acknowledged  this  certifl- 
oate  this  3d  day  of  March  1949. 

AiJVED  Gboss, 
Vice  President  of  Qlen  Oaks  VWage  No,  11,  Inc. 

EnOENB  BbWABD  FlNK, 

Assistant  Secretary  of  Qlen  Oaks  ViUake  No.  11,  Inc. 


la; 


Stats  of  New  York, 

County  of  Queens,  ss: 
On  the  3rd  day  of  March  1949  before  me  personally  come  Aused  Gross  l— . 
BuoENE  Edward  Fink,  to  me  known  to  be  the  persons  described  in  and  irl  ^ 
executed  the  foregoing  certificate,  and  they  thereupon  severally  duly  admoif^T 
edged  to  me  that  they  executed  the  same. 

Henrt  Kawecki, 
Notary  Public,  State  of  New  York,  Residing  in  Queens  County,  Queem 
Co.  CWs  No.  S491,  Reg.  No.  26JhK-0,  Nassau  County  ClerVs  M 
5S-K-60. 

Term  expires  March  30,  1950. 

State  of  New  York, 

County  of  Queens,  ss: 
Alfred  GrOvSS  and  Eugene  Edward  Fink,  being  severally  duly  sworn,  d( 
and  say  and  each  for  himself  deposes  and  says  that  said  Alfred  Gross  ii 
president  of  Glen  Oaks  Village  No.  11,  Inc.,  and  that  said  Extgene 
Fink  Is  Assistant  Secretary  of  said  corporation ;  that  they  have  been  authi 
to  execute  and  file  the  foregoing  certificate  by  the  votes,  passed  in  person 
proxy,  of  the  holders  of  record  of  two-thirds  of  the  outstanding  shares  of 
corporation  entitled  to  vote  thereon  at  the  stockholders'  meeting  at  whicli 
votes  were  cast  with  relation  to  the  proceedings  provided  for  in  the  foi 
certificate:  that  such  votes  were  cast  at  a  stocltholders'  meeting  held 
written  waiver,  pursuant  to  Section  31  of  the  Greneral  Corporation  Law, 
notice  required  by  Section  45  of  the  Stock  Corporation  Law  by  every  st 
entitled  to  said  notice  or  entitled  to  participate  in  the  action  taken: 
such  meeting  was  held  on  March  3rd,  1949. 

Alfred  Gross. 
Eugene  Edward  FW 
Severally  subscribed  and  sworn  to  before  me  this  3rd  day  of  March  1949. 

Henry  Kaweckl 
Notary  Public.  State  of  New  York.  Residing  in  Queens  County,  Qntft» 
Co.  CWs  No.  S491,  Reg.  No.  264-K-^,  Nassau  County  ClerVtH^ii^^ 

T^rm  e]q[>lres  Blarch  30, 1950. 


1^' 


Xo.  C  563Ct 
State  of  New  York. 

County  of  Queens,  ss: 
I,  Paul  Livoti.  Clerk  of  the  County  of  Queens  and  Clerk  of  the  Supreme^ 
and  County  Court  In  and  for  said  County,  the  same  being  courts  of  ^ 
having  a  seal.  Do  Hesebt  Cebtift  that  I  have  compared  the  annexed  ^^^ 
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Certificate  of  Amendment  O.  of  I.  filed  in  my  office  March  31,  1949, 
t  the  same  is  a  true  transcript  thereof,  and  of  the  whole  of  such  originaL 
stimony  Whereof,  I  have  hereunto  set  my  hand  and  affixed  the  seal  of 
inty  and  Ck)urt  this  6th  day  of  April  1949. 

Paul  Uvon,  Clerk. 

F  New  York, 

tartment  of  State,  ss: 

tify  that  I  have  compared  the  preceding  copy  with  the  original  Certificate 

idment  of  Certificate  of  Incorporation  of  Glen  Oaks  Village  No.  11,  Inc., 

this  department  on  the  22nd  day  of  March  1949  and  that  such  copy  is  a 

transcript  therefrom  and  of  the  whole  of  such  original. 

sss  my  hand  and  the  official  seal  of  the  Department  of  State  at  the  City 

ly,  this  22nd  day  of  March  one  thousand  nine  hundred  and  forty-nine. 

]  Ruth  M.  Miner, 

Deputy  Secretary  of  State. 

itor  Douglas.  Mr.  Chairman,  may  I  make  a  procedural 
nt? 

Chairman.  Yes. 

tor  Douglas.  In  order  that  the  press  and  the  public  may  not 
lerstand  what  the  chairman  is  doing,  it  is  my  understanding 
e  facts  which  he  is  reciting  in  the  Gross  case  are  already  matters 
lie  record  in  the  court,  and  that  he  is  therefore  in  no  sense  pro- 
material  to  which  the  Gross  people  do  not  have  the  right  to 
I  think  that  should  be  understood  by  the  press. 
Chair]vlan.  I  would  be  very  happy  to  have  them.  I  would  love 
I  them  come  down  tomorrow  and  testify. 

tor  Douglas.  I  understand,  but  you  are  simplv  bringing  in 
2cords,  and  you  are  not  introducing  matters  afresh. 
Chairman.  Yes.  What  we  are  trying  to  find  out  here  is  how 
hundred  of  these  projects,  with  as  close  supervision  as  you 
edly  had  over  them,  owning  all  the  preferred  stock  in  their 
itions,  writing  their  chai'ters,  entitled  to  get  annual  reports  or 
reports  or  daily  reports  from  them  under  your  arrangement 
lem,  how  it  was  possible  for  them  to  pay  out  this  money.  The 
ice  between  the  cost  of  the  project  and  the  amount  that  they 
d  for  the  mortgage,  how  they  were  able  to  do  it  without  you 
i^  about  it. 

IS  what  we  are  trying  to  find  out.  It  has  a  lot  of  bearing  upon 
3  write  an  amendment  to  the  existing  law,  and  how  we  write 
posed  law  that  is  before  us,  to  avoid  having  this  thing  happen- 
in. 

't  you  have  all  the  authority  that  you  needed  to  control  this 
m,  if  you  wanted  to  control  it? 

i^ERCE.  I  am  not  sure  we  had  any  right  to  object  to  their  paying 
if  they  paid  it  out  properly.  Now,  the  question  as  to  whether 
ould  have  paid  it  in  regular  dividends  or  capital  gains,  is  some- 
hat  I  can't  determine.    It  seems  to  me  if  a  man  borrows  more 

than  he  wants,  he  saves 

2Jhair3ian.  But  you  think  it  is  right  for  a  man  to  borrow  more 
than  the  90  percent  of  the  cost  of  the  project,  when  the  Fe^leral 
ment  is  guaranteeing  that  excess  amount.   Tney  might  stand  to. 
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kse  it,  as  a  default.  As  a  Federal  public  offioeh<dder,  whidi  JM  tn, 
do  you  make  that  statement? 

Mt.Perge.  I  didn't  say  that,  based  upon  an  estii  le  would  hafe 

more  money  left 

TheOscAiBMAN.  Forezami  part  of  the  law : 

The  Commissioner  may,  in  his  d  [uire  such  mortgagors  to  lie  lego* 

latea  or  restricted  as  to  rents  capital  structare*  rate  of  xetun. 

What  does  that  mean,  ^^        of  ;  ^?    What  does  that  mean  to 

you? 

Mr.  Perce.  We  figure  t       fr       t      rents,  not  the  borrowings. 

The  Chairman.  You  1  Mng  to  do  with  the  rate  of 

return  on  their  stock? 

Mr.  Perce.  The  rate  of  return,  there,  I  think  first  is  the  rate  of 
return  which  is  net  rent. 

The  Chatrman.  Let's  read  it  again. 

Mr.  Perce.  I  don't  think  it  means  they  borrow  more  money. 

The  Chairman.  It  says: 

The  Commissioner  may  in  his  discretion  require  such  mortgagors  to  be  regu- 
lated or  restricted  as  to  rents  or  sales — 

we  have  ahready  covered  rents — 

charges,  capital  structure,  rate  of  return. 

It  doesn't  have  anything  to  do  with  the  rents,  because  we  mentioned 
rents  up  above. 

Mr.  Perce.  I  think  that  was  the  interpretation  of  the  Commissioner. 

The  Chairman.  And  ^^methods  of  operation." 

Mr.  Perce.  Yes.  The  rate  of  return,  I  think,  is  interpreted  by  the 
Commissioner  to  mean  the  net  rent 

The  Chairman.  Why  were  you  so  solicitous  about  everything  ex- 
cept this  one  thing  we  are  talking  about? 

Mr.  Perce.  Frankly  I  didn't  know  much  about  it  at  the  time  it 
happened. 

Tne  Chairman.  Did  you  know  that  these  corporations  were  be- 
ing organized  with  little  or  no  money? 

Mr.  Perce.  Yes,  sir. 

The  Chairman.  You  thought  that  was  perfectly  all  right? 

Mr.  Perce.  As  they  organized  under  the  laws  of  the  State  in  which 
thOT  were  organized. 

The  Chairman.  You  thought  that  was  perfectly  normal  and  right 
for  a  man  to  just  limit  himself  to  $7,500  on  a  $4  million  project? 

Mr.  Perce.  I  haven't  any  question.    It  is  part  of  the  policy. 

The  Chairman.  For  example,  in  this  Gross  case  here,  they  put 
$7,600  in  each  of  their  corporations. 

Mr.  Perce.  They  put  in  as  little  as  they  had  to. 

The  Chairman.  They  what? 

Mr.  Perce.  They  put  in  as  little  as  they  had  to,  because  they  didnt 
want  to  pay  taxes  on  it. 

The  Chairman.  Why  didn't  you  make  them  put  more  in?  Whj 
did  you  let  them  off  the  hook ;  so  to  speak  ?  Why  did  you  permit  them 
to  organize  with  such  a  small  amount  of  capital,  with  such  large 
mortgages? 

Mr.  Perce.  I  wouldn't  know  that  the  large  mortgages  had  anything 
to  do  with  it. 
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Senator  Bush.  Mr.  Chairman,  may  I  ask  a  question  on  that  point? 

The  Chairmak.  Senator  Bush. 

Senator  Bush  Isn't  it  true  you  conceive  the  law  to  be  designed  to 
Idmulate  theseprojects? 

Mr.  Pergil  Yes,  sir. 

Senator  Bush.  And  that  your  inclination  would  naturally  be, 
nder  the  law,  the  way  it  is  drawn,  to  encourage  the  building  of  these 
roiects? 

Mr.  Perce.  Absolutely.    That  was  what  ran  through  my  mind. 

Senator  Bush.  My  observation,  Mr.  Chairman,  is  that  the  law 
Qcouraged  them  to  ao  just  what  they  did. 

Mr.P^CE.  I  think  so. 

The  Chairman.  I  don't  think  that  the  Congress  ever  intended 
[)  encourage  any  agency  of  Government 

Senator  Bush.  I  didn't  say  the  Congress.  I  say  as  the  law  is  writ- 
en  it  encourages  them  to  do  just  what  they  did. 

The  Chahiman.  I  don't  agree. 

Senator  Payne.  I  disagree. 

The  Chahocan.  I  regret  exceedingly  that  the  Senator  makes  that 
tatement,  because  I  don't  think  the  Congress  ever  encouraged  sloppy 
dministration. 

Senator  Bush.  I  didn't  say  it  encouraged  sloppy  administration. 

Senator  Payne.  Mr.  Chairman,  this  provision  of  the  law  itself 
pells  out  in  what  I  consider  to  be  reasonaJbly  clear  English  that,  sure, 
b  encourag^  the  building 

Senator  Bush.  That  is  my  point. 

Senator  Payne.  A  volume  of  new  residential  contruction,  but  with- 
tut  supporting  unnecessary  or  artificial  costs.  And  in  estimating  the 
urrent  costs,  the  Federal  Housing  Commissioner,  not  may  but  Siall, 
Lse  eveiy  feasible  means  to  assure  that  the  estimates  will  approximate 
3  closelv  as  possible,  not  the  estimated  cost,  but  the  actual  cost  of 
flScient  building  opjerations. 

With  that  provision  in  the  law  in  effect  it  closely  ties  in  with  the 
)rovision  of  the  law  which  says,  "Yes,  the  Government  will  insure  up 
o  90  percent  of  the  cost  of  the  project."  But  it  certainlv,  by  no 
tretch  of  the  imagination,  in  good  common  English,  coula  ever  be 
nterpreted  as  meaning  to  support  the  costs  of  a  project  at  120  per- 
lent  or  better  than  that. 

Senator  Bush.  Mr.  Chairman,  I  agree  entirely  with  what  the  Sen- 
itor  said.  I  don't  disagree  with  that  at  all.  I  agree  with  everything 
le  said  then  and  what  he  said  previously  about  that  point.  But  the 
X)int  we  are  tallring  about  is  something  different.  I  say  that  the  law, 
;he  way  it  is  written,  encouraged  them  to  do  these  things  that  they 
lave  done.    I  don't  say  it  was  right. 

The  Chairman.  I  don't  believe  I  see  anything  in  the  law  that  en- 
couraged them  to  do  these  things. 

Senator  Bush.  Show  me  something  in  the  law  that  gives  FHA  the 
luthority  to  say  how  much  capital  a  fellow  should  put  into  a  cor- 
x)ration  to  build  one  of  these  apartment  houses. 

The  Chadiman.  I  don't  know  that  the  capital 

Senator  Bush.  That  is  the  question  you  were  raising. 

The  Chairman.  It  says  "capital  structure."  I  suppose  we  could 
lave  written  into  the  law  that  nobody  could  build  under  section  608  un- 
ess  he  had  a  million  dollars  worth  of  capital. 
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Senator  Bxtbh.  Or  unless  he  had  10  percent  of  the  total  final  value 
of  the  mortgage. 

The  Chairman.  But  I  don't  think  it  was  ever  intended  tiiat  we 
would  let  somebody  in  with  a  thousand  dollars  to  build  a  million  dol- 
lar project. 

Senator  Bush.  It  wasn't  intended,  but  the  law,  the  way  it  was 
written  and  administered,  permitted  that. 

Senator  Bennett.  Mr.  Chairman,  may  I  make  a  comment? 

The  Chairman.  I  didn't  write  the  law.  It  was  written  bade  in 
1940.  I  wasn't  here,  so  I  can't  tell  what  the  intention  was.  But 
I  don't  believe  that  the  Senators  on  this  committee  back  in  1940,  or 
the  Senators  in  the  Senate  back  in  1940,  ever  intended  that  a  man 
would  invest  a  thousand  dollars  and  get  a  mortgage  of  $2  million  or 
$3  million  or  $4  million. 

I  can  well  imderstand  putting  up  a  thousand  dollars  in  a  corpora- 
tion and  getting  a  $2  million  mortgage,  providing  the  ovniers  of  the 
stock  endorse  ttie  mortgage.  You  have  been  a  banker.  You  cer- 
tainly wouldn't  loan  anybody  $4  million  on  a  thousand  dollars  unless 
thOT  endorsed  it. 

Senator  Bush.  My  dear  sir,  of  course  I  wouldn't.  And  neither  did 
these  other  bankers.  They  were  lending  it  on  the  authority  of  the 
United  States  Government. 

The  Chairman.  That  is  right. 

Senator  Bennett.  Mr.  Chairman,  may  I  make  a  comment? 

The  Chairman.  Senator  Bennett. 

Senator  Bennett.  I  have  listened  to  this  discussion  about  capital- 
ization of  these  corporations.  It  seems  to  me  very  clear — and  it  ^as 
testified  to  yesterday,  I  believe — ^that  the  Government  would  not  deal 
with  an  individual;  they  required  a  corporation.  And  the  purpose 
of  requiring  a  corporation  was,  first,  that  they  might  hold  the  preferred 
stock  and  thus  have  a  privilege  of  control. 

Secondly,  that  they  might,  through  the  charter,  specifically  spell 
out  the  power  of  the  Commissioner  to  interfere  with  tiie  operation  of 
the  corporation. 

If  that  was  the  purpose  of  requiring  incorporation,  it  could  have 
been  achieved  just  as  well  with  a  corporation  set  up  to  meet  the  min- 
imum requirements  of  a  State  law,  as  it  could  if  they  required  the 
larger  capitalization. 

The  purpose  of  the  corporation  device,  as  I  see  it,  was,  first,  to  make 
sure  that  tne  preferred  stock  was  available  to  the  Commissioner  ani 
second,  to  make  sure  that  every  borrower  was  bound  by  the  limits  of 
the  charter  on  which  these  corporations  were  set  up.  That  being  the 
case,  we  are  faced  with  the  realization  that,  having  built  these  safe- 
guards into  the  charter  and  having  set  up  the  device  of  preferred  stock, 
the  Commission  then  proceeded  to  ignore  the  powers  that  it  acquired, 
because  it  insisted  on  dealing  with  corporations  under  specific 
circumstances. 

So  I  am  not  concerned  with  the  size  of  the  corporation  as  I  am  with 
the  fact  that  they  use  the  corporate  device  to  set  up  certain  poweflj 
and  then  they  neglected  to  use  the  powers  they  had  tJius  created. 

The  Chairman.  I  could  well  understand  why  a  project  cost  a  miDiflu 
and  they  got  a  million  and  a  half  dollars  for  the  mortgage,  but  I  don^ 
know  why  they  didn't  then  simply  say,  "We  will  reduce  the  mortM* 
by  $500,000."  ^^ 
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Mr.  Tebjcb,  I  don't  know. 

The  Chaihth an;  Wlij  did  you  permit  them  to  take  the  money  out? 
Wliy  didn't  you  reduce  the  money  ? 

Mr,  Perce.  I  don't  think  we  had  any  power. 

Senator  Bennett.  The  power  was  built  into  the  coi^poiute  device, 
j^It  is  right  there,  spelled  out  very  clearly. 
^     The  Ch^mrman.  You  w^rote  their  corporation  charters, 
I     Mr.  Perce.  Yes. 

j  The  Chaikman.  I  think  you  wrote  it  strong  enough  to  have  pro- 
tecteid  youi-self,  even  tlie  way  you  wrote  it.  But  if  notj  why  didn't 
[  you  write  it  so  they  couldu- 1  do  what  they  did  ? 

Mr.  Perce.  I  don't  see  how  we  have  any  po%ver  to  prevent  them  from 
borrowing  money. 

The  Chaibman*  The  man  has  the  right  to  go  and  borrow  $100  mil- 
I  lion  on  a  property  if  he  wants  to.     That  is  his  privilege,  and  if  some- 
:  body  is  wdling  to  loan  it  to  him,  fine,  he  can  do  wliatever  he  wants  to. 
But  in  this  instance  the  Government  was  guaranteeing  the  mortgage, 
I     Mr.  Percb,  Ye^  sir. 

I  The  Chaihmak,  TJierefore,  you  were  ix>ssibly  defrauding  the  Fed* 
era!  (tovernment,  if  at  a  later  date  that  mortgage  became  in  default 
and  the  taxpayers  had  to  make  it  good. 

[  Senator  DoVolas*  Mr.  Chairman,  majr  1  raise  a  question  on  that 
iffgry  point :  How  many  section  f>OH  projects  have  gone  into  default, 
Pfr.  Perce? 

r'  Sfr,  Pehce*  I  think  that  we  own  about  1**5  or  170.  And  there  may 
have  been  others  in  which  the  mortgage  hay  been  assigned  to  the  Com- 
missioner and  the  Ojmmissioner  is  now  the  mortgagee. 

Senator  Douglas,  How  many  of  those? 

Mr,  Perce.  I  will  have  to  check  the  exact  figure. 

Senator   Douglas*  One   hundred   and   sixty-iive   have   gone   into 
default? 

Mr,  Perce.  That  is  wliat  we  own. 

Senator  Douglas.  What  is  t lie  total  value  of  the  mortgages  on  these 
165? 

Mr.  Perce,  I  don't  have  any  figures? 

Senator  Douglas.  Do  you  have  an  estimat-o? 

Mr,  Perce.  No^  I  don't  have  an  estimate- 
Sen  at  or  DoDOL^VB.  You  don't  have  an  estimate? 

Mr*   Perce.  They  are  handled  by  the  man  who  handled  those 
defaults. 

Senator  Douglas,  You  are  now  the  man  in  charge  of  this,  aren't 
jouf 

Mr.  Perce.  Yes,  sir ;  but  I  haven't  received  the  last  reports. 

Senator  Douglas.  You  have  no  idea  as  to  liow  much  the  mortgages 
are  in  these  165  properties! 

Mr.  Perce.  No,  sir ;  T  don't.    I'm  sorry. 

Senator  Douglas,  Will  you  furnish  those  figures! 

Mr,  Perce,  I  can  get  those  figures  for  you ;  yes,  sir. 

Senator  Douolas,  Do  yon  know  how  luucli  the  insurance  fund  has 
had  to  pay  out  for  each  of  these  defaults? 

Mr.  Perce.  I  could  find  out,  sir. 

I  tiunk  the  Comptroller  could  give  you  those  figurea 

Senator  Douglas.  Is  the  Comptroller  here? 

Mr,  Perce,  Yes, 
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Senator  Douglas.  May  I  ask  the  Comptroller  a  question? 

Will  you  state  your  name,  please? 

Mr.  Thompson.  Lester  H.  Thompson. 

Senator  Douglas.  You  are  the  Comptroller  of  FHA  ? 

Mr.  Thompson.  Yes,  sir. 

Senator  Douglas.  How  many  projects,  according  to  your  memoij, 
have  gone  into  default  in  section  608  ? 

Mr.  Thompson.  Sir,  if  I  can  be  permitted  to  look  at  my  records —  J'^ 

Senator  Douglas.  Do  you  have  them  here? 

Mr.  Thompson.  Yes,  sir. 

The  Chairman.  Let's  see,  now,  what  are  you  getting  for  us  ? 

Mr.  Thompson.  I  would  like  the  question  restated,  sir. 

The  Chapman.  What  was  the  question? 

Senator  Bennett.  The  question  was :  How  many  of  these  projects 
had  actually  gone  into  default? 

The  Chahiman.  Are  you  able  to  answer  that,  Mr.  Chappellf 

Mr.  Thompson.  I  can  answer. 

Mr.  Perce.  This  is  Mr.  Thompson,  not  Mr.  Chappell. 

The  Chahiman.  Will  you  swear  to  tell  the  truth,  the  whole  truth, 
and  nothing  but  the  truth,  so  help  you  God  ? 

TESTIHONT  OF  LESTEB  E.  THOMPSON,  COHPTBOLLES,  FEDESAL 
HOUSINO  ADMINISTRATION 

Mr.  Thompson.  I  do. 

The  Chairman.  Thank  you.  You  be  seated  there  and  we  will  be 
delighted  to  get  that  information. 

The  Chairman.  The  question  is  what? 

Senator  Douglas.  The  question  is :  How  many  section  608  projects 
have  gone  into  default,  and  how  much  is  the  total  amount  of  the  mort- 
gages on  these  properties  that  have  gone  into  default  ? 

Mr.  Thompson.  Senator,  just  how  many  may  be  in  default,  I  am  not 
able  to  say.  But  I  can  state  how  many  have  been  foreclosed  and  title 
acquired  bv  the  Commissioner  and  how  many  have  been  assigned  to 
the  Commissioner. 

Tlie  Chairman.  All  right,  let's  ask  some  specific  questions. 

How  many  have  been  repossessed?  First,  let's  get  this:  What  is 
the  total  number  of  section  608  projects? 

Mr.  Thompson.  The  total  number  insured,  sir  ? 

The  Chairman.  Yes.  You  can  get  that  later.  We  will  put  in  the 
record  the  exact  number  of  section  608  projects. 

(The  information  referred  to  follows:) 

Federal  Housing  Administration, 
Washington  25,  D.  C,  May  5, 195^- 
Hon.  Homer  E.  Capehart, 

Chairman,  Senate  Committee  on  Banking  and  Currency, 
United  States  Senate,  Washington  25,  D.  C, 
Dear  Senator  Capehart:  During  the  April  29  FHA  hearings  you  asked  for  the 
total  number  of  projects  insured  under  section  608  of  the  National  Housing  Act 
Your  question  appears  at  pajre  889  of  the  typed  transcript.    A  total  of  7,069  proj- 
ects were  insured  under  section  60S.    These  projects  contain  469,598  units.  The 
total  of  the  original  principal  mortgi       a      imts  was  $3,448,433,228. 
Sincerely, 

N,  Aoting  OammUsUmer. 
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The  Chatrman,  Now,  how  many  of  them  have  been  repossessed? 
How  many  are  in  default? 

Mr.  Thompson.  Those  on  which  the  Commissioner  has  acquired  title, 
136prmects. 

The  CHAntMAN.  On  136  you  have  acquired  title? 

Mr.  Thompson.  Yes. 

The  Chairman.  Which  means  the  Federal  Government  now  owns 
them. 

Mr.  Thompson.  Now  owns  them. 

The  Chairman.  How  many  of  them  have  been  repossessed  for  other 
purposes? 

Mr.  Thompson.  Now,  there  has  been  assigned  to  the  Commissioner 
106  mortgage  notes. 

The  Chairman.  106  have  been  assigned  ? 

Mr.  Thompson.  Yes,  sir.  And  I  would  like  to  make  it  clear  that 
these  figures  are  as  of  February  28. 

The  Chairman.  1954? 

Mr.  Thompson.  1964. 

The  Chairman.  What  is  the  total  volume  involved  in  those  250  some 
projects? 

Mr.  Thompson.  Total  dollars? 

The  Chairman.  Yes. 

Mr.  Thompson.  In  total  dollars,  the  Commissioner's  investment  in 
these  projects,  $119,340,000. 

The  Chairman.  That  is  $119  million — ^that  means  mortgages  which 
they  insured  originally,  which  became  in  default,  and  they  have  reim- 
bursed the  man  who  bought  the  mortgage,  is  that  it  ? 

Mr.  Thompson.  That  $119  million  represents  the  amount  that  the 
Commissioner  paid  to  the  mortgagee  at  the  time  of  settlement. 

The  Chairman.  How  many  more  mortgages  are  in  default  that  have 
not  been  repossessed?     Say  90  days  or  6  months  or  a  year  in  default. 

Mr.  Perce.  I  don't  have  that  right  now,  but  I  can  get  it,  I  think. 

The  Chairman.  Would  you  say  that  is  was  a  sizable  number  or  a 
small  number? 

Senator  DouoiiAS.  May  I  ask  a  question  of  the  Comptroller  while  he 
is  looking  over  these  figures,  Mr.  Chairman :  This  figure  of  $119  mil- 
lion, is  that  for  136  section  608  projects  which  have  been  repossessed 
by  the  Federal  Government? 

Mr.  Thompson.  That  includes  the  assigned  mortgages. 

Senator  Douglas.  That  includes  the  106  assigned  also.  So  it  applies 
to  the  total  of  242? 

Mr.  Thompson.  Yes,  sir.    It  applies  to  the  total  of  273. 

Sentor  Douglas.  The  273  also  includes  the  31  projects  acquired  and 
later  sold? 

Mr.  Thompson.  Yes,  sir. 

Senator  Douglas.  Excuse  me,  Mr.  Chairman. 

The  Chairman.  Go  right  ahead. 

Senator  Douglas.  Would  you  furnish  the  committee  with  a  list  of 
these  projects  that  the  Government  has  taken  over? 

Mr.  Thompson.  Yes,  sir. 

(The  list  referred  to  follows : ) 
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Senator  Douglas.  I  think  it  would  be  very  interesting  to  compin 
a  list  of  projects  which  have  been  taken  over  by  the  Govemmen^iii 
the  list  which  has  been  submitted  by  the  Commissioner  of  Inteml 
Revenue,  to  see  whether  the  Federal  Government  now  holds  some  al 
these  upon  which  large  profits  were  made. 

The  Chairman.  That  would  be  very  interesting. 

Mr.  Thompson.  Senator  Douglas,  you  asked  me  for  a  list  in  defalk 
You  simply  mean  those  that  have  been  acquired  or  assigned  to  tit  ^ 
Commissioner? 

Senator  Douglas.  Yes. 

The  Chairman.  But  you  don't  know  how  many  are  in  default  ili 
the  moment,  which  have  not  been  reassigned  to  the  Com.missioi«i  j, 
do  you.  1^ 

Mr.  Thompson.  If  I  can  have  a  moment  to  look  at  my  papers,  If 
think  I  have  a  copy  here. 

The  Chairman.  You  go  ahead  and  give  us  the  number  that 
in  default  but  have  not  yet  been  assigned  back  to  the  Commissioner. 

Senator  Payne.  Mr.  Chairman,  while  the  Comptroller  is  cheddnf! 
that,  would  it  be  possible  for  me  to  ask  Mr.  Greene  a  question! 

The  Chairman.  Yes;  if  Mr.  Greene  cares  to  answer  it. 

Senator  Payne.  You  can  answer  it  right  there,  Mr.  Greene. 

Mr.  Greene.  Glad  to  do  it,  sir. 

Senator  Payne.  Mr.  Greene,  you  were  aware  of  this  law  that  I 
referred  to  previously.  Public  Law  394,  that  went  into  effect  DeccDolNl 
27,  1947? 

Mr.  Greene.  Yes. 

Senator  Payne.  Were  you  then  Commissioner  ? 

Mr.  Greene.  No.   What  is  the  date  of  that? 

Senator  Payne.  1947. 

Mr.  Greene.  No,  I  was  not  Commissioner  at  that  time.  I  was 
Deputy  Commissioner. 

Senator  Payne.  Let  me  ask  you  this :  As  Deputj^  Commissioner,  did 
you  have  the  responsibility  for  delegating  authority  of  the  provisions 
of  laws  enacted  by  the  Congress  to  specinc  agencies  within  the  FHAI 

Mr.  Greene.  My  responsibility.  Senator,  was  to  assist  the  Comnus- 
sioner  in  all  matters. 

Senator  Payne.  Do  you  have  any  recollection,  Mr.  Greene,  as  to 
who  was  delegated  this  responsibility? 

Mr.  Greene.  With  respect  to  the  cost  ? 

Senator  Payne.  Yes. 

Mr.  Greene.  Yes,  sir.  That  was  handled  both  by  the  AdministratiTi 
Section  and  the  Underwriting  Division. 

Senator,  may  I  say  that  what  the  law  savs  about  that  was  done 
precisely  by  the  FHA.  That  calls  for  making  every  effort  in  esti- 
mating costs  to  see  that  or  estimates  are  as  near  to  the  actual  cost  is 
possible. 

Senator  Payne.  How  do  you  ever  know  what  the  actual  costs  are, 
if  the  agency,  as  I  understand  from  your  previous  testimony,  never 
makes  an  audit  or  checks  upon  what  the  actual  costs  wei*e? 

Mr.  Grkene.  There  is  a  little  difference  there,  which  I  think  I  can 
explain  to  you.  Senator. 

In  making  our  estimates  of  cost,  we  do  those  by  a  field  examination 
of  what  the  costs  actuallv  are  in  the  field,  botli  for  labor  and  materials, 
and  it  is  on  that  basis.  Now,  our  cost  estimates  were  never  based  upon 
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the  actual  costs  of  a  specific  case,  but  the  actual  costs  would  have 
lo  be  made  in  order  to  construct  that  job.  When  the  instruction  came 
out — I  do  not  have  the  records  available,  but  I  am  certain  that  the 
underwriting  letter  went  out  to  the  field,  ordering  them  to  do  that 
more  closely  than  they  did  before  with  respect  to  getting  more  actual 
cost  estimates. 

Senator  Pat:n'e.  Mr.  Chairman,  if  possible  I  would  like  to  have  the 
staff  secure,  if  they  can,  the  copy  of  the  administrative  orders  that 
were  issued  by  the  Administrator  in  connection  with  the  provisions 
of  this  law,  the  details  that  went  into  them. 
'  The  Chairman.  Without  objection,  that  will  be  done. 

Senator  Payne.  Thank  you,  sir.     (See  p.  1967.) 

Mr.  Thompson.  In  answer  to  your  question  on  the  default  status, 
fiir,  on  March  31, 1954,  there  was 

The  Chauiman.  Mr.  Perce,  let  me  ask  you  this  question :  When  did 
the  section  608  projects  start  paying  interest  and  amortization  on  a 
loan? 

Mr.  Pebce.  Normally,  about  a  month  after  it  was  completed. 

The  Chairman.  Normally  a  month  after  it  was  completed? 

Mr.  Perce.  Yes,  sir.  Amortization  is  supposed  to  commence,  ac- 
cording to  a  small  job,  not  later  than  the  12th  month. 

The  Chairman.  And  when  do  they  start  paying  their  interest? 

Mr.  Perce.  They  start  paying  their  interest  from  the  very  day  they 
borrow  the  money,  on  the  outstanding  balances  paid  to  the  mortgagee. 
[f  they  borrow  $100,000,  and  had  it  for  a  montn,  they  would  pay  in- 
terest for  a  month.  Then  they  pay  interest  up  to  about  a  month  after 
the  job  is  completed,  and  then  they  start  the  amortization,  on  a  level 
basis,  so  much  a  month. 

The  Chairman.  Burners  come  to  us  that  you  give  them  18  months. 

Mr.  Perce.  I  think  we  gave  them  18  months,  and  once  in  a  while  it 
was  extended  if  the  job  wasn't  completed. 

The  Chairman.  18  months  after  it  was  finished,  18  months  after  the 
oonunitment  was  issued,  is  that  right? 

Mr.  Perce.  Yes.  The  commitment  requires  tliat  the  amortization 
should  start  not  later  than  the  first  day  of  the  18th  month,  on  not  over 
$200,000. 

The  Chairman.  So,  it  isn't  30  days  after  completion — it  is  18 
months  after  the  commitment  is  made.  If  the  job  was  completed  in 
6  months,  they  would  have  a  year  in  which  they  would  make  no 
pavments? 

Mr.  Perce.  That  could  be  so,  yes,  sir. 

The  Chairman.  That  was  the  point. 

Mr.  Perce.  The  field  office  is  supposed  to  figure  about  how  long  it  is 
going  to  take  to  complete  the  job.  Now,  they  make  a  right  guess  or 
give  them  a  wrong  guess. 

Tlie  Chairman.  Have  you  the  answer  to  that  question,  now,  Mr. 
Thompson  ? 

Mr.  Thompson.  Yes,  sir.  The  projects  in  default  as  of  March  31, 
1954,  38  of  them  totaling  3,649  units. 

The  Chairman.  Thirty-eight  projects  in  default  '^ 

Mr.  Thompson.  Thirty-eight  projects. 

The  Chairman.  How  much  in  default?  How  many  months? 
ftf  aybe  you  don't  know. 

Senator  Doror^s.  This  is  in  addition  to  the  273. 
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Mr.  THOMPSON.  That  have  been  acquired. 

Senator  Douglas.  That  have  been  acquired.  How  many  mutedM 
you  say? 

Mr.  Thompson.  8,649  units. 

Senator  Douqlas.  8.649? 

Mr.  Thompson.  3,649. 

Senator  Douglas.  A  normal  figure,  I  suppose,  is  roughly  aiovnd 
$10,000  a  unit,  isn't  it?    That  is  a  rough,  general  average^ 

Mr.  Perce.  They  are  not  supposed  to  exceed  $8,100. 

Senator  Douglas.  I  know,  but  in  practice,  isn%  it  roo^ 
around 

Mr.  Perce.  That,  I  couldn't  say,  sir. 

Senator  Douglas.  Assuming  it  is  $8,100,  that  would  be  appro& 
mately  $29  million.  And  if  it  is  $10,000,  it  would  be  approzimatd} 
$86  million,  in  addition. 

Do  you  have  a  further  list  of  ^off'projects,  that  look  as  thon^  | 
they  are  going  to  go  sour? 

Mr.  Thompson.  This  is  our  current  data,  as  of  March  31, 1954. 

The  Chairman.  Mr.  Thompson,  are  you  just  the  auditor  for  th» 
section  608  projects? 

Mr.  Thompson.  No,  sir,  I  am  the  comptroller  of  the  Federal  Hooi- 
inff  Administration,  in  charge  of  tne  general  records  of  the 
Aoministration. 

The  Chairman.  I  see.  You  are  the  comptroller.  I  don't  suppose 
vou— I  would  like  to  ask  Mr.  Greene,  if  I  may — is  Mr.  Greene  stiD 
here? 

Mr.  Greene,  I  have  a  letter  here  from  a  blind  man  in  Tennessee, 
who  was  complaining  about  a  project.  I  am  going  to  read  the  letter 
in  a  minute.  But  he  lived  in  Tennessee,  and  a  salesman  came  along 
and  sold  him — he  sends  the  copy  of  the  contract — sold  him  $900  worth 
of — ^I  can't  quite  read  what  it  was.  It  doesn't  make  any  difference. 
And  it  was  financed  in  a  Pittsburgh  bank. 

Now,  my  question  is :  How  widespread  was  this  selling  somethii^ 
in  Tennessee  and  financing  it  in  a  bank  2  or  3  States  away?  That  is 
under  title  I. 

Mr.  Greene.  Senator,  I  believe  Mr.  Frentz  could  tell  you  that. 

The  Chairman.  Are  you  here,  Mr.  Frentz  ? 

Mr.  Frentz.  Yes,  sir. 

The  Chairman.  How  widespread  would  that  be,  Mr.  Frentz! 

Mr.  Frentz.  Sir,  are  you  sure  that  is  an  FHA  loan  ?  I  do  not  mean 
to  be  facetious. 

The  Chairman.  Let's  read  the  letter.  Maybe  I  am  wrong.  It  is 
addressed  to  the  Senate  Banking  and  Currency  Committee,  Hon. 
Homer  Capehart,  chairman,  dated  April  16, 1954. 

I  am  a  bUnd  man.  Our  family  has  always  worked  hard  to  try  to  earn  w 
honest  living.  I  notice  that  your  committee  is  starting  an  investigation  of  tte 
FHA.    I  have  a  matter  that  I  would  like  rijrht  much  to  have  looked  Into. 

About  2  years  ago,  two  men  came  to  our  place  and  said  that  they  were  doii? 
some  advertising  work  for  a  northern  insulating  company,  and  that  they  hid 
been  looking  the  community  over  for  the  past  2  or  3  days  to  find  an  ideal  pto« 
to  do  some  advertising,  and  they  had  decided  on  my  house,  and  for  that  reason, 
they  were  willing  to  insulate  my  house  for  about  half  price. 

They  also  told  me  that  the  work  was  guaranteed  for  life  and  they  would  p^ 
me  a  certificate  when  the  work  was  done,  to  that  effect.  I  was  also  siipp«»d 
to  have  life  insurance,  that  in  the  event  of  my  death,  there  woud  he  notkis^ 
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nore  to  pay.  But  I  have  never  received  anything  except  the  original  contract 
i^hich  I  am  enclosing  for  your  information. 

I  will  thank  you  if  you  will  be  so  kind  as  to  return  the  contract  when  it  has 
lerved  your  purpose.  They  claim  that  one  of  the  men,  the  one  that  signed  the 
*oDtract,  was  a  representative  of  the  bank  where  they  would  get  the  FHA  loan, 
rhey  got  the  loan  from  the  Colonial  Trust  Co.,  of  Pittsburgh,  Pa.  I  have  been 
;>aying  on  this  loan  for  about  2  years  and  still  have  better  than  $300  to  pay. 

They  told  me  that  the  material  they  used  was  very  expensive,  but  I  have  since 
found  that  the  same  material  can  be  bought  in  the  open  market  for  around  $18 
^er  hundred  square  feet,  and  this  cost  me  nearly  $60  per  hundred  square  feet, 
ustalled,  and  two  men  did  the  job  in  less  than  1%  days. 

This  seems  to  me  to  be  a  clear  case  of  misrepresentation  and  extortion.  It 
nay  be  that  I  am  starting  at  too  high  an — 

[  don't  know  what  that  is — 

If  that  is  the  case  I  will  thank  you  right  much  if  you  will  turn  the  letter  over 
to  the  proper  department. 
Thank  you  for  your  interest  in  the  welfare  of  the  American  people. 

The  contract  for  $900  is  made  out  to  John  F.  Tipton  and  his  wife. 
Ifow,  this  concerned — ^the  dealer  in  this  instance  was  in  Tennessee, 
but  the  bank  was  in  Pittsburgh.  How  widespread  was  that,  do  you 
know? 

Mr.  Frentz.  First  of  all,  I  have  no  way  of  telling,  myself,  whether 
Mr  not  that  is  an  FHA  loan.  We  can  check — I  say  "we"  in  the  past 
tense — FHA  can  check  their  loan  records  and  perhaps  endeavor  to 
identify  that,  as  to  whether  it  was  actually  an  FHA  loan. 

Now,  assuming,  sir,  that  it  is  an  FHA  loan,  I  know  a  little  bit  about 
Ehe  Colonial  Trust  Co.'s  operation  in  Pittsburgh,  and  I  question 
iFhether  they  go  that  far  away  to  make  a  loan. 

The  Chairman.  You  think  this  blind  man  would  just  have  thought 
Dip  the  name  Colonial  Trust  Co.  in  Pittsburgh  in  a  dream? 

Mr.  Frentz.  I  don't  know  how  that  would  occur. 

The  Chairman.  I  don't  think  he  could  dream  that  up. 

Mr.  Frentz.  I  agree  on  that,  and  I  have  no  idea  how  that  occurred. 

We,  in  FHA,  have  a  policy  that  every  lender  should  stay  within  the 
urea  that  he  can  properly  service  and  handle  these  loans.  There  is 
no  rule  in  the  FHA^up  to  the  time  that  I 

The  Chairman.  What  we  are  trying  to  find  out  is  just  how  wide- 
n>read  this  title  I  loan  situation  is,  loans  that  were  made  three  or 
four  or  five  hundred  miles  away  from  the  bank.  I  mean,  why  would 
n  Pittsburgh  bank  be  financing  title  I  loans  in  Tennessee? 

Mr.  Frentz.  That,  I  cannot  explain. 

The  Chairman.  Has  there  been  much  of  it,  to  your  knowledge? 

Mr.  Frentz.  I  would  say  very,  very  small,  if  there  is  going,  say. 
From  Pittsburgh  to  Tennessee,  I  would  say  that  is  the  only  case.  Now, 
[  can  be  wrong,  because  there  were  2  million  loans  last  year,  and  there 
sould  be  a  handful. 

The  Chairman.  You  are  familiar  with  the  Colonial  Trust  Co.? 

Mr.  Frentz.  Just  as  a  general  operation. 

The  Chairman.  As  having  handled  a  lot  of  loans? 

Mr.  Frentz.  I  believe  they  have  had  a  fair  volume  of  loans,  and  I 
lelieve  their  record  is  very  good. 

The  Chairman.  Would  the  records  of  FHA  show  how  widespread 
heir  loans  are? 

Mr.  Frentz.  Yes :  they  would. 

The  Chairman.  Your  records  over  here? 

lifr.  Frentz.  Not  my  records. 
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The  Chairman.  I  mean  FHA.    Would  that  be  available  for  m 
at  3  o'clock  this  afternoon  or  2  o'clock;  would  that  be  availabk! 

Mr.  Frentz.  May  I  ask  you  to  direct  the  question 

The  Chairman.*  I  will.    You  are  not  with  them  any  mow,  hi 
is  it  in  such  shape  that  it  could  be  over  here  at  2  o'clock  f 
.   Mr.  Frentz.  Let  me  explain  what  it  is.    They  make  a  loan  and 
furnish  it  to  the  FHA  in  the  form  of  a  loan  report.    All  those  ka 
reports  are  tabulated  and  then  filed  under  the  name  of  that ' 
institution. 

The  Chairman.  Let's  have  the  file  of  the  Colonial  Trust  Co. 
this  afternoon  at  2 :  80. 

(The  information  referred  to  follows:) 

OFFICE  MEMORANDUM — ^UNITED  STATES  GOVKBHMKirT 

April  30,  1964. 
To :  Senate  Banking  and  Cnrrency  Committee.  It 

(Attention:  Mr.  Dixon.) 
From :  David  W.  Cannon,  Deputy  Assistant  Commissioner,  Title  I 

Federal  Housing  Administration. 
Subject :  Colonial  Trust  Co.,  Pittsburgh,  Pa. 

In  the  Senate  hearin;]^  on  operations  of  the  Federal  Housing  Admlnlstntloi 
on  April  20,  Senator  Capehart  read  Into  the  record  a  letter  from  an  IndlTldoi 
in  Moshelm,  Tenn.,  who  complained  about  an  improvement  job  wlilch  had  beai 
(ione  on  his  house  approximately  2  years  ago  and  financed  by  the  above-nainli 
lending  institution.  Mr.  Capehart  asked  for  Information  from  the  Federd 
Housing  Administration  as  to  the  operations  of  this  lender. 

There  is  attached  to  this  memorandum  a  report  from  Mr.  Lester  H.  Thomp* 
son,  Comptroller  of  the  Federal  Housing  Administration,  regarding  the  Umm 
reported  for  Insurance  by  this  Institution.  In  our  Title  I  Division  we  haw 
reviewed  our  tile  on  this  lender  and  flud  that  in  general  the  operations  are 
i*estrlcted  to  an  area  of  approximately  50  miles  radius  of  Pittsburgh.  It  li 
also  indicated  from  our  file  that  the  institution  has  Its  own  loan  plan  whldi 
means  that  they  make  many  loans  of  a  type  comparable  to  those  Insured  by 
the  Federal  Housing  Administration  under  title  I  which  are  carried  on  thi 
Institution's  own  books  without  being  reported  to  the  Federal  Housing  Admlois* 
tration  for  insurance  endorsement. 

A  careful  check  of  the  records  of  the  Federal  Housing  Administration  by  tht 
Comptroller's  office  indicates  that  the  loan  which  was  made  to  the  individBal 
who  signed  the  letter  addressed  to  Senator  Capehart  was  not  submitted  to 
the  Federal  Housing  Administration  for  insurance  recordation.  It  Is  assumed, 
therefore,  that  the  loan  is  l>eing  carried  on  the  bank's  own  loan  plan.  Our 
rei'ords  further  show  that  the  Colonial  Trust  Co.  has  a  fine  record  as  to  tbe 
operation  of  its  title  I  program  by  comparison  with  other  lending  Instltutloni 
in  the  State  of  Pennsylvania  and  by  comparison  with  the  national  picture. 

David  W.  Cannon, 
Deputy  Assistant  Conimwioner. 

Colonial  Tbust  Co. 

PITTSBURG  n,  PA- 

All  loan  transactions  registered  for  Insurance  from  March  1,  1950,  to  March  31. 
1054 : 

Pennsylvania IS,  215 

West    Virginia L72D 

Ohio iT8 

MarylanU « 

Virginia — --    ^^     57 

Kentucky # 

New   York 4 

Tennessee t 


Ti>tal   loans ■■ifcu.^  ISbCU 
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BOMT^ 

Fao9  amount 

Net  proceeds 

10  pcfoent 
reserve 

Claims 
paw 

Loss  ratio 
Cporaent) 

peroant  adjustment  as 
bd  by  regulation  xn, 

$8,069^179.33 

$7,9i2;9ea37 

1791,296.94 
301,691.74 

$39,433.47 

aso 

il 

489,705.20 

8,805.68 

79a  309. 86 

47,049.66 

2021166.27 

1,258.22 

96,794.65 

i  1     

101,230.01 
9,033,617.21 

538,856.26 

2;  273, 602. 13 

13.952.41 

1,083. 99a  87 

88,056.78 

7,903,093.50 

47a  496. 61 

2;  021, 662. 73 

12, 582  18 

967,946.53 

1,643.74 
183,098.23 
2a  873. 64 
41,968  00 
311.07 
22.862.96 

1.76 

2.23 

c» 

443 

2.  OB 

:« 

2.47 

2^36 

2%  034, 437. 22 

19^37^807.69 

1,636^060.07 

810^711.01 

1.90 

ts  notes  purchased  by  the  Ookmlal  Trust  Co.,  from  the  Keystone  National  Bank  in  Pitis* 
burgh.  Pa.,  on  May  16, 195a 

RENTz.  Check  that  with  Mr.  Thompson.    Is  that  the  best  way 
ig  that  information? 

HOMi'soN.  Mr.  Frentz,  I  have  my  mind  on  another  matter  here. 
)t  following  the  conversation. 

[Jhairman.  What  I  think  is  important,  and  I  think  Senator 

I  will  aCTee  with  me  at  the  moment,  is  in  writing  title  I  in 

to  find  out  how  widespread  this  sort  of  thing  is.    It  just 

$ound  right  to  me  that  a  Pittsburgh  bank  would  be  financing 

00  loans  for  a  group  of  salesmen  that  were  out  saying,  "We 
use  your  house  m  Tennessee." 

KENTZ.  I  agree  with  you. 

!hairmak.  We  would  like  to  know  how  widespread  that  sort 
is. 

re  is  no  objection,  we  will  recess  until  2  o'clock ;  and  Mr.  Perce, 
uppose  there  are  any  more  questions  for  you,  so  we  will  excuse 
also  Mr.  Thompson,  but  we  will  be  back  at  2  o'clock. 
ERCE.  Thank  you. 

reupon,  at  12 :  30  p.  m.,  the  committee  recessed,  to  reconvene  at 
:  the  same  day.) 

AFTERNOON   SESSION 

)mmittee  reconvened  at  2 :  15  p.  m..  Senator  Homer  E.  Cape- 
airman)  presiding. 

^AIRMAN.  The  committee  will  please  come  to  order, 
•ut  objection,  I  would  like  to  place  in  the  record  a  statement 
ace  J.  Campbell,  director  of  the  Washington  office  of  the 
tive  League  of  the  U.  S.  A.,  and  a  wire  to  the  chairman  from 
ipbell. 
information  referred  to  follows :) 

Washington,  D.  C,  ApHl  22,  1954. 

lOMEB  E.   CaPEHART, 

man.  Committee  on  Banking  and  Currency, 

United  States  Senate,  Washington,  D.  C: 

eh  as  Administrator  Cole  and  other  witnesses  have  implicated  FHA 

3  cooperative  housing  in  current  housing  investigation,  we  respectfully 

iportunity  to  clarify  role  of  consumer-sponsored  and  builder-sponsored 

1  tooperative  houaing  program.    Also,  opportunity  to  repeat  our  lequest 


Digitized  by 


Google 


1784  HOUSING    ACT    OF    1054 

for  enac^tment  of  Benitett^Dou^lB.^  ant  E kickback  amend me&t  to  cooperatire  bfl» 

Lng  and  other  seetlona  of  FIIA  program.    Concerned  lest  loopholes  sectiwQl 
be  used  ae  excuBe  to  destroy  genuine  cooperative  housing  progmm. 

Wallace  J,  CAaiFfiKt^ 
CooperoUve  League  of  U.B,i 

State  SI  KWT  of  Wao-acb  *1,  Camfuell,  DmEciTOR,  WASHiiSQTOif  Opwice^  < 

T.£AGUE  or  U.  S.  A. 

My  nrtme  ti^  Wallace  J*  CainpbelL     1  am  director  of  the  Washingtofi  office i 
the  Cooperative  League  of  U.  S.  A.    The  league^  a  federation  of  coasuiatt, 
chasing,  and  servife  eoop*^ratives,  has  In  direct  membership  nearly  2 
families. 

The  consumer  cooperativefi  in  all  fields,  and  particularly  In  the  field  of  li( 
are  devoted  to  protect tnir  the  interest  wf  the  consumers^.     Our  orscaiiizatiDos 
set  up  gpeciflc^ally  to  prevent  the  kind  of  abuses  of  governmental  flnaacingnrtaflai 
ment  whieh  have  precipitated  thiEi  inveMigation  of  the  Uou.sing  Held, 

The  whole  purpose  of  cooperative  development  is  to  bring  down  itiecosatt 
the  consumer,  with  always  a  reasonable  I'eturn  to  tbe  producer,  hut  Fithtk 
elimination  of  any  exorbitant  profits  or  financial  maniputation*  There  !i* 
possible  interest  on  the  part  of  a  cnrisumer  group  which  is  financing  its  own  Iwwa 
to  boost  the  cost  of  const  ructinn  or  to  assume  a  larger  mortgage  delit  thanlW 
need*  for  they,  oa  consnmers,  must  pay  the  ultimate  cost  of  their  own  luMiiit 

The  weaknesses  of  the  buihler-stjonaored  cooperative  housing  profTSifl  H 
primarily  in  tlie  fact  that  the  consumers  are  brought  into  the  projwt  oftrril 
of  the  financial  arrangements  have  been  complete*!  They  do  not  hnveads^^ 
Information  or  adequate  technical  assistance  to  be  able  to  take  over  responsihilltj 
for  the  project  at  a  point  early  enoup^h  to  prevent  any  abuses  of  tbe  pw^* 
The  ro(e  uf  the  consumer  In  the  builder-sponsored  co-op  is  merely  to  buy  intotH 
project  after  the  builder  completes  flnacclng  and  has  all  of  the  plans  aiid&fiM^ 
ments  made  for  construction. 

In  a  consumer-sponsorefl  project  the  consumers  who  are  to  live  in  tli?  pf*^^ 
or  the  sponsoring  organisation — such  as  a  veterans*  post,  teach  erg  or  profi'S^l**'*! 
organization,  trade  union,  civic  organisation,  or  cooperative — take  reapoTisiTO 
for  seeing  that  the  project  is  ImiU  with  the  best  possible  arrangements  tor  to 
ultimate  consumer,  1 

Testimony  presented  by  Administrator  Albert  M,  Cole  and  other  wits^' 
before  the  Senate  Banking  and  Currency  Committee  have  linked  the  eooperati** 
housing  program  with  the  discredited  section  (JOS  rental-housing  prct^TEim,  T^ 
cooF^e^ative  leagtje  fears  that  nnJess  the  issues  are  clarified  the  indistTimlni^ 
llnkings  of  the  projo^am  might  lead  to  actions  whfch  would  destroy  a  verjber* 
ficial  section  of  the  bousing  program  devoted  to  helping  people  to  buUd  th'^i!' 0'''^ 
homes  cooperatively. 

The  Implications  in  the  statements  of  these  witnesses  would  indicate  tbat  i* 
lessons  have  been  lenrne<l  from  the  section  608  scandals.  As  a  matter  of  f*^ 
the  Federal  Housing  Administratifm,  in  the  operation  of  its  section  213  coope* 
tlve  housing  program,  uses  the  following  proeedures  In  preventing  *"mort£n|W 
out"  on  section  213  projects. 

As  a  matter  of  administrative  policy  and  practice,  the  FHA  in  nil  secf ■ '^  ^ 
cases  requires  that  there  be  presented  to  the  Director  prior  to  the  closing  of  tl 
loan  the  following : 

1.  Signed  statement  showing  the  total  cost  of  land  from  pnrcbase  contrict' 
option. 

2.  Certified  copy  of  contract  for  architectural  services. 

3.  Certified  copy  of  contract  for  off-site  improvements. 

4.  Certified  copy  of  contract  for  on-site  improvements. 

5.  Signed  statement  of  the  total  amount  of  legal  and  organization  expa 
(not  to  exceed  FHA's  estimate  thereof  on  the  project  analysis). 

6.  Signed  statement  of  the  total  amount  of  carrying  charges  and  financing  i 
to  exceed  FHA's  estimate  thereof  on  the  project  analysis). 

If  the  total  of  the  foregoing  items,  which  constitutes  the  total  actual  co« 
the  project,  Is  less  than  the  amount  of  mortgage  covered  by  the  commltn 
the  mortgage  Is  reduced  to  the  lesser  amount  and  the  monthly  payment  p 
sions  and  other  Instruments  are  adjusted  to  accord  therewith. 

The  above  documents  are  carefully  checked  l^  the  FHA  closini^  offldtli  1 
to  the  endorsement  of  the  note  for  insurance. 
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"with  officialfl  of  FHA  we  have  been  assured  that  although  tbere 
'^bstantial  profits  in  boUder-isponsared  rooperative  hoiisiog  projects* 
been  no  widespread  profiteering  comparable  to  tliat  which  character- 
iction  608  prograui.  ^Ve  urge  that  the  committee  hrin;?  before  it  some- 
the  FHA  Wa«htng"ton  stall  familiar  with  the  technical  detailg^  of  the 
I  program  to  explain  in  detail  proceilurej  and  results  of  the  program 

festimoBj  before  your  committee  ^iarcii  25  we  reeommended  that  the 
it  to  the  Deff'nse  Houi^iuiLr  and  Conimnnjty  t^'acillties  and  Service  Act 
troduced  by  Senatorji  Bennett  and  Douglas  be  applied  to  section  213 
r  other  sections  of  the  FHA  program  where  there  might  be  daniser  of 
pment  of  a  '*gTavy  train.*'  The  Bennett- Do  up  ias  amendment  provided 
lortgai-'or  a^ee  to  certify  upon  completion  of  the  physical  improve* 
the  mfJit^aged  property  that  the  actual  coat  of  the  physical  impro ve- 
iled or  ej:ceeded  the  proceeds  of  the  mortpajje  loan.  In  otiier  words, 
f  would  not  he  paid  for  Ihe  project  io  a  Diortgage  more  than  it  actually 
e  physical  properties, 

ftmendment  would  prevent  any  possible  pxploitatloa  of  the  estimated 
Bt  cost  prticedure  which  Is  currently  used  in  the  cooperative  housing 

rHA. 

It^st  criticism  of  the  section  213  program  has  been  leveled  at  bunder- 
cooperative  projects,  prirnarily  in  the  New  York  City  area.  We  are 
ihal  moat  of  the  criticisms  wtiich  have  been  raised  could  he  met  if  there 
hate  administration  of  the  program,  both  locally  and  in  Washington. 
ingtoEi  staff  of  the  cooperative  housing  section  has  been  cut  to  the 
p  there  is  no  pos^thillty  of  field  work  or  actual  technical  assistance  to 
iponsored  coopi^^rnUve  projects,  let  alone  adequate  policinir  as  a  pro- 
llast  exploitation.  Kepresentatives  of  the  New  York  section  213  c«iop- 
ive  asked  Administrator  Cole  for  an  investigation  of  the  FHA  section 
jpu  anil  have  been  promised  by  Deputy  Administrator  William  F, 
■g^  such  an  inveitigation  will  he  made, 

jpftative  Lea^ie  is  primarily  interest^  d  In  consumer-spoDSored  proj* 
Ugh  we  lieiieve  it  is  the  right  of  a  buildert  under  the  law,  to  sponsor 
p  cooperative  projects.  We  fear  that  misuse  of  the  financing  arrange- 
llable  under  section  213  by  builder-s^ponsors  might  lead  the  Congress 
the  proerram  in  ord**r  to  eliminate  these  ahiisej?. 

pommittee  will  rem  em  her  *  the  section  213  cooperatlTe  program  was  a 
te  developed  followin;:  the  defeat  in  the  Senate,  ijy  a  very  narrow 
f  the  middle  income  lKnmuj(  iiill.  The  intent  of  the  Congress  was  to 
irrotif^s  of  consumers  to  undertake  their  own  cooperative  housing 
The  development  of  the  luiiider-sponsored  projer'ts  was  an  unexpected 
nt.  It  hasi,  however*  brought  sobstantial  reductions  in  housing  costs 
t  the  40-year  amortizatlnn,  4,25  percent  interest  rates  whicl^   were 

le  Introduction  of  the  program  the  total  dollar  volume  of  mortgages 
is  Ijeen  ^2^*5  million,  providimr  housing  for  2B,&30  family  unit  si.  Most 
Ive  been  in  hullder-spoDsored  projects.  The  consumer-sponsored  proj- 
ffer,  have  included  those  initialed  by  teachers  orgamzatlons,  veterans 
e  unions,  religions,  civic,  and  cooperative  organizations.  The  program 
bt  lower  dowapayments,  lower  monthly  payments,  and  larger  room 
ftore  bedrfK>ms  per  unit  than  other  sections  of  the  FHA  multiple-family 
We  feel  it  would  he  a  mistake  to  destroy  this  program  in  the  process 
ng  abuses  which  we  feel  can  be  eliminated  by  more  adequate  adminis- 
l>y  the  enactment  of  the  Bennett-Ilouglas  amendment, 
&  made  suk'gestions  for  other  perfecting*  amendments  In  the  bousing 
yon  In  our  testimony  of  March  25,  and  would  welcome  an  opportunity 

Ktbe  committee  when  it  under  takes  specific  consideration  of  such 
IMAN-  You  will  recall  we  asked  FIT  A  to  deliver  to  us  th© 
le  Colonial  Trust  Co.,  in  Pittsbur^h^  before  2  o'clock  today, 
W  wide  this  financing  of  title  I  projects  was  over  the  United 

Hform  US  that  it  is  too  bi*^  a  task  to  fjjet  here  by  this  after^ 
records  over  there  show  that  Colonial  Tmst  Co,  has 
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financed,  under  title  I  insurance  in  Pennsylvania,  New  York,  Ohio, 
West  Virginia,  Virginia,  Maryland,  Kentucky,  Tennessee,  Florida, 
and  Michigan,  several  thousand  cases  in  all. 

Senator  Maybank.  The  Colonial  Trust  Co.  has  operated  in  Sonth 
Carolina.  I  have  a  letter  which  shows  an  outrageous  way  in  whidi 
a  man  in  Enoree,  S.  C,  was  treated. 

The  Chairman.  Records  show,  according  to  FHA,  that  they  ham 
financed  in  Pennsylvania,  New  York,  Ohio,  West  Virginia,  Virgina, 
Maryland.  Kentucky,  Tennessee,  Florida,  and  Michigan.  T&tii 
the  first  glance.  There  may  be  others.  They  tell  us  there  are  sevmk 
thousandloans.  They  have  a  record  of  several  thousand  loans,  andil 
first  glance,  it  looks  like  they  were  in  the  States  that  I  named.  Then 
may  be  others.  They  say  it  is  just  impossible  to  get  the  record 
together  and  have  it  be  of  any  value  this  afternoon. 

Now,  Senator  Maybank,  you  wish  to  make  a  part  of  the  record — 

Senator  Maybank.  Well,  it  is  not  necessary.  I  only  wanted  to  caD] 
the  attention  of  the  committee  to  the  manner  in  which  this  man  was 
treated. 

The  Chairman.  This  is  a  letter  addressed  to  Senator  Maybank: 

As  I  have  been  reading  in  the  paper  about  the  home  swindlers,  I  have  gottei 
myself  mixed  up  in  a  case  of  this  kind.  I  would  like  to  know  if  they  can  loake 
me  pay  what  they  haye  me  charged  with. 

It  says — 

The  American  Veneering  Co.,  from  Greenville,  sent  a  man  around  down  here. 
I  do  not  have  a  contract  or  anything.  All  I  have  is  a  coupon  book  they  sent  wb 
from  a  Colonial  Trust  Co.  of  Pittsburgh,  Pa.  They  had  me  charged  about  three 
times  the  original  cost. 

That  was  the  same  company  involved  in  the  letter  I  read  this  morn- 
ing from  tlie  blind  man  in  Tennessee.  Here  is  a  letter  addressed  to 
the  chairman  from  the  United  Gas,  Coke  and  Chemical  Workers  of 
America,  and  from  the  American  Federation  of  Labor,  Atomic  Trades 
and  Labor  Council.  Without  objection,  both  letters  will  be  made  a 
part  of  the  record. 

(The  letters  referred  to  follow:) 

Unitph)  Gas,  Coke  and  Chemical  Workers  of  America,  i 

LocAX  No.  28a  i 

Oak  Ridge,  Tenn,,  April  24,  mk-     \ 
Hon.  Homer  Capehakt, 

Chairman,  Senate  Banking  and  Currency  Committee, 
Senate  Office  Building,  Washington  25,  D.  C. 
Dear  Senator  Capehart  :  In  connection  with  your  current  investigation  <rf  i 
windfaU  profits  which  has  been  prearranged  by  the  Housing  Agency  in  co-  j 
operation  and  collusion  with  builders  and  developers,  we  urge  your  committee  ; 
to  investigate  the  effect  of  such  windfall  profits  here  in  monopoly  controlled  i 
Oak  Ridge  upon  the  costs  of  operating  the  atomic  energy  program  by  the  United 
States  Government. 

FHA,  both  section  9  and  section  8,  have  been  operating  in  a  closed  prearranged 
market  here  in  Oak  Ridge,  a  condition  which  will  lead  to  maximum  abuse  of  tl» 
intent  and  purposes  of  the  insurance  program  enacted  by  the  Federal  Congrtft 
Can  your  investigators  make  early  check  so  that  evidence  will  be  available  be- 
fore the  Joint  Committee  on  Atomic  Energy  acts  on  the  pending  bill  for  disposal 
of  this  community,  H.  R.  8861. 
Respectfully  yours, 

Emerson  M.  Pownaj:x,  President. 
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AliEBIOAN  B^EDKRATION  OF  LaBOB'S 

ATOiac  Trades  and  Labor  Council, 

Oak  Ridge,  Tenn,,  April  24, 1954. 
on.  Homer  Cafehart, 

Ohairman.  Senate  Bankitig  and  Currency  Committee, 
Bcnate  OfUce  Building,  Washington  25,  D.  C. 
Dear  Senator  Capehart:  In  connection  with  your  current  investigation  of 
uidfaU  profits  which  has  been  prearranged  by  the  Housing  Agency  in  co- 
oration  and  collusion  with  builders  and  developers,  we  urge  your  committee  to 
investigate  the  effect  of  such  windfall  profits  here  in  monopoly  controlled  Oak 
t^e  upon  the  costs  of  operating  the  atomic  energy  program  by  the  United 
SEteE  Qovemment. 

THA,  both  section  9  and  section  8,  have  been  operating  in  a  closed  prearranged 
arket  here  in  Oak  Ridge,  a  condition  which  will  lead  to  maximum  abuse  of  the 
ctent  and  purposes  of  tho  insurance  program  enacted  by  the  Federal  Congress. 
Can  your  investigators  make  early  check  so  that  evidence  will  be  available 
Bfore  the  Joint  Committee  on  Atomic  Energy  acts  on  the  pending  bill  for  dis- 
lEEl  of  this  community,  H  B.  8861. 
Respectfully  yours, 

Jesse  L.  Hamon, 

President. 

The  Chaibman.  We  will  ask  the  Atomic  Energy  Commission  to 
ive  us  an  answer  on  tiliese  letters. 
(The  following  was  received  in  response  to  the  above :) 

UNrrED  States  Atomic  Enebqt  Commission, 

Wauhington  25,  D,  C,  May  7, 1954, 
r.  lEA  Dixon, 

Chief  Clerk,  Committee  on  Banking  and  Currency, 

United  States  Senate,  Washington,  D,  C, 
I>KAB  Mb.  Dixon:  This  is  in  response  to  your  letter  to  Mr.  Towne  of  our 
aft  dated  May  4,  1954,  which  requested  comment  on  identical  letters  dated 
pril  24,  1954,  from  Mr.  J.  L.  Hamon,  president,  American  Federation  of 
it>or*8  Atomic  Trades  and  Labor  Council,  and  Mr.  Emerson  M.  Pownall, 
•esldent,  CIO,  United  Gas,  Coke  and  Chemical  Workers  of  America,  local 
D.  288,  Oak  Ridge,  Tenn.,  urging  investigation  of  the  effect  of  profits  derived 
r  iQioiisors  of  title  VIII  and  title  IX  housing  projects  in  Oak  Ridge  on  the 
lOts  of  operating  the  atomic  energy  program. 

The  Atomic  Energy  Commission  is  not  in  a  position  to  determine  how  much 
roflt  the  sponsors  of  these  Oak  Ridge  projects  have  made  or  may  make.  It 
iderstands  that  mortgages  insured  by  tlie  Federal  Housing  Administration 
ider  title  VIII  cannot  exceed  90  percent  of  the  Federal  Housing  Administra- 
on 'a  estimate  of  the  replacement  cost  of  the  completed  project,  and  that  the 
mnsor  is  required  to  certify  to  the  Federal  Housing  Administration  his  actual 
instruction  cost  As  to  FHA  mortgage  insurance  under  set'tion  903  of  title 
fC,  the  Atomic  Energy  Commission  understands  that  the  principal  amount  of 
le  mortgage  cannot  exceed  90  percent  of  the  FHA  appraised  value  (rather 
lan  estimated  or  actual  construction  cost)  of  the  completed  project. 
The  title  VIII  sponsor  was  selected  by  the  Atomic  Energy  Commission  from 
number  of  developers  who  submitted  competitive  proposals,  the  award  being 
lade  to  the  developer  submitting  the  lowest  estimated  current  replacement 
I6t  of  500  housing  units  conforming  to  the  requirements  of  plans  and  speci- 
cations  furnished  to  the  bidders  by  the  AEC.  This  sponsor  received  a  com- 
itment  from  Federal  Housing  Administration  subsequent  to  the  date  on  which 
nrtiflcation  of  the  sponsor's  actual  costs  became  a  requirement  under  title  VIII. 
herefore,  the  amount  of  the  sponsor's  mortgage  will  be  reduced  if  such  certi- 
mtion  reveals  that  the  actual  cost  is  less  than  the  estimated  replacement 
wt.  The  three  title  IX  sponsors  were  selected  by  the  Federal  Housing 
dministration,  and  commitments  under  section  903  were  issued  by  it. 
The  construction  and  operation  of  these  projects  affect  the  costs  of  Atomic 
aergy  Commission  operations  in  the  following  ways : 

Beemme  500  title  VIII  units  and  550  title  IX  units  were  built  by  private  in- 
Sfltors  in  and  near  Oak  Ridge,  the  Atomic  Energy  Commission  was  saved  the 
BOessity  of  using  appropriated  funds  for  this  purpose.    In  lieu  of  having  to 
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>i)euil  an  amount  approximating  $11,475,000  for  constructing  this  horm^^^ 
Atomic  En^rj;y  Commission's  expenditures  will  be  limited  to  the  cost  ^jnp' 
aration  of  the  sites  leased  to  the  sponsors,  which  costs  are  estimated  at  x^Offk 
le4$$  than  $1  million. 

The  Atomic  Energy  Commission  leased  sites  to  the  title  VTII  sponsor  oiU 
the  three  title  IX  sponsors.  The  leases  call  for  payment  of  ground  rents,  »M4 
were  established  by  appraisal,  and  also  for  tax  equivalent  payments  tolJtfffl* 
for  such  time  as  AEC  furnishes  municipal  services.  The  tax  equivalent  payiH^ 
are  computed  according  to  the  following  formula : 

For  the  title  VIII  project:   The  initial  valuation  of  the  leased  land ii 
be  its  market  value  at  the  effective  date  of  the  land  lease,  as  deterndMi 
by  the  Atomic  Energy  Commission.    The  initial  valuation  of  the  pennwBi 
improvements  shall  be  computed  by  taking  the  sum  of  the  valuation  ottkl 
leased  land  In  Its  improved  condition,  as  determined  by  the  Atomic  GiBO 
Commission,  and  the  amount  of  $3,096,711  representing  the  cost  of  til' 
improvements  not  owned  by  the  Government  upon  the  leased  land,  l# 
tracting  the  valuation  of  the  leased  land  at  the  effective  date  of  the  lui 
lease,  and  multiplying  the  balance  by  70  percent.    The  tax  equivalent  zii 
of  $2.14  per  $100  of  the  valuation  shall  be  applied  to  the  sum  of  the  initili 
valuation  of  the  leased  land  at  the  effective  date  of  the  land  lease,  andtl 
initial  valuation  of  the  permanent  improvements.     Provision  is  madet( 
periodic  readjustment  of  these  valuations. 

For  the  title  IX  projects:    Same  as  the  above  formula  for  the  title  VI 

project  except  that  the  appraised  value  of  the  improvements  not  owned 

the  Government  is  substituted  for  the  cost  of  such  improvements. 

Tho  revpnm»s  colleotod  bv  the  Atomic  Eneriry  Commission   in   the  form 

gronnd  rent  and  tax  equivalent  payments  are  in  lieu  of  the  full  rent  it  wo 

have  collected  if  the  housing  had  been  built  with  appropriated  funds.    Un 

the  latter  arrangement  the  rental  revenues  would  have  been  used  to  contrib 

to  the  cost  of  operating  the  community.    Under  the  arrangement  in  effect, 

ground  rent  and  tax  equivalent  payments  will  l>e  used  for  this  purpose.    We 

no  way  In  which  any  profits  made  by  the  siwnsors  of  title  VIII  and  title 

housing  will  increase  the  cost  of  the  Commission's  operations. 

The  (llsi>osjU  program  proposed  by  S.  3324  and  H.  R.  S861  would  permit 
sale  by  the  Atomic  Energy  Commission  of  the  existing  leases  of  the  groi 
underlying  the  title  VIII  and  title  IX  housing,  and  (2)  transfer  of  responsiW 
for  furnishing  mnnioiiml  services  and.  hence,  the  cessation  of  tax  equival 
|)Ayinents  to  the  Atomic  Energy  Commission  by  the  sponsors  who  would  inst 
pay  taxes  to  the  local  government. 

We  do  not  perceive  any  bnsis  for  the  intimation,  in  Messrs.   Hamon*8  i 
Pownall's  letters,  that  there  is  some  connection  between  the  asserted  "windJ 
protlts"  to  which  those  letters  refer  and  the  pending  disposal  bills. 
Sincerely  yours, 

K.  D.  Nichols,  Orncral   Managei 

'I'ho  (^iiAiKMAN.  Our  first  M'itness  will  be  Mr.  Chappell,  Depi 
Assistant  Connnissioner.  Do  you  solemnly  swear  to  tell  the  truth, \ 
wliole  trutli  and  nothing  but  the  truth,  so  help  you  God  ? 

TESTIMONY  OF  LABAN  C.  CHAPPELL,  DEPUTY  ASSISTANT  COMK 
8I0NER.  UNDERWRITING,  FEDERAL  HOUSING  ADMINISTRATIOl 

Mr.  (^iiAiTKix,  I  do,  sir. 

The  CiiAiKMAN.  Now,  Mr.  Chappell,  how  long  have  you  been  wi 
FIX  A? 

Mr.  Cif  AiMTiJi.  I  have  been  with  Federal  Housing  since  1934. 

'I'ho  CuAinMAN.  'Wliat  is  your  present  position! 

Mr.  CiiArPKix.  My  present  position  is  Assistant  Director  of  theU 
dorwriting  Division. 

The  CiiAniMAN,  Assistant  Director  of  the  Underwriting  DivisioB 

Mr.  (•iiAvrKiJi.  Ycis,  sir. 
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The  CwAnnfAN.  Are  you  a  lawyer? 

Mr.  Chappell.  No,  sir,  I  am  not. 

The  Chairkan.  Who  is  the  director  of  the  Underwriting  Division? 

Mr.  Chappfx.  The  director  at  the  present  time  is  Mr.  Charles  A. 
Bowser.    He  was  just  appointed  last  Monday. 

The  Chairman.  Who  was  it  before  that? 

Mr.  Chappell.  Mr.  Curt  Mack,  who  resigned  the  12th  of  March, 
fchis  year. 

The  Chairman.  How  long  had  he  been  with  FHA I 

Mr.  Chappell.  Since  September  1940,  with  the  Underwriting  Di- 
vision, and  about  2  years  with  another  division. 

S^iator  Maybank.  Mr.  Chairman,  I  think  we  should  get  Mr.  Mack 
here.  My  information  is  that  the  underwriting  section  snould  be  able 
to  provide  the  most  information.  If  the  underwriters  hadn't  ap- 
proved a  lot  of  this  stuff  and  had  these  private  underwriters  not 
taken  advantage  of  it,  it  wouldn't  have  happened. 

Mr.  Chappeixi.  I  don't  know  that  they  passed  a  lot  of  bad  stuff. 
They  passed  it  according  to  instructions. 

Senator  Maybank.  I  will  withdraw  the  word  **bad." 

I  think  you  will  find  most  of  your  trouble  in  the  field  offices  in  the 
underwriting;  is  that  wrong? 

Mr.  Chappell.  That  is  where  the  cases  were  processed. 

The  Chairman.  You  have  been  tliere  since  1934  ? 

Mr.  Chappell.  Yes,  sir. 

The  Chairman.  You  are  the  assistant  to  the  man  in  charge  of 
underwriting? 

Mr.  Chappell.  Yes,  sir. 

The  Chairman.  Tell  us  how — of  course,  that. underwriting  did  in- 
clude section  608's  and  207's  ? 

Mr.  Chappell.  Underwriting  includes  examination  of  all  cases  in- 
volving a  mortgage. 

The  Chairman.  It  includes  all  individual  FHA  homes? 

Mr.  Chappell.  Section  203,  and  so  forth. 

The  Chairman.  It  is  not  only  rental  property,  but  everything? 

Mr.  Chappell.  All  kinds,  where  there  is  a  mortgage  involved. 

The  Chairman.  How  many  people  are  in  the  Underwriting  Divi- 
sion in  Washington? 

Mr.  Chappell.  We  have  72. 

The  Chairman.  How  many  in  the  average  field  office? 

Mr.  Chappell.  Well,  it  vanes,  sir,  according  to  the  size  of  the  State, 
but  they  run  anywhere  from  6  to  75. 

The  Chairman.  Seventy-five  would  be  where? 

Mr.  Chappell.  New  York  or  Philadelphia. 

The  Chairman.  And  6  might  be 

Mr.  Chappeix.  Nevada. 

The  Chairman.  You  have  72  people  in  the  Washington  office. 

Mr.  Chappell.  Seventy-two,  now,  sir. 

The  Chairaian.  Tell  us  briefly,  how  these  underwriters  work, 
particularly  how  they  work  on  section  008  and  othei-s,  of  course. 

Mr.  Chappeu..  You  want  the  field  offices,  of  course,  Im'nuae  that 
it  where  the  applications  are  processed. 

The  Chairman.  Supi)ose  I  v/anted  to  make  an  auplieation  for  a  sec- 
don  608  loan.    Let's  say  I  am  interested  in  builaing  a  section  608 
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project.   How  would  I  proceed,  how  would  the  underwriters  proeeedl 
How  would  that  be  handled  ? 

Mr.  Chappell.  You  may  first  go  to  the  office  and  indicate  your 
program,  or  you  may  go  to  the  mortgagee  and  get  your  financing,  bat 
it  doesn't  make  any  dinerence  which  you  do  first. 

After  going  to  the  office  and  explaining  the  program,  and  it  look 
as  though  it  may  be  a  workable  proposition,  you  file  an  application 
on  a  prescribed  form  with  a  mortgagee  who  is  willing  to  make  the  loui 
if  approved  by  FHA. 

Tlie  Chairman.  Do  I  have  to  get  a  mortgagee  to  agree,  first,  before 
IgotoFHA? 

JVIr.  Chappell.  Yes,  sir;  you  have  to  sign  an  application  with  the 
sponsor  and  present  it  to  FHA  before  any  processing  is  started. 

The  Chahiman.  Let's  make  sure  we  unaerstand  that.  Before  I  can 
make  an  application  for  a  section  608, 1  have  to  get  someone  to  agree 
that  thev  will  buy  the  mortgage? 

Mr.  Chappell.  Make  the  loan,  yes,  sir.  Whether  they  bought  it 
or  made  it  themselves,  to  you. 

The  Chairman.  How  could  they  tell  me  whether  they  could  or 
could  not,  not  knowing  what  my  plans  and  specifications  were? 

Mr.  Chappell.  You  are  supposed  to  know  that,  because  you  have 
to  file  that  with  the  application  before  FHA  can  start  processing. 

The  Chairman.  Do  I  have  to  own  my  land  before  I  go  to  FHA! 
.    Mr.  Chappell.  Yes,  sir,  you  had  to  have  the  land  free  and  clear. 

The  Chairman.  In  other  words,  I  acquired  my  land  and  acquired 
a  bank  and  insurance  company  or  some  lending  agency  that  would 
agree  to  buy  my  mortgage  when  it  was  finished  ? 

Mr.  Chappell.  That  is  right. 

The  Chairman.  And  then  I  went  to  FHA? 

Mr.  Chappell.  Yes. 

The  Chairman.  AVhat  do  I  do  in  the  presence  of  FHA? 

Mr.  Chappell.  When  we  get  that  in  the  field  office,  the  application 
is  turned  in  for  processing.  It  immediately  comes  in  to  the  Under- 
writing Division.  In  the  Underwriting  Division,  we  have  the  cost 
estimators. 

The  Chairman.  It  comes  into  the  Underwriting  Division  in  the 
field  office  ? 

Mr.  Chappell.  Yes,  sir.  The  application  starts  under  the  process. 
That  includes  determining  the  fair  market  value  of  the  lana.  The 
term  is  different  from  wliat  we  call  "fair"  in  other  sections  of  the 
act.  Then  the  Architectural  Section  of  that  office  begins  the  making 
of  a  cost  estimate  by  a  quantity  takeoff  of  the  plans  and  specifications. 
The  cost  estimator  then  goes  out  and  gets  prices  from  material  men 
and  builders,  the  prices  for  the  materials  that  will  be  used  in  that 
particular  job,  and  tlie  quantity  to  be  used. 

Assuming  it  was  a  bio:  job,  it  might  be  one  million  feet  of  lumber, 
rather  than  a  few  hundred  thousand. 

Tlie  Cjiairmax.  We  are  using  me  as  the  example,  now.  You  didn't 
require  tliat  I  come  in  with  all  the  figures  and  make  an  affidavit  that 
they  were  true  figures  as  to  the  cost  of  this  project? 

Mr.  Chappell.  No,  sir.  We  would  accept  it  if  he  wants  to  give  it. 
but  we  made  no  re(iuirement.  The  assumption  was  that  he  felt  the 
mortgage  was  what  he  needed.  We  sought  information  from  repre- 
sentative sources,  independent  of  his  case,  and  we  got  that  from  people 
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bo  were  tjpieal  operators  in  the  area  and  representative  suppliers 
id  dealers  in  materials. 

The  Chairman.  Now,  you  have  all  that.    Then  what  happens? 
Mr.  Chapfell.  We  completed  the  cost  estimate  of  that  particular 
iwect.    The  physical  improvements. 
The  Chairmak.  Then  what  happened? 

Mr.  Chappell.  Then  that  information  is  passed  on  to  one  of  the 
her  sections  which  has  another  function  to  perform.  The  ap- 
raisal  or  the  fair  market  value  of  the  land  is  determined  by  the 
iarket  Section — ^it  is  all  the  same  form,  and  it  is  carried  to  the  Mort- 
ige  Credit  Section.  Of  course,  the  Valuation  Section,  in  addition 
*  making  an  estimate  of  the  fair  market  value  of  the  land,  has  also 
ade  an  estimate  of  the  rents  that  that  property,  when  completed, 
ill  yield.   That  is,  whether  or  not  the  particular  people  for  wliom  it 

intended  are  able  to  pay  that  amount  per  month. 
Certain  computations  are  made  in  deducting  the  operating  expense 
•oin  that  total  income  so  that  we  can  get  the  net  income.    Then  those 
jures  are  put  together  in  certain  criteria,  from  which  the  mortgage 

determined. 

The  Chairman.  Does  the  field  office  have  the  right  to  make  the 
Hnmitment  themselves? 

Mr.  Chappeix.  Indeed,  they  did. 

The  Chairmax.  Did  they  make  the  commitments  in  the  field? 

Mr.  Chappell.  They  did,  yes,  sir. 

The  Chairman.  Wlio  drew  up  the  articles  of  incorporation  or  the 
iiarter  of  incorporation? 

Mr.  Chappell.  That  was  not  done,  sir,  until  closing  time  of  the 
>rporation.  You  see,  many  of  these  corporations,  when  they  filed 
leir  application,  until  they  got  their  commitment,  never  existed.  It 
as  never  incorporated  and  maybe  they  never  closed  on  the  land,  but 
ley  probably  had  options  to  get  it.  All  of  that  is  a  prospective  deal, 
t  is  not  a  deal,  yet. 

The  Chairman.  When  does  it  become  a  deal  ? 

Mr.  Chappell.  It  did  not  become  a  deal  until  the  commitment  was 
sued,  given  to  the  mortgagee  and  returned  signed  by  the  mortgagee 
nd  sponsor  and  then  it  bscame  a  binding  contract. 

The  Chairman.  That  was  long  before  construction  was  started, 
rasn't  it? 

Mr.  Chappell.  Indeed,  it  was. 

The  Chairman.  You  bought  $100  worth  of  preferred  stock  in  each 
f  the  corporations,  didn't  you  ? 

Mr.  Chappell.  That  was  done  at  the  time  of  the  closing. 

The  Chairman.  Now,  when  is  closing? 

Mr.  Chappell.  After  the  commitment  has  been  returned  by  the 
lortgagee  and  accepted. 

The  Chairman.  That  is  before  construction  has  started? 

Mr.  Chappell.  Yes,  sir. 

The  Chairman.  Now,  who  handled  the  writing  of  the  charters? 

Mr.  Chappell.  That  was  not  done  by  the  underwriters. 

The  Chairman.  The  Legal  Division  handled  that? 

Mr.  Chappell.  Tlie  closing  attorneys  in  the  field  supervise  that. 

The  Chairman.  Who  is  that? 

Mr.  Chappell.  That  is  Mr.  Perce's  division. 

The  Chairman.  Are  any  of  the  attorneys  for  FHA  here? 
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famut  hottsino  division,  federal  Hovsnia  admihi8isa^ 

tlOH 

Mr.  Coulter.  Yes. 

The  Chairman.  You  are  a  member  of  the  legal  staff  of  FELA.! 

Mr.  Coulter.  Yes. 

The  Chairman.  Did  you  handle  writing  of  the  dbiarters  on  sectua 
608  projects? 

Mr.  Coulter.  Only  where  there  was  a  sales  pro|ia-ty. 

The  Chairman.  Do  you  know  whether  the  charter  was  the  suneoi 
all  section  608  projects,  or  did  they  write  individual  charters! 

Mr.  Coulter.  I  am  almost  certam  tliey  were  not.  They  were  all  the 
eame  at  the  same  period  of  time,  but  they  were  rerised  from  tiin»to 
time.    I  know  that  as  a  matter  of  history. 

Hie  Chairman.  Are  you  certain  that  they  weren't  all  different! 

Mr.  Coulter.  Certainly.  * 

The  Chairman.  I  say,  they  were  all  different,  were  they  not? 

Mr.  Coulter.  They  were  different  in  this  respect,  that  where  ihej 
had  to  conform  to  State  procedure  or  State  statute,  tJiey  would  Ik 
different.  1 

The  Chairman.  I  understand  that,  of  course,  they  were  different  in ' 
that  respect,  but  they  were  likewise  different  in  the  requirements  and 
reauests  of  FHA^too;  were  they  not? 

Mr.  Coulter.  Different  sections  were;  yes,  sir. 

The  Chairman.  Do  you  know  of  any  reason  why  they  wereaot  til 
the  same?  -  • 

Mr.  Coulter.  Just  statutory  requirements. 

The  Chairman.  Do  you  mean  State  statutory  requirements? 

Mr.  Coulter.  No,  sir ;  different  Federal 

The  Chairman.  I  am  talking  about  section  608. 

Mr.  Coulter.  Senator,  the  practice  was  this :  The  Washington  office 
sent  out  to  the  field 

Senator  Maybank.  Mr.  Chairman,  will  you  ask  him  to  come  up 
whei'e  we  can  hear  him  ? 

The  Chairman.  I  will  not  swear  you  in.  You  are  not  a  witness, 
as  yet. 

Mr.  Coulter.  Now,  the  practice  was  this:  They  sent  out  from  the 
Washington  office,  to  the  field,  wliat  was  designated  as  a  model  form 
of  cliaiter.  The  instruction  during  my  entire  connection  with  the 
Administration  has  been,  to  the  field  attorneys,  to  see  that  that  model 
form  was  follow^ed,  except  in  tliose  cases  in  which  it  was  necessary  to 
conform  to  particular  State  statutes  or  procedures. 

Any  substantial  variation  from  those  model  forms  were  to  be  sub- 
mitted to  the  Washington  office  for  approval.  That  has  been  the 
practice. 

The  C'iAiKMAN.  But  you,  personally,  handled  no  section  608's? 

Mr.  Coulter.  I  did  handle  a  few,  because  I  came  with  the  Adminis- 
tration in  1949,  and  the  act  did  not  expire  until  March  30,  1950, 1  be- 
lieve, but  I  did  not  formulate  any  of  the  provisions. 

The  Chairman.  I  am  afraid  we  will  find  the  requirements  of  FHA 
were  different  in  almost  every  instance. 

Mr.  Coulter.  That  has  not  been  my  exi^eriene^,  Senator. 
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^       The  Chaismak.  But  you  8ay  you  have  only  handled  a  few.    How 

E   many  would  you  say  you  hancfled  ? 

.  Mr.  CotTLTER.  In  the  initial  stages,  I  would  say  it  was  a  very  limited 
number.  Maybe  fewer  than  100  out  of  the  entii-e  7,000  or  8,000.  They 
were  virtually  out  when  I  came  with  the  Administration.     I  helped 

1  handle  the  servicing  of  them  since  that  time. 

The  Chaholvn.  Now,  we  get  back  to  Mr.  Chappell. 

2  We  are  up  to  the  point  where  the  Legal  Division  handles  the  charters 
for  these  corporations  under  section  608,  and  1  assume  when  tlie  char- 
ter was  in  proper  order,  they  incorporated  and  delivered  the  $100 
worth  of  preferi-ed  stock  to  FHA  and  then  they  were  rejidy  to  pro- 
ceed ;  is  that  right  ? 

Mr.  Chappell.  1  assume  so,  after  the  conmiitment  has  been  recom- 
siended  by  the  underwriting  staff. 

The  Chairman.  It  was  testified  here  this  morning  that  in  literally 
hundreds  and  hundreds  of  cases,  the  mortgages  were  increased.  Do 
you  know  about  that! 

Mr.  Chappell.  Yes,  I  know  about  some  of  those,  for  this  reason: 
That  was  after  insurance.  The  Underwriting  Division  had  no  par- 
ticular function  after  insurance  unless  requested  by  the  Rental  Hous- 
ing Division  or  the  Property  Management  l>ivision  who  acquired  the 
property,  to  give  them  technical  counsel.  However,  it  being  a  case 
m  which  die  sponsor  or  the  mortgagor  asked  for  an  increase  after 
insurance,  it  was  worked  out  with  the  local  office,  presumably  to  the 
best  degree  they  could,  and  it  tlien  had  to  come  to  the  Rental  Housing 
Division  in  Washington  for  approval. 

I  iiaagine  in  every  case,  Mr.  Powell's  division,  the  Rental  Housing 
Division,  referred  that  to  the  Underwriting  Division  for  a  memo- 
randum as  to  the  lustification  for  the  cost,  or  whatever  the  basis  was 
for  the  increase  asted.  If  we  found  it  to  be  consistent,  in  other  words, 
if  it  was  something  we  had  encountered  when  we  originally  processed 
it,  we  gave  them  a  favorable  report  and  there  was  an  increase  made, 
if  Mr.  Powell  saw  fit. 

The  CHAHtMAN.  Why,  if  you  increased  hundreds  and  hundreds  of 
them,  when  you  found  the  cost  ran  less  than  the  mortgage,  didn't  you 
decrease  it? 

Mr.  Chappell.  We  never  found  the  cost  ran  less,  necessarily,  be- 
cause we  never  looked  at  the  builder's  cost,  ever.  That  is  the  com- 
pleted cost.  Our  conclusion  was  made  before  a  pick.was  ever  stuck 
HI  tiie  ground. 

The  Chairman.  Do  you  mean  you  deliberately  incre4ised  hundreds 
and  hundreds  of  mortgages  without  checking  the  man  wlio  asked  you 
to  do  it? 

Mr.  Chappeixu  We  looked  at  his  justification  for  the  requested  in- 
crrease,  of  course,  and  if  that  came  within  the  administrative  policy 
set — ^that  is,  costs  beyond  his  control 

The  Chahim AN.  Does  FHA  have  a  record  of  those  mortgages  that 
have  been  increased? 

Mr.  Chappell.  I  am  sure  they  have. 

The  C^nof  AN.  We  are  going  to  find  out  how  many  of  those  are 
part  of  these  several  hundred  we  have  where  they  mortgaged-out. 

Senator  Bennett.  Could  I  ask  a  question  at  this  point? 

44750—54 — pt.  3 S2 
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Senator  Matbank.  I  was  just  going  to  ask  the  witness  what  the 
chairman  asked  him*  I  am  going  to  ask  the  chairman  to  have  tbe 
FHA  send  down  here  a  Mst  of  tha  people  who  received  incretses. 
Send  them  all  down, 

(The  information  referred  to  will  be  found  in  the  files  of  the 
committee.) 

Senator  Benkett.  I  would  like  to  raise  a  variation  of  the  same 
question.  Did  the  builder  present  to  you  anj  more  than  an  attempi: 
to  justify  the  particular  clmnge,  or  the  particular  in^rrease  he  was 
requesting? 

Mn  CiiAPPELL.  No,  sir,  Usuallyj  he  didn't  give  enough  of  that 
You  had  to  go  back  several  times. 

Senator  Bennett.  So  it  is  entirely  possible  that  a  builder  whose 
actual  costs  were  30  percent  below  your  original  estimate  could  coiai 
in  and  a.sk  you  for  an  increase  because  of  a  particular  set  of  circum- 
stances,  ancl  you  would  grant  it,  and  that  increase  might  actually  hafe 
increased  the  difference  between  the  mortgage  and  the  actual  cost^ 
instead  of  representing  an  excess  that  he  had  to  have  in  order  to  break 
even? 

Mr.  Chaptell.  Of  course,  tliat  is  hypothetical,  but  I  would  say  if 
he  had  already  constructed  a  property  at  a  lesser  cost  than  we  had 
estimated  originally,  then  to  tJiat  same  extent  of  dilfercnce,  loans 
might  have  been  increased  on  Uiose,  yes,  I  don't  think  the  increase 
given,  when  you  ask  for  it.  would  varv  from  what  the  difference  might 
have  been  in  the  original  process,  and  his  actual  cost  incurred- 

Senator  BENNErr.  That  confirms  the  f>oint  I  wanted  to  get  clear, 
which  is  that  there  was  no  necessary  relationship  between  an  assump- 
tion that  the  total  costs  of  the  building  were  greater  than  the  expected 
amount  under  your  estunate  and  the  fact  that  lie  came  in  and  asked  lor 
tm  increase. 

Mr.  CiiAPPELL.  I  think  you  lost  me  there  a  minute,  but  I  will  say 
tJiis :  The  cost  actually  incurred  by  the  builder  is  not  a  figure  that  we 
ever  had. 

Senator  Ma YBANK.  Who  had  that  figure? 

Mr.  Chappell.  The  builder  had  it,  only. 

Senator  Maybank.  The  local  office  didn't  have  it? 

Mr.  CiiAPPELL.  Nobody  ever  had  it.    It  was  never  given  to  us. 

The  Chairman.  It  isn  t  clear  to  me  how  you  could  give  him  «i  in- 
crease, unless  you  did  have  his  complete  total  cost, 

Mr.  Chappell.  The  increases  were  only  under  certain  circttm- 
stances. 

The  Chairman.  Let's  see  if  we  understand  this. 

Senator  BEXNEn\  May  I  give  you  an  example,  Mr.  Chairman! 
I  know  of  this :  I  discussed  it  when  I  was  in  Utah  last  week.  This 
isn't  a  section  608  project,  it  was  a  military  project,  but  when  the 

Eroject  was  designed,  it  was  assumed  that  it  would  be  heated  with 
ottled  gas.  Then,  in  the  meantime,  natural  gas  became  available, 
so  the  builder  goes  to  the  FHA  and  says,  "I've  got  to  have  an  addi- 
tional allowance  because  I  figured  on  building  a  system  for  bottled 
gas,  and  now  I  have  to  build  a  system  for  natural  gas.  I  estimate  it 
will  cost  X  thousand  dollars  for  me  to  make  the  changeover." 

They  didn't  tell  FHA  how  much  they  had  invested  in  the  \diole 
project.  They  just  come  in  with  a  specific  new  project  which  is  going 
to  be  built  into  the  whole  and  say,  "Will  you  allow  this  new  project! 
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Senator  Matbank.  VHH  the  Senator  yield  f 

Senator  Beihvett.  Yes. 

Senator  Maybank.  Doesn't  the  military  housing  section  require 
the  contractor  or  the  builder  to  file  an  aftidavit  as  to  nis  expenses! 

Senator  Bennftp.  That  is  right,  but  I  wanted  to  give  this  as  an 
example  of  the  type  of  increase  rather  tlian  relate  to  the  separate  law 
for  the  military. 

Senator  Maybank.  I  have  heard  some  things  that  distuib3d  me 
about  the  military  sections  of  the  Housing  Act.  We  wrote  require- 
ments into  the  law — and  I  think  the  Senator  was  a  member  at  the 
time — ^and  we  made  them  file  costs  under  oath. 

Senator  Capehart.  A  man  would  come  in  where  the  plumbing 
originally  was  to  cost  $150,000  and  he  would  say,  "Now,  I  find  that 
the  plumbing  is  going  to  cost  $200,000.    Will  you  increase  my  mort- 

SLge  to  the  extent  of  $50,000?"    You  would  check  and  ascertain  that 
s  plumbing  costs  were  going  to  be  $200,000  instead  of  $150,000,  and 
allow  it ;  is  uiat  right  t 

Mr.  Chappell.  The  local  office  would  do  that,  yes. 

Senator  Capehart.  That  is  what  would  happen,  then  ? 

Mr.  Chappell.  Yes. 

Senator  Capehart.  When  that  happened  didn't  you  ever  say  to  that 
fellow,  "All  right,  we  will  allow  the  $50,000  increase  on  plumbing  at 
the  moment  but  when  your  project  is  completed,  if  you  have  saved 
$60,000  someplace  else,  we  are  going  to  deduct  it"? 

Mr.  Chappell.  You  already  have  a  contract  with  your  commitment 
and  your  lender. 

Senator  Capehart.  But,  there  is  nothing  in  the  commitment  which 
says  yoa  will  permit  him  to  increase  it  ? 

Mr.  Chappell.  We  didn't  have  to  increase  it  at  all. 

Senator  Capehart.  But  you  said  you  did  increase  hundreds  of  them 
but  never  reduced  one. 

Mr.  Chappell.  As  Mr.  Perce  mentioned  this  morning,  the  increases 
were  ^ven  because  perhaps  there  were  times  when  he  couldn't  get  the 
material  he  originally  specified.  He  had  to  go  to  a  different  type  of 
material. 

If  we  found  in  the  Underwriting  Division  when  such  a  case  was 
presented,  after  being  recommended  by  the  local  office,  that  there  was 
justification  for  this  difference  or  increment,  it  was  granted  as  far 
as  we  were  concerned  or  at  least  we  recommended  it. 

Senator  Bennett.  I  just  wanted  to  make  this  observation,  Mr. 
Chairman,  that  I  believe  in  requesting  an  increase  for  plumbing 
according  to  the  examples  you  suggested,  he  didn't  even  have  to  say, 
"I  figured  the  $150,000  and  it  is  gomg  to  cost  me  $200,000." 

All  he  had  to  do  was  to  come  in  and  say,  "Here  is  a  list  of  material 
I  have  to  have  to  finish  my  job  and  it  is  going  to  cost  me  so  much 
extra,"  and  they  never  even  inquired  as  to  the  relation  of  the  total 
overall  cost  of  his  plumbing  to  the  total  estimate.  They  were  simply 
concerned  with  the  particular  list  that  he  submitted.  Isn't  tliat 
right? 

Mr.  Chappell.  That  is  right.  It  had  no  particular  relation  to  the 
other  becni'Pe  we  still  dirln't  know  the  cost  of  the  total  projex^.  We 
had  no  figure  with  which  to  compare  it.  He  had  to  satisfy  our  local 
office  that  there  was  justification  for  his  particular  request  for 
increase. 
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The  Chairman.  As  one  of  the  top  men  in  the  Underwriting  De- 
partment, can  you  tell  us  how  it  is  possible  for  an  estimator  to  mia^it 
by  10  to  50  percent  ? 

Mr.  Chappell.  I  think  I  can  tell  you  something  about  that,  sir. 

In  the  first  place,  it  is  a  known  fact  that  builders  on  any  type  of 
project  will  vary  construction  anywhere  from  3  percent  to  20  per- 
cent between  the  high  and  the  low  on  a  job  they  are  willing  to  cod- 
txact  for.  Why  they  vary  I  don't  know.  They  have  different  cost 
estiiyiators,  they  want  to  take  less  profit,  or  they  figure  they  ciui  stie 
on'' the  job,  but  those  variations  do  occur.  That  is  a  n^atter  of  hd 
in  the  industry  and  not  a  recent  one,  either.  It  has  been  so  for  yens 
and  years  in  all  my  experience. 

Consequently,  when  we  in  FHA  have  one  little  cost  estimator  goii^ 
out  and  getting  current  costs  as  directed  under  the  legislation,  of  this 
project,  to  be  completed  sometime  hence,  but  get  it  as  of  a  current 
basis  by  contacting  local  folks,  he  gets  it  and  makes  a  cost  estimate 
or  uses  data  of  the  typical.  Now,  if  there  are  variations  in  con- 
struction costs  between  the  typical  builder  and  a  very  productiTe 
builder  who  is  efficient  in  his  operation,  who  can  save  a  great  deal 
more,  I  can  well  understand  that  it  might  vary  and  fluctuate  20 

Senator  Maybank.  You  say  you  have  one  cost  estimator  i 

Mr.  Chappell.  I  don't  think  we  have  over  2  in  any  office  and  that 
is  in  New  York  where  we  had  2,  sir. 

Senator  Maybank.  That  is  all  you  had  ? 

Mr.  Chappell.  That  is  right.     The  architects  made  a  quantity 
takeoff  but  th\s  one  man  did  the  collection  of  cost  data. 
"^Senator  Matbank.'  You  have  only  two  men  you  said  in  New  York 
so  I  will  stay  with  New  York  as  an  example. 

The  Chahiman.  Remember,  you  are  under  oath  now. 

Senator  Maybank.  You  had  two  men  in  New  York  to  collect  data 
on  the  millions  of  dollars  of  section  608's  and  the  other  things? 

Mr.  Chappell.  He  is  the  man  who  collected  the  cost  data. 

Senator  Maybank.  I  assume  he  collected  correct  prices. 

Mr.  Chappell.  He  took  prices  on  materials.  Quantity  estimate 
were  made  by  other  men  on  the  staff  and  when  he  gave  these  prices 
used  in  the  job,  tlie  men  wlio  did  tlie  takeoffs  made  the  ext-ension  of 
prices  and  so  forth.  We  liad  one  man  collecting  prices  of  materials 
and  labor  that  went  into  these  jobs  in  each  office.  We  don't  have  more 
than  one  for  any  office  except  New  York. 

Senator  Maybank.  Do  you  mean  in  the  State  of  California  where 
they  have  large  differences  in  kinds  of  houses  from  the  northern 
border  on  down,  you  have  only  one  man  ? 

Mr.  ChappellI^  We  have  5  offices  in  California  and  1  man  in  each 
office.    We  have  one  cost  man  to  collect  cost  data. 

Senator  Maybank.  You  have  one  man  to  each  office. 

What  did  this  man  do?  He  got  the  cost  of  nails  and  the  cost  of 
bricks  and  the  cost  of  lumber. 

Mr.  Chappeli..  All  the  materials  that  went  into  the  project,  he  got 
theprices  on  them. 

J^nator  Maybank.  He  didn't  figure  the  number  of  bricks  that  went 
into  it? 

Mr.  Chappell.  No,  indeed. 

Senator  Maybank.  He  just  got  the  prices  ? 
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Mr.  Chappell.  He  got  the  prices  from  the  material  men  and  dealers 
.  mnd  so  oil 

Senator  BiIatbank.  I  dont  think  it  would  take  him  long  to  get  the 
a  prices. 

-  Mr.  CHAFPEiii.  One  man  could  do  it.    New  York  had  a  big  rush 
=  <Mi  and  we  had  different  types  of  materials. 

^       Senator  Maybank.  But  you  were  making  the  point  that  this  one 

-  man  made  the  estimates  and  so  forth. 

Mr.  Chappell.  This  one  man  was  collecting  cost  data,  in  offices 
r  'where  he  had  many  projects.  He  was  constantly  having  to  argue  with 
ir  the  builder's  architect  who  is  tiyinff  to  get  the  commitment  up,  fre- 
quently, and  he  had  to  do  all  of  this,  nimself .  He  is  under  tremendous 
:-»  pressure  and  there  is  a  hurry  to  get  the  cases  out  and  no  doubt  he  would 
^.  make  mistakes  he  wouldn't  normally  make. 

Senator  Maybank.  How  do  you  account  for  the  fact  that  FHA 
cs  officials  repeatedly  came  in  here,  and  Mr.  Powell — do  you  know  Mr. 
:  Powell! 
^_-       Mr.  Chappell.  Yes ;  I  know  Mr.  Powell. 

«&        Senator  Maybank,  Mr.  Powell  testified  here  3  or  4  years  ago  that 
'^   it  would  be  impossible  to  make  more  than  a  3-percent  mistake. 

Mr.  Chappell.  That  is  Mr.  Powell's  opinion  but  it  is  not  mine.  I 
dont  think  that  is  representative  of  what  is  in  the  industry. 

-  Senator  Maybank.  The  bankers  and  those  who  had  the  4nortgages  • 
said  we  couldn't  possibly  make  mistakes. 

The  Chaujman.  Just  why  do  you  think  they  made  such  grave  mis- 
i    takes  varying  between  100  to  215  percent? 

Mr.  Chappell.  I  think  there  were  several  things.  First,  they  were 
'  busy  as  could  be,  there  was  pressure  for  them  to  hurry.  They  were 
encountering  enormous  projects.  They  had  to  make  a  comparison 
between  the  representative  builder  and  the  poor  builder  in  order  to 
get  a  representative  figure.  Not  the  highest,  not  the  lowest,  but  one 
to  be  representative,  or  typical  of  the  general  building  in  the  area. 
That  would  be  true  for  materials,  as  well.  When  they  got  that  in- 
formation they  made  this  choice.  As  I  say,  again,  an  efficient  builder 
could  have  well  built  under  those  costs. 

The  Chahiman.  Why  couldn't  they  have  done  1  of  2  things  or  both : 
Whv  couldn't  they  have  the  builder  supply  all  the  figures  and  swear 
to  them  they  were  true :  or  secondly,  why  didn't  they  write  into  every 
contract  when  the  building  was  finished,  a  man  could  total  up  his  costs 
nnd  then  you  would  adjust  the  amount  of  the  mortgage  to  the  actual 
cost? 

Mr.  Chappell.  Well,  I  don't  know  why  we  didn't  do  it  but  nobody 
suggested  that  until  now  that  I  know  of. 

The  Chairman.  It  is  so  obvious  to  me  that  a  businessman  would 
do  it,  that  it  wouldn't  even  come  to  me  to  say  anything  about  it.  It 
is  so  obvious  to  me  that  a  G-year-old  kid  would  do  it. 

Senator  Maybank.  Let's  keep  the  record  straight  here.  We  brought 
in  title  VIII  and  title  IX  in  1951. 

Mr.  Chappell.  That  was  after  section  608,  of  course. 

The  Chapman.  There  is  nothing  in  the  law  that  prohibited  your 
doing  the  two  things  I  just  stated  ? 

Mr.  Chappell.  No  ;  I  don't  think  it  is  necessarily  prohibitive. 

The  Chairman.  I  wasn't  here  and  didn't  help  write  it — it  was 
written  back  in  1940 — ^but  the  principle  of  writing  the  law  on  the 
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basis  of  estimating  and  arriving  at  a  commitment  was  in  order  to 
give  the  builder  some  idea  of  how  much  money  was  involved  so  thit 
he  cpuld  go  and  make  arrangements  for  financing.  But  I  don't  think 
in  all  fairness  to  the  Congress  and  the  Senators,  that  it  was  em 
intended  that  you  should  do  anything  else  except  do  that  and  Hm 
come  back  later  and  adjust  them. 

Mr.  Chappeix.  If  I  am  not  mistaken,  one  of  the  gentlemen  wis 
reading  from  Senator  Tobey 's  remarks  on  these  amendments,  and  if 
you  complete  the  reading  of  that,  you  will  find  it  is  not  what  yw 
say  now.    It  is  different.    I  don't  believe  I  have  a  copy. 

The  Chahiman.  We  will  get  a  copy. 

Mr.  Chafpell.  I  w;as  going  to  identify  it  if  I  may  here.    Here  itk 

It  says : 

Amendment  of  National  Housmo  Act 

NovEMiiEB  25  (legislatlTe  day,  November  24),  ld47. — Ordered  to  be  printed 

Mr.  Tobey,  from  the  Committee  on  Banking  and  Currency,  submitted  tki 
following  report  to  accompany  S.  1770. 

The  Chaibman.  Suppose  I  read  it  to  you. 
Mr.  Chappell.  Yes,  sir. 
The  Chairman  (reading) : 


t; 


Seg.  2.  Title  VI  of  the  National  Housing  Act,  as  amended,  shall  be 
to  asist  in  maintaining  a  high  volume  of  new  residential  constriietion  withflot 
supporting  unnecessary  or  artificial  costs.  In  estimating  necessary  carrot 
cost  for  the  purposes  of  said  title,  the  Federal  Housing  Commissioner  sb^ 
therefore  use  eyery  feasible  means  to  assure  that  such  estimates  will  approxi- 
mate as  closely  as  possible  the  actual  costs  of  efficient  building  operationa. 

That  was  an  amendment  made  to  the  act,  December  27,  1947. 

Mr.  Chappell.  I  am  speaking  of  the  committee  report  to  accompany 
S.  1770. 

The  Chairman.  What  does  it  say? 

Mr.  Chappell.  I  think  it  would  be  infonnative  to  everyone  if  that 
whole  thing  was  read,  sir. 

The  Chairman.  I  will  read  it. 

It  has  been  indicated  to  members  of  the  committee  that,  in  some  cases,  tbe 
insurance  granted  under  title  VI  has  represented  more  than  90  percent  of  actual 
costs.  The  existence  of  such  cases  is  not  unexpected  under  a  law  which  directs 
that  the  insurance  granted  thereunder  be  limited  to  00  percent  of  the  estimate 
of  the  necessary  current  cost  of  the  property  or  project.  While  such  a  sitnation 
might  possibly  be  overcome  by  requiring  that  the  insurance  be  based  on  a  pe^ 
centage  of  actual  cost,  rather  than  an  estimate  of  cost,  there  is  no  real  indica- 
tion that  the  number  of  cases  in  which  the  estimates  greatly  exceed  actual  coat 
are  suflScient  to  justify  the  imposition  of  such  a  requirement  with  its  attendant 
practical  disadvantage.  For  example,  the  imposition  of  such  a  requirement 
would  mal£e  impracticable  the  present  system  of  firm  commitments  to  builders 
under  title  VI.  Since  it  would  be  impossible  to  determine  actual  cost  until 
construction  had  been  entirely  completed,  mortgages  would  have  no  assurance 
as  to  the  amount  of  the  loan  which  the  Federal  Housing  Commissioner  would 
have  authority  to  insure.  Thus,  the  effective  use  of  title  VI  firm  commitments 
would  be  eliminated  as  a  means  of  production  credit  for  the  whole  building 
industry.  Furthermore,  it  would  malce  it  necessary  to  return  to  a  system  ci 
case-by-case  audit  of  actual  costs  similar  to  that  used  to  control  the  sales  prices 
of  priority-assisted  housing,  and  require  a  large  increase  in  administrative  per 
sonnel  and  in  the  time  required  to  process  applications  for  insurance.  Ornse- 
quently,  the  committee  has  recommended  an  amendment  which,  while  retaining 
the  estimate  of  necessary  current  cost  as  the  basis  for  insurance  operations  undw 
title  VI,  would  direct  the  Federal  Housing  Commissioner  to  use  every  feisible 
means  which,  in  his  judjji  nt.  would  assure  that  the  estimates  will  approximftte 
as  closely  as  possible  f  1  costs  of  efficient  building  operaUona. 
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Well,  you  certainly  would  say  120  percent  would  be  beyond  the 
scope  of  what  they  were  talking  about  here,  wouldn't  you  ?  Or  130 
or  140  or  150? 

Mr.  Chappeix.  I  would  think  that  much  would  be  beyond  it,  yes. 
I  should  think  they  could  come  within  20  percent,  under  any  circum- 
stances. 

Tlie  Chairman.  I  don't  know  who  wrote  this  report. 

Senator  Maybank.  That  was  Senator  Tobey. 

The  Chairman.  You  talk  about  feasible  means  to  assure  the  esti- 
mates will  approximate  as  closely  as  possible  the  actual  costs. 

Now,  according  to  the  Internal  Revenue  Service  several  hundred 
of  them  have  run  way  over  the  costs. 

Senator  Maybank.  I  think  in  justice  to  the  committee,  and  in 
justice  to  myself,  I  should  say  I  remember  the  report  and  I  believe 
it  was  the  thought  of  Senator  Tobey  that  there  could  be  no  collusion 
under  feasible  costs,  as  it  clearly  states,  and  if  it  runs  140  percent, 
as  you  suggest  it  could  come  within  20  percent,  but  we  have  cases 
here  of  140  percent. 

The  Chairman.  216. 

Senator  Maybank.  Yes. 

Senator  Bennett.  Mr.  Chairman,  I  think  it  might  be  interesting 
if  we  asked  the  FHA  to  report  to  us  any  new  regulations  that  were 
issued  after  that  particular  legislation  was  passed.  They  are  now 
under  some  new  and  added  compulsion  to  make  sure  that  their  esti- 
mates conform,  using  every  feasible  means,  to  the  actual  cost. 

Do  you  know  if  there  were  any  changes  in  procedure  or  any  new 
regulations  or  any  changes  in  estimating  things  after  that  act  was 
passed?     (Seep.  1967.) 

Mr.  Chappell.  They  were  to  get  dependable,  reliable  data  in  their 
contacts.  We  knew  of  no  other  way  to  get  it  except  in  going  out 
to  those  sources  and  there  wasn't  much  else  you  could  do,  that  I 
know  of. 

Senator  Bennett.  Well,  I  would  think  you  might  have  reviewed 
your  previous  criteria  to  determine  whether  or  not  the  criteria  was 
sufficiently  accurate  to  fall  within  the  request  of  the  committee. 

Mr.  Chappell.  That  was  done,  sir,  and  extra  caution  was  given  to 
the  men,  as  something  over  and  above. 

Senator  Bennett,  lou  feel  that  your  criteria  was  accurate  enough 
and  that  a  word  of  caution  was  all  that  was  necessary  ? 

Mr.  Chappell.  We  felt  the  system  was  good  enough  and  all  they 
needed  to  do  was  be  cautious  in  getting  information  under  the  system 
which  would  give  them  a  dependable  answer. 

Senator  Bennett.  Unfortunately  I  was  involved  in  a  side  discus- 
sion when  you  were  talking  about  the  figuring  of  the  value  of  land. 
If  I  remember  correctly  you  made  the  statement  that  in  most  cases, 
the  sponsor  owned  the  land  before  he  made  an  application. 

Mr.  Chappell.  I  didn't  say  he  owned  it.  I  said  he  was  supposed 
to  have  the  land  free  and  clear.  Frequently  they  did  not  own  it 
until  they  had  an  option.    It  is  just  a  technical  point. 

Senator  Bennett.  Were  you  ever  interested  in  the  amount  of 
money  paid  for  the  land  or  the  method  by  which  he  acquired  it? 

Mr.  Chappell.  Not  so  much  as  we  were  with  regard  to  what  other 
land  might  cosL  and  whether  that  was  comparable.  We  didn't 
always  get  exact  figures. 
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Senator  Bennett.  When  you  came  to  estimate  the  value  of  the  Itnd 
and  its  relation  to  the  total  cost  c  f  the  project,  what  value  was  put  on  it! 

Mr.  CnAPPELL.  It  did  not  necessarily  have  any  relation.  The  land 
was  determined  before  the  costs  were  determined,  probably,  and  Urn 
the  two  were  put  together  to  get  the  cost  of  the  total  project  Thi 
evaluators  in  the  field  offices,  or  appraisers,  as  they  are  now  called, 
were  instructed  in  a  method  of  obtaining  a  fair  market  price  for  land. 
We  had  a  prescribed  plan.  If  he  was  going  to  make  an  estimate  oe 
the  fair  market  value,  he  considered  tne  comparable  advantage  of 
location,  approximate  estimate  to  where  employment  would  be,  utili- 
ties availability  and  so  on,  and  we  asked  him  in  most  cases  to  get  fi?B 
such  comparisons  and  then  they  selected  what  in  their  judgment  wis 
a  fair  market  value  of  this  land.  It  was  not  an  appraisal  under  sec- 
tion 608.  Neither  the  land  nor  the  total  improvements.  They  wen 
esftimates  of  cost  as  indicated  by  the  legislation. 

Senator  Bennett.  But  the  thing  I  am  interested  in  fundamentally 
is,  it  seems  to  me  in  testimony  we  heard  earlier  in  these  hearings- 
and  there  was  at  least  an  implication — that  the  land  was  valued  not 
as  bare  land  on  which  a  building  would  be  built,  but  it  was  valued 
at  what  it  might  be  considered  to  be  worth  after  this  big  improvement 
had  been  put  on  it.  So  that  the  land  value  or  the  amount  at  which 
the  land  was  taken  into  the  total  cost  of  the  project  was  not  at  the 
price  they  could  probably  purchase  bare  land,  but  its  price  as  affected 
by  the  added  value  given  to  it  through  the  project  that  was  supposed 
to  go  on  it. 

Mr.  Chappell.  If  that  was  done  it  was  contrary  to  instructions  and 
they  were  not  supposed  to  form  an  opinion  on  fair  market  value  con- 
cerning the  improvements  already  on  it.  They  were  to  make  that 
determination  on  the  land.  If  they  didn't  do  that,  they  would  not 
necessarily  get  current  costs  of  the  property.  If  you  were  automa- 
ticallv  allow  writeups  on  land  to  improve  an  enormous  apartment 
building,  we  would  not  be  getting  the  current  cost  of  the  property. 

Senator  Bennett.  Do  you  have  any  information  as  to  whether  or 
not  your  instructions  were  generally  followed  out? 

Mr.  Chappell.  AVe  had  supervisors  who  went  around.  We  didnt 
have  enough.  As  I  mentioned  w^e  have  72  people  on  the  staff.  We  have 
40  men  at  this  time  and  that  we  had  only  about  62f,  to  do  the  super- 
vision over  the  wide  United  States  with  a  business  doing  billions  of 
dollars.  We  were  spot  checking  and  doing  the  best  we  could.  I  be- 
lieve that  the  men  honestly,  by  and  large,  were  trying  to  carry  out  the 
instructions  based  upon  the  indications  and  instructions  of  the  Con- 
gress. I  liad  no  reason  to  believe  anything  else.  I  never  saw  any- 
thing different.  I  was  constantly  alerted  to  that.  I  thought  that  was 
part  of  my  job. 

I  don't  believe  in  having  75  officers  in  this  country  to  supervise  and 
about  40  men  to  do  headquarters  work  and  do  also  field  supervision 
and  travel  over  the  States.  If  there  was  malpractice  going  on,  we 
should  have  heard  of  it.  No  doubt  there  were  some  mistakes  bat 
when  the  men  saw  they  were  not  properly  oriented  or  making  the 
appraisals  or  cost  e.«^timates  as  instructed,  they  took  extra  caution 
and  time  to  train  them  and  teach  them  and  press  upon  them  to  do 
that. 

Senator  Bennett.  Did  you  ever  have  any  of  these  land  appraiaak 
because  they  were  land  ^^  s;  if  you  had  a  bare  piece  of  land  to 
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chec^,  were  they  ever  checked  by  outside,  independent  local  ap- 
praisers? 

Mr.  CHAFFELii.  We  never  had  them  checked.  I  don't  doubt  but 
what  somebody  had  them  checked.  No  doubt  at  times  they  felt  we 
were  too  low  on  the  price,  but  we  never  had  them  checked  in  FHA. 
We  employed  competent  people  who  were  trained  in  a  system  that 
would  recognize  those  things  used  by  leaders  in  the  field.  We  never 
had  reason  to  go  back  and  check  it.  They  never  told  you  they  were 
too  low. 

Senator  IVIaybank.  You  say  you  employed  people  to  do  this  check- 
ing and  FHA  didn't  check  them? 

Mr.  Chappell.  I  say  we  didn't  employ  people  outside. 

Senator  Maybank.  Did  anyone  employ  anyone  to  check? 

Mr.  Chappell.  No  ;  not  that  I  know  of.  I  said  we  did  not  and  I 
don't  know  of  any. 

Senator  Maybank.  I  understand,  but  did  anyone  employ  them? 

Mr.  Chappell.  I  don't  know. 

Senator  Maybank.  Did  the  banks,  did  the  underwriters,  did  the 
builders,  did  anybody  employ  anybody  to  check  these  figures  of  land 
values? 

Mr.  Chappell.  Nobody  that  I  know  of.  Our  own  men  checked  it 
in  the  case  of  the  local  appraisers. 

Senator  Maybank.  Who  is  the  local  appraiser? 

Mr.  Chappell.  The  evaluator  on  our  staff. 

Senator  Maybank.  You  had  evaluators  in  each  of  your  offices? 

Mr.  Chappell.  Yes. 

Senator  Maybank.  They  checked  the  price  of  land? 

Mr.  Chappell.  Yes. 

Senator  Lehman.  Yesterday  Mr.  Greene,  in  reply  to  a  question  that 
I  addressed  to  him,  in  which  I  pointed  out  the  tremendous  excess  in 
the  estimates  over  the  actual  cost,  replied  that  that  excess  was  due 
to  1  of  2  reasons  and  probably  both.  One  was  the  faulty  estimation 
procedure,  or  defective  and  inadequate  inspection.  That  might  ac- 
count for  a  lower  cost  if  materials  were  put  in  of  leaser  value  than 
would  be  comparable. 

Would  you  tell  us  what  the  relationship  is  in  your  estimation  unit 
and  in  your  inspection  unit.    Were  they  under  the  same  supervision? 

Mr.  Chappell.  Yes.  They  have  a  different  supervisor  in  each 
office,  of  course. 

Senator  Lehman.  How  closely  do  they  work  together? 

Mr.  Chappell.  Very  closely  together.  There  was  a  definite  line 
of  demarcation  between  their  functions.  I  don't  believe  Mr.  Greene 
said,  imless  I  misunderstood  him,  sir,  that  the  procedure  was  faulty. 
I  believe  he  said  that  the  analysis  of  the  particular  case  was  f  aultv. 
In  other  words,  the  judgment  of  the  estimator  or  the  appraiser  prob- 
ably was  faulty  but  not  the  system. 

Senator  Lehman.  He  particularly  emphasized  these  two  possibili- 
ties. I  questioned  it.  I  said,  "It  seems  to  me  perfectly  eviaent  that 
the  difficulty  lays  with  faulty  estimation  procedure."  Those  are  the 
words  that  I  believe  he  used. 

I  have  been  thinking  it  over  a  lot  and  while  I  think  faulty  estima- 
tion procedure  might  account  for  excessive  estimates,  nonetheless 
I  think  part  of  the  fault  may  be  due  to  the  fact  that  there  was  inade- 
quate inspection  procedure. 
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In  other  words,  certain  values  and  costs  were  taken  into  wfxaaL 
Brick,  plumbing,  carpentry  work,  mechanical  work,  and  electriol 
work.  And  it  is  possible,  of  course,  that  the  builders  may  have  gypped 
on  that  and  given  a  finished  building  of  considerably  lesser  vthi 
because  of  faulty  material, 

Mr.  Chappell.  I  am  sure  that  has  happened  and  we  have  seeo 
evidence  of  it  afterward  when  it  was  too  late  to  do  anything  tboot 
it,  in  going  around  to  see  projects,  but  the  first  error  that  I  thiii 
Mr.  Greene  had  reference  to  was  the  error  in  the  original  cost  esti- 
mate. That  could  have  been  justification  for  some  of  these  vui- 
ances — whether  they  are  as  wide  as  claimed  or  not  I  have  no  idei 
because  I  have  no  information  on  it,  but  it  was  certainly  expcK^ted  lij 
everyone  who  knew  the  business  that  there  would  be  variances  betwea 
our  estimate  and  the  experience  of  the  builder. 

However,  the  other  phase  that  Mr.  Greene  mentioned — and  certainly 
I  a^ree  with  it,  too — that  inspectors  after  the  inspection  started,  w«» 
entirely  too  thinly  spaced.  We  had  1  man  handling  1,200  and  l,JflO 
units,  and  it  was  mipossible  for  him  to  do  the  job  he  was  supposed  to 
do. 

No  doubt  tliere  were  times,  whetlier  intentional  or  unintentioiud 
by  the  builder,  where  he  got  into  the  construction  something  less  than 
was  in  the  plans  and  specifications  upon  which  the  plan  was  basei 
To  that  extent  it  would  make  a  difference. 

Senator  Lehman.  You  got  the  specifications,  didn't  you? 

Mr.  Chappell.  That  was  part  of  the  contract  document. 

Senator  Lehman.  And  the  specifications,  if  carried  out  carefully, 
would  have  indicated  a  cost,  say,  of  $1  million  in  a  certain  project 
But  if  the  builder  gypped  on  the  thing  and  put  in  materials  of  lesser 
value  which  cost  him  only  $700,000  there  would  be  right  there  a 
very  substantial  profit  or  margin? 

Mr.  Chappell.  Yes. 

Senator  Lehman.  To  wliat  extent  did  the  administration  inspect 
the  building  wliile  it  was  being  built? 

Mr.  Chappell.  In  most  cases  we  suppose  they  will  be  there  con- 
stantly because  we  not  only  had  to  determine  compliance  with  the 
specilications  but  we  had  to  make  estimates  monthly  for  the  benefit  of 
tM  mortgagee  in  making  pay-outs  to  the  builder.  So  knowing  what 
w^nt  into  the  construction  and  knowing  what  materials  were  still  on 
site  not  in  the  construction  were  essentialities.  However,  the  men 
\TOW  not  sufficiently  available  to  do  that  job  adequately.  There  were 
.^Iv  2  few  spots  where  there  was  heavy  volume  of  this,  where  we 
1  <MK>u^h.    Where  the  officers  had  small  volumes  of  this  they  had 

I  oiificuUv*    IJy  and  large  I  think  you  can  find  that  the  construe- 

■1  on  eh***  wiM*e  better  than  the  others. 

!1»  CbuviKUVN.  I  have  to  leave  here  in  just  a  few  minutes  and  I 
:s»  :\^  chU  Mr.  Thompson,  please. 
►  upw  Mr.  Thompson. 

QJF  LESTER  H.  THOMPSON,  COMPTEOLLER,  PEDEBAI 
SOVSIN(}  ADMINISTRATION— Resumed 


riion  ji  I     tn\  in  this  mornings 
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The  Chaikman.  Your  title  please. 
Mr.  Thohfbok.  I  am  die  comptroller. 
^•^    The  Chaikkan.  Do  you  remember  a  letter  that  the  Glen  Oaks 
^li  iDage— that  is  the  so-called  Gross-Morton  case— wrote  you  on 
October  27, 1947? 

^      Mr.  Thompson.  I  would  not  remember  the  letter^  sir. 
-       The  Chairman..  You  would  not  remember  receiving  the  letter. 
*^       Suppose  I  hand  you  the  letter.    See  if  you  think  you  did  receive  it. 

Mr.  Thompson,  i  es,  I  know  that  I  did. 
'■^       The  Chaibman.  Well,  this  file  is  from  FHA. 

C^  December  14,  1948,  the  directors  at  (Jlen  Oaks  Village,  that  is 
>  106-17  Jamaica,  Queens  County,  N.  Y.,  declared  a  dividend :  "Be  it 
^»  Airther  resolved  this  addition  of  $53.33  per  share  on  the  shares  of 
^common  stock  now  issued  be  declared,^'  and  they  had  15,000  shares 
-■  of  common  stock  which  they  paid  $1  a  share  for — ^that  would  be 
^  :^1 5,000— they  declared  a  dividend  of  $799,995. 

They  sent  you  that  resolution.    This  is  from  your  files. 
They  also  sent  you  their  March  31,  1949,  operating  statement  in 
-which  they  show  an  operating  loss  of  $173,744.50.    Yet,  they  de- 
clared a  dividend  of  nearly  $8M,000  and  sent  you  their  minutes  and 
•    wrote  you  this  letter  on  October  27.    I  will  read  the  letter. 

It  is  to  Mr.  Lester  Thompson,  Comptroller,  Federal  Housing  Ad- 
Tninistration,  re  projects  No.  012-4006,  Glen  Oaks  Village,  and  so 
forth. 

Dear  Sm:  In  accordance  with  yonr  request  we  are  enclosing:  additional  data 
^mder  2  (d)  of  the  FHA  reqnirements  under  section  608.  With  reference  to 
the  distribntion — 

let's  look  that  up  for  me,  you  attorneys — 

noder  2  (d)  of  the  FHA  requirements  under  section  H08.  With  reference  to 
the  distribution  made  on  Dec*embor  15,  1948  we  wish  to  submit  the  following 
information. 

Now  that  is  the  dividend,  the  distribution  I  just  talked  about,  of 
nearly  $800,000. 

We  wish  to  submit  the  following  Information :  Although  the  cash  outlay  made 
ID  the  comiiany  is  less  than  the  estimate  by  you  of  the  normal  current  costs  to 
reproduce  the  property,  this  difference  Is  explained  by  the  fact  that  no  payment 
was  made  to  some  expenses  usually  Incurred  in  a  building  corporation.  These 
expenaes  included,  among  other  things,  the  following:  (1)  Builders*  and  archl- 
tectB'  fees  nonually  paid  to  a  general  contractor.  (2)  Subcontractors'  fees  and 
retailers*  overhead  and  profit  where  materials  were  procured  directly  by  us 
through  large-s(rale  purchases.  (3)  Free  use  of  heavy  building  equipment. 
(4)  Transfer  at  original  cost  of  inventories  of  material,  topsoil  and  so  forth, 
00  hand. 

If  these  items  had  been  paid  for  in  cash  by  the  company  at  prevailing  prices 
at  the  time  of  delivery  and  if  the  amount  so  paid  had  been  added  to  the  cash 
oatlay  by  the  company,  the  total  amount  paid  would  probably  have  exceeded 
your  estimate  of  replacement  costs. 

By  foUowing  this  procedure  we  left  the  excess  funds  in  the  company  durimr 
construction  and  thereby  remained  in  a  far  better  financial  position  than  if  we 
had  withdrawn  the  funds.  Maintaining  this  liquid  position  at  all  times  during 
the  operation,  particularly  when  prices  of  material  and  labor  were  rising 
daily»  was  our  best  guaranty  of  successful  completion  of  the  project.  This 
Drocedure  resulted  in  cash  on  hand  in  the  corporation  upon  completion  of  the 
Uroject.    We  made  capital  distribution  of  the  surplus. 

Did  joa  get  that? 

What  did  you  do  with  that  letter  when  you  got  itt 
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Mr.  Thompson.  Well,  Senator,  without  reference  to  my  nomiB  I 
couldn't  say  definitely  what  was  done  with  the  letter,  but  nonmlbrt^ 
procedure  would  be  this,  that  I  would  take  all  the  facts  that  I  bad 
Mitheved  in  connection  with  this  project  and  report  them  to  Mr»  djde 
jrowell. 

Now,  I  have  here  a  statement  that  I  think  I  should  make  withreeqpect 
to  the  analysis  of  these  statements. 

The  CHAmicAN.  No,  no,  I  want  to  know  just  what  your  manioiy  is 
about  this  one. 

Mr.  Thompson.  Well,  I  will  have  to  say  this,  that  I  think  my  records 
will  show  that  was  reported  to  Mr.  Powell.  This  file  shows  no  answer 
to  the  letter  at  all. 

The  Chairman.  This  letter  came  in  nearly  a  year  later. 

Mr.  Thompson.  It  is  not  likely,  sir,  that  1  would  have  made  a  rady 
to  that  letter  but  diat  I  would  have  reported  all  of  the  facts  to  Mr. 
PowelL.  That  is  the  normal  procedure. 

The  Chairman.  In  other  words,  they  only  gave  you  this  infoimi- 
tion  from  the  file  here,  when  you  aiaked  them  for  it.  Then  there  is  no 
record  tMt  you  did  anything  about  it  at  alL  Of  course,  it  was  toe 
late  to  do  anything  about  it  because  they  had  disbursed  the  moiuiy 
nearly  1  year  before.    This  came  in  on  October  27. 

I  bring  this  up  so  that  you  can  know  what  we  are  going  to  try  to  find 
out  if  we  can  is  whether  or  not  these  concerns  did  get  permissicm  from 
FHA  to  make  these  distributions.  In  this  case  it  would  indicate  that 
tiiey  did  not,  but  did  notify  you  later. 

Mr.  Thompson.  That  notification  undoubtedly  is  due  to  a  letter  that 
we  had  written  them. 

The  Chair^ian.  It  says,  "In  accordance  with  your  request"  It 
doesn't  say  whether  you  wrote  a  letter. 

Mr.  Thompson.  The  request  would  have  been,  I  am  quite  sure,  by 
letter  and  would  have  been  after  an  analysis  of  this 

The  Chairman.  Don't  you  think  in  all  fairness  that  that  $800,000 
should  have  gone  to  reduce  the  amount  of  the  mortgage? 

Mr.  Thompson.  That,  sir,  would  be  my  feeling. 

The  Chairman.  It  ought  to  have  gone  to  reouce  the  mortgage. 

Here  is  where  the  record  indicates  that  they  put  in  $15,000  and  took 
out  $800,000. 

Do  you  remember  any  discussion  in  FHA,  at  any  time,  as  to  making 
certain  that  these  people  would  reduce  their  mortgages,  rather  than 
declaring  dividends  ? 

Mr.  Thompson.  I  can  recall  a  discussion  as  to  whether  or  not  ve 
should  analyze  these  projects  to  determine  whether  or  not  such  a 
dividend  was  declared. 

The  Chairman.  You  had  nothing  to  do  with  title  I,  did  you  ? 

Mr.  Thompson.  Well,  the  only  thing  that  I  have  to  do  with  title  L 
sir,  is  to  report  the  loans  that  are  reported  for  insurance  and  pay  the 
claims,  in  a  general,  administrative  way. 

The  Chairman.  I  don't  know  that  there  are  any  more  questions  of 
you  gentlemen. 

I  want  to  read  into  the  record  at  his  time,  because  I  think  it  is  im- 
portant in  respect  to  title  I,  and  because  I  think  the  committee  has  a 
problem  on  its  hands  when  they  start  writing  up  this  new  legislation, 
to  know  what  to  do  with  title  I,  a  letter  from  Indiana,  addressed  tome 
on  April  26 : 
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'*  i*Lii^*^  irondcrine  if  In  the  course  of  your  present  inyestigation  of  PHA  irreg;a- 
^^jrir***«Byoolui  €        1  any  information  or  complaints  involvinif— 


Ishalls     namethefirm — 


^^-^HotaMB,  Iowa.    In  December,  1952, 1  had  a  residing  job  done  on  my  cabins 
^^!^tbOT« 'firm  under  an  FHA  loan  and  am  currently  making^the  corresponding 


^thly  payments  to  Allied  Building  Credits,  of  South  Bend,  Ind. 

lie  goes  on  to  say : 

^^liejobtumedouttobegrossly  short  of  the  specifications — 

I  that  the  job  wa&— 

is  not  a  large  deal,  involving  only  $2,844,  but  to  me  a  considerable  amount  of 
ley. 

^  Sere  is  another  case,  you  see,  where  a  Des  Moines,  Iowa,  company 
*  d  the  selling  to  an  Indiana  buyer,  and  South  Bend,  Ind.,  did  the 
lancing.    Just  this  morning  we  liad  a  case  where  a  Pittsburgh 
.**«iiik  did  the  financing  of  a  Tennessee  sale. 

^^       Without  objection  I  would  like  to  place  in  the  record  at  this  time 

"■^  -wire  from  Lillian  C.  Hausman,  representing  the  Fort  Tryon  Ten- 

Jtats  Group,  Inc.,  245  Bennett  Avenue,  New  York,  and  the  Remodel* 

*  ^aig  Contractors  Association  of  Los  Angeles,  Calif. 

_2     Also  a  statement  from  the  American  Federation  of  Labor. 
1^.\     (The  telegrams  and  statement  referred  to  follow :) 

^^  New  York.  N.  Y.,  April  22,  1954. 

Senator  Homeb  S.  Gafehart, 

..^  Chairman,  Senate  Banking  Committee, 

^  Senate  Office  Building,  Washington,  D,  C. 

How.  Sib:  The  Fort  Tryon  Tenants  Group,  Inc.,  represents  341  families  who 

S:  occupy  the  section  608  project  consisting  of  7  units,  located  at  102d,  103d 
Streets  between  Bennett  Avenue  and  Broadway,  New  York  33,  N.  Y. 

^       This  section  608  project  started  out  with  high  rentals.     Shortly  after  the 

^^  commencement  of  the  leases  the  landlord  applied  for  and  received  an  increase 
from  the  FHA  on  figures  which  the  FHA  refused  to  show  the  tenants  repre- 

^     sentatives  on  the  ground  that  they  are  confidential. 

Subsequently  another  rental  increase  was  applied  for  and  granted  under  the 
same  circumstances. 
The  tenants  therefore  feel  that  there  should  be  a  thorough  Investigation  of  this 

"  project  particularly  in  view  of  the  basic  high  rentals  and  subsequent  Increases. 
Furthermore,  complaints  are  made  by  many  tenants  that  they  are  being  charged 
for  nonexistent  mythical  half  rooms.  This,  too,  merits  close  scrutiny  and  In- 
vestigation.   We  respectfully  request  your  prompt  attention  In  this  matter. 

*  Fort  Tryon  Tenants  Group.  Inc., 

LnxTAN  C.  Hausman,  Secretary. 


Beverly  Hills.  CaLtf.,  April  25,  1954. 
Homer  E.  Cafehart, 

Honorable  United  States  Senator, 
Washington,  D.  O. 
We  laud  the  expose  that  your  committee  and   yourself  has  made  In  the 
racketeers  misuse  of  title  I  FHA  financing  in  the  home  modernization  field  be- 
lieving that  modernization  and  remodeling  contractors  and  homeowners  in  this 
coontry  should  not  be  injured  by  the  fine  assistances  that  title  I  FHA  has  oflPered 
to  them.    We  suffjrest  that  the  act  as  amended  in  Decpml>er  of  1053  should  go  a 
long  way  to  remedy  the  misuse.    It  can  be  noted  that  subsequent  to  the  adoption 
of  the  corrections,  the  last  4  months  has  resulte<i  in  nejrligible  reports  of  misuse. 
Alfio  note  the  financial  institutions  report  that  there  is  perceptively  a  small  ratio 
rtf  loHse^  and  improper  uses  when  the  purchaser  makes  a  direct  title  I  loan — that 
IM,  comes  into  the  lending  institution  to  mal^e  the  loan.    We  recommend  more  use 
of  thf«  tyj»e  of  lending.    We  further  recommend  the  extension  of  terms  of  title 
I  to  60  months  from  the  present  30  months  and  from  a  maximum  amount  of  $2,500 
to  maximum  allowable  loan  of  $3,000  as  proposed.    Good  builders  are  needed 
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everytvbere  and  feliere  is  a  need  for  rehabilitating  ia  millions  of  Am^rtt-^^^ 
The  sole  interest  of  oar  remodeling  contractors  association  is  to  cooibiDt  ttt 

interest  of  reputable  remodeling  contractors  for  a  high  standard  of  effect  Ii 
dealing  with  the  public.    May  we  offer  our  services  in  any  way. 

'  RkMODKIJNG  Ck>NTBACTOR8  ASaOClATlDtf, 

526  South  Alandale^  Los  Angeles^  CsJif. 


Statement  by  Harry  C.  Bates,  Chairman  of  the  Housing  Committeb  or  m 
Amrbican  Federation  or  Labor 

Disclosures  of  widespread  frauds  in  the  programs  of  mortgage  insimnce  af> 
ttiinisfeered'by  the  Federal  Housing  Administration  have  shocked  the  goobUil 
They  have  revealed  practices  carried  on  under  the  very  nose  of  FHA  offidah^ 
which  have  cost  American  families  and  the  Federal  Government  hundreds  tf 
millions  of  dollars. 

These  disclosures  have  fociLsed  attention  on  the  glariug  inadequacies  In  d» 
Government's  programs  of  financial  assistance  for  private  homebuilding  aii 
renovation.  The  American  Federation  of  Lal)or  has  repeatedly  called  the  ttt* 
tention  of  Congress  to  the  deficiencies  in  the  legislation  providing  for  tbMi 
iirograms  and  in  their  administration  which  would  encourage  evil  practices  t» 
thrive.  These  deficiencies  are  the  result  of  a  complete  misconception  of  tin 
proper  and  necessary  role  of  the  Government  in  housing.  They  stem  from  tbe 
notion  that  an  agency  of  the  Government  can  divorce  itself  from  serving  ti» 
broad  public  interest  and  instead  serve  exclusively  a  private  commercial  inteicit 
The  attitude  of  the  FHA  throughout  has  been :  We  serve  the  mortgage  leaden, 
home  builders,  and  the  real-estate  dealers,  we  have  nothing  to  do  with  hone 
buyers;  we  have  no  contact  with  the  public.  This  is  not  far  from  the  attitude 
of  'The  public  be  damned." 

Tet,  one  affirmative  responsibility  of  the  Government  in  housing  is  to  pro- 
vide to  the  public  information  and  assistance  which  would  help  make  it  possible 
for  more  families  to  have  better  living  accommodations.  The  real  Jnstiflcatifla 
for  Government  guaranties  and  other  housing  aids  is  to  to  lielp  to  get  good 
housing  within  the  reach  of  families  who  need  it.  Any  direct  or  indirect  assiit- 
ance  to  builders,  contractors,  dealers,  mortgage  lending  institutions  or  ochen 
Involved  in  the  building,  renovation,  or  financing  of  homes,  can  be  Justified 
only  to  the  extent  that  such  assistance  will  contribute  to  tangible  benefits  to 
families  who  need  housing.  Such  assistance  is  not  ju.stil1e<l  if  it  merely  increase 
the  profits  of  homebuilders  or  lenders. 

The  FHA  programs  have  consistently  neglected  the  consumer  interest  in 
housing.  The  FHA  programs  and  the  FHA  as  an  administrative  agency  have 
concentrated  on  serving  the  economic  interests  of  the  builders  and  mortgaire- 
lending  institutions.  This  misplaced  attitude  has  resulted  from  a  misguided 
belief  that  only  by  assuring  unduly  generous  rewards  to  builders  and  bankerii 
in  transactions  involving  no  risk  to  them  would  i!  be  possible  to  sjustain  m 
a(le<iuate  level  of  residential  construction. 

It  is  now  all  too  apparent  that  this  interpretation  of  what  has  been  the  pre- 
vailing attitude  in  the  FHA  ijrogranis  is  most  charitable,  to  say  the  least.  The 
fact  is  that  these  programs  liave  been  developed  and  administered  by-  Govern- 
ment officials  who,  almost  without  exception,  have  themselves  been  part  and 
pan-el  of  the  close-knit  fraternity  with  the  home-building  and  home-financing 
interests.  The  official  press  releases  of  the  FHA  itself,  announcing  appointment^: 
and  resignations  in  that  agency  make  it  <juite  dear  that  its  top  (Officials  have 
nearly  all  come  from  home-building  or  mortgage-tinance  firms.  After  servinfr 
a  term  in  the  FIIA.  most  of  them  eventually  return  to  nK)re  lucrative  jobs  in  the 
industry.  No  wonder  these  officials  have  jiivou  their  first  loyalty  to  the  home 
builders  and  mortgage  financiers  and  a  short  shift  to  the  interests  of  consumers. 

The  American  Federation  of  Lal)or  has  sought  for  many  years  to  bring  to 
the  attention  of  the  Ojngress  these  basic  inadequacies  in  the  FHA  programs 
and  in  the  ajrency  which  has  administered  them.  Anxious  to  avert  just  such 
fraudulent  abuses  as  have  come  to  light  in  the  current  disclosures,  we  ha?e 
repeatedly  urged  in  testimony  before  congressional  committees  legislative  changes 
wliich.  w<)ul.d  prevent  such  abuses  and  protect  the  consumer  against  fraud  and 
l<»ss  of  investment. 

For  example,  in  104(5  when  section  60S  of  the  National  Housing  Act  was  being 
amended  to  autbo  system  which   made  possible  fraudulent   appraisils 


Digitized  by  VjOOQ IC 


HOUSING   ACJT   OF    1964  1807 

md  MViidalous  windfall  profltR.  the  A.  F.  of  L.  stroDgly  opposed  the  euactment 
1^  this  amendment  and  nrged  the  complete  repeal  of  title  VI.  At  that  time  we 
•aid: 

"We  reiterate  otir  vigorous  opposition  to  the  extension  of  title  VI.  ♦  ♦  *  We 
believe  that  the  form  in  which  this  title  is  proi^osed  will  do  nothing  but  fleece 
the  veteran  and  the  taxpayer  by  having  the  Pedenxl  Government  underwrite 
mortgage  loans  at  excessive  interest  rates  for  emergency-built  homes  of  ques^ 
tionable  quality,  financed  without  any  risk  to  the  lender.  What  justification  is 
there  for  a  4-i)ercent  interest  rate  when  a  SK)-percent  commitment  by  the  Gov- 
ernment gives  the  lender  an  effective  100-perceut  guaranty  and  renders  the  loan 
ahsolntely  riskless?  *  ♦  ♦  Clearly,  then,  this  provision  is  designed  to  benefit  not 
the  veteran  but  the  speculative  builder." 

To  the  extent  that  it  still  can  be  done,  the  wrongs  that  have  already  occurred 
must  be  righted.  Rent  re<luctlons  should  be  secured  for  tenants  in  overvalued 
008  projects  whose  tenants  have  been  forced  to  pay  rents  15  to  25  percent  higher 
than  justified.  Likewise,  every  effort  should  be  made  to  reimburse  homeowners 
who  have  been  fleeced  by  unconscionable  prices  charged  by  unscrupulous  dealers 
and  contractors  for  shoddy  home  repairs  tlnanced  by  FHA-insured  loans  under 
the  title  I  program.  Such  rightful  restitution  for  past  abuses  should  not  be 
neglected  in  the  zeal  to  make  sure  that  similar  abuses  do  not  occur  in  the 
fDtnre. 

But  whatever  can  be  done  to  remedy  these  wrongs,  it  is  essential  that  legis- 
lation be  enacted  now  to  introduce  necessary  safeguards  in  the  basic  FHA  law 
and  in  the  procedures  and  requirements  of  the  administrative  agency  to  protect 
fnlly  the  financial  interests  of  consumers  and  of  the  Federal  Government.  To 
this  end  we  make  the  following  specific  recommendations : 

1,  Mandatory  builder's  tcarranty. — We  recommend,  as  we  have  so  rightly 
done  in  the  past,  that  every  builder  of  FHA-insured  housing,  or  receiving  other 
financial  assistance  under  the  program,  should  be  required  to  sign  a  builder's 
i^arranty  against  structural  defects  that  may  develop  within  the  first  2  years 
■f  ter  completion. 

For  the  average  family,  purchase  of  a  home  usually  involves  investment  of  its 
entire  savings.  It  represents  a  much  more  important  financial  undertaking  than 
iny  other  purchase.  Yet  the  consumer  is  protected  by  a  warranty  in  many  of 
Ills  household  purchases  while  he  has  no  comparable  protection  when  he  invests 
bis  savings  in  a  home.  Home  purchasers  must  have  this  minimum  protection 
yf  their  investment. 

There  is  no  valid  reason  why  it  should  not  be  possible  to  Institute  a  workable 
ind  effective  requirement  for  a  builder's  warranty.  Such  a  warranty  should  be 
Included  among  the  closing  documents  required  by  the  FllA  and  VA  before  com- 
nltment  to  insure  or  guarantee  is  issued. 

The  warranty  would  constitute  a  legal  obligation  on  the  part  of  the  builder  to 
the  purchaser  for  a  specified  period.    This  would  include : 

1.  The  builder  would  guarantee  that  the  house  as  sold  to  the  purchaser  con- 
forms with  the  plans  and  specifications  as  filed  with  the  F«HA  or  VA. 

2.  The  warranty  would  also  set  forth  that  for  a  period  of  2  years  after  occu- 
pancy, the  builder  would  agree  to  make  good  any  structural  defects  which  might 
arise  or  would  compensate  the  purchaser  for  any  expense  he  might  have  in  order 
to  repair  such  deficiencies. 

The  first  part  of  the  requirement  is  quite  clear  and  should  involve  no  diffi- 
culties. However,  taken  alone,  it  would  not  provide  sufficient  protection  to  the 
liome  purchaser  because  stnictural  defe<'ts  might  arise  which  were  clearly  the 
fault  of  the  builder. 

The  legislation  need  n(»t  list  the  specific  defects  which  should  be  included 
in  the  warranty.  This  could  be  a  matter  for  administrative  regulations.  Some 
of  the  items  which  these  regulations  should  cover  are  obvious.  The  home  pur- 
chaser ought  to  be  protected  against  flooded  basements,  wet  walls,  defects  in 
mechanical  equipment,  or  other  defects  which  may  result  from  poor  workman- 
ship or  materials.  The  required  warranty  including  these  and  other  items,  can 
be  drawn  up  on  the  Iwsis  of  the  best  practice  in  what  a  number  of  builders  are 
now  voluntarily  including  in  warranties  they  are  furnishing  to  their  customers. 
This  information  can  be  collected  and  analyzed  in  the  Housing  and  Home  Finance 
Agency  and  a  workable  and  effective  warranty  can  be  drawn  up  for  use  in  the 
FJELA  and  VA  programs. 

Once  the  requirement  of  the  warranty  is  instituted,  most  builders  will  no 
doubt  agree  t<»  make  g(K)«l  on  any  defects  legitimately  claimed  by  home  pur- 
chasers.    If  the  builder  thinks  that  the  complaint  is  not  legitimate  or  that  he 
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is  not  at  fault,  the  issue  can  be  settled  in  court  as  under  any  other  tjperf 
legal  and  binding  contract.  Both  the  builder  and  the  home  purchaser  might 
invoke  expert  judgment  in  their  behalf.     The  isue  would  then  be  adjudicated 

To  keep  litigation  to  a  mininmm,  the  FHA  and  VA  might  consider  inctodiij 
a  standard  arbitration  clause  in  the  warranty.  In  the  event  of  a  dispute  irislsf 
under  the  warranty,  the  parties  could  agree  on  a  single  arbitrator  or  an  MM- 
tration  board. 

2.  Protection  of  homeoicnent  under  title  I  program. — The  abuses  that  ine 
occurred  under  the  title  I  program  have  resulted  from  the  irresponsible  attittdi 
of  the  FHA  in  its  administration  of  the  program. 

First,  the  FHA  has  maintained  that  it  deals  only  with  the  bank  maklij  ^. 
the  loan  and  that  it  has  nothing  whatever  to  do  either  with  the  firm  whkl 
does  the  work  or  supplies  the  equipment  or  with  the  homeowner  who  borrwi 
the  money.  Acting  on  that  premise,  the  FHA  has  consistently  refused  to  polto 
its  loans  even  though  dealers  and  contractors  have  misrepresented  the  tn» 
actions  as  having  the  complete  endorsement  of  the  FHA. 

Second,  although  the  loan  is  made  to  the  customer  and  the  customer  is  re- 
quired to  pay  it  back  to  the  bank  in  monthly  installments,  he  does  not  obttii 
the  funds  directly  from  the  bank.  Instead,  it  is  the  dealer  or  contractor  wH 
gets  the  cash  directly  from  the  bank.  The  banks  seldom  attempt  to  inyestiprfc 
the  qualifications  of  the  dealers  or  the  worthiness  of  the  loan  so  long  as  ttaf 
are  assured  that  the  customer  will  pay  back  the  loan.  Thus  if  the  bank  matei 
a  loan,  insured  by  the  FHA,  of  $2,000  for  a  job  which  is  worth  no  more  thii 
$500,  the  bank  still  risks  no  loss  since  the  loan  is  insured  by  the  FHA.  Oi 
the  contrary,  the  bank  earns  a  good  rate  of  interest  on  the  loan  for  an  amotat 
which  far  exceeds  the  actual  worth  of  the  work  actually  done.  *, 

To  prevent  further  exploitation  of  homeowners  and  fraudulent  profiteerim  ^ 
by  dealers  and  contractors  under  the  title  I  program,  we  recommend:  " 

1.  Dealers  and  contractors  operating  under  the  title  I  program  should  l«   J 
licensed  by  the  FHA.     The  FHA  should  not  issue  a  license  to  a  dealer  or  cot-   ^ 
tractor  unless  it  is  satisfied  as  to  his  financial  competence,  his  qualillcatioM  ti 
do  the  job,  and  his  past  record  in  the  industry. 

2.  The  contractor  or  dealer  should  be  required  to  certify  to  the  lending  agefnef ' 
the  actual  costs  involved  in  the  job.  The  lending  agency  should  be  require! 
to  keep  a  record  of  these  costs  for  spot  inspection  by  the  FHA. 

3.  Title  I  loans  should  be  made  directly  to  the  customer  and  not  to  the  dealer 
or  contractor  who  should  receive  his  reimbursement  directly  from  the  customer. 
In  this  way.  the  homeowner  will  know  exactly  how  much  he  is  paying  for  the 
Job  and  can  hold  up  payments  if  the  dealer  or  contractor  fails  to  make  good* 
his  contract. 

4.  Title  I  loans  should  he  limited  to  genuine  home  repair,  renovation  asd 
modernization.  They  should  not  extend  to  luxury-type  projects  such  as  swini- 
ming  pools,  airplane  hangars,  and  other  types  of  structures  or  equipment  vbicli 
are  not  integral  to  tiie  provision  of  living  accommodations. 

3.  Sofcf/uards  in  valuation  procedures  for  determining  maximum  mori^0 
amounts  for  FHA  insurance. — There  is  no  need  for  us  to  describe  in  detailthe 
abuses  which  have  occurred  under  the  FHA  008  program  and  also  under  other  I 
FHA  programs  as  a  result  of  improper  valuation  procedures  for  doterminin?  ' 
maximum  niortgage  amounts  for  FHA  insurance.  It  would  be  well,  however, 
to  bring  to  the  attention  of  the  committee  one  aspect  of  these  abuses  with  whidi 
we  are  particularly  concerned. 

For  many  years,  the  A.  F.  of  L.  has  urged  that  housing  built  under  the  FHA 
or  VA  program,  as  well  as  all  other  prop^rams  involving  Federal  financial  as- 
sistance, he  made  subject  to  the  requirement  for  the  payment  to  all  employee? 
of  wage  rates  prevailing:  in  the  locality  as  determined  by  the  Secretary  of  LaW- 
We  have  strongly  urged  that  the  Federal  Government  should  not  be  in  the  posi- 
tion of  helping  to  make  funds  available  for  projects  which  involve  payment  of 
substandard  wages  for  any  employees. 

We  have  succeeded  in  securing  the  enactment  of  such  requirements  for  some  of 
the  FHA  programs,  including  the  FHA  G08  program.  We  have  found,  however, 
that  in  numerous  instances  under  that  program  builders  flagrantly  disregarded 
the  requirement  to  pay  the  prevailing  wage  to  their  employees.  When  the 
A.  F.  of  L.  brought  these  cases  to  the  attention  of  the  FHA  Commissioner.  ^ 
refused  to  take  any  remedial  action.  The  FHA  not  only  refused  to  insist  that 
builders  meet  the  lesal  requirement  to  pay  the  prevailing  wage  but,  as  a  matter 
of  fact,  made  insured  loans  on  the  basis  of  prevailing  wages  to  builders  who  were 
actually  paying  less  than  the  prevailing  rates.     These  builders  employed  sach 
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illegal  practices  as,  for  example,  paying  Joumermen  craftsmen  apprentice  rates. 
SUnce  the  rents  in  these  projects  were  based  on  the  amount  of  the  mortgage,  in 
sffect,  the  tenants  of  the  projects  and  the  workers  who  built  them,  subsidiseil  the 
unscrupulous  builders  who  obtained  the  fraudulently  excessive  loans  insured 
U  tne  FHA. 

To  correct  these  abuses,  we  urge  that  the  requirements  now  applying  to  mill- 
JI17  (title  YIII)  and  defense  (title  IX)  housing  be  extended  to  a)l  bousing 
iMdsted  by  €rovemment  insurance  or  guaranties.  Adoption  of  such  requirements 
irould  mean  that  the  mortgagor  would  be  required  to  certify  on  completion  of 
the  pliysical  improvements  on  the  mortgaged  property,  the  amount,  if  any.  by 
irlilcli  the  proceeds  of  the  mortgage  loan  exceeded  the  actual  costs  of  the  physical 
trnprovements.  The  mortgagor  within  60  days  after  such  certification  would 
be  required  to  pay  to  the  mortgagee  for  application  to  the  reduction  of  the 
principal  obligation  of  the  mortgage  the  amount,  if  any.  certified  to  be  in  excess 
«tf  actual  cost. 

CONCLUSION 

These  are  our  specific  recommendations  designed  to  prevent  specific  abuses 

Mor  committee  is  now  considering.  Tet,  we  emphasize  that  the  problem  must 
J*  Considered  in  the  broader  context  of  the  entire  Government-housing  policy. 
«^  overriding  principle  we  have  urged — that  the  Government's  role  in  housing 
■■jouid  be  to  help  make  more  good  housing  available  to  more  people — should  not 
^My  be  applied  to  the  particular  problems  under  investigation  but  also  and  with 
•Jljai  vigor  to  all  housing  legislation.  In  addition,  as  the  A.  F.  of  L.  p<^inted 
?■■*  in  testimony  before  this  committee  earlier  this  year,  it  is  essential  that 
2j^^*>«iiig  legislation  be  geared  to  the  present  realities  of  the  economic  life  of 
rJJl^  ^^ation.  It  must  be  responsive  to  the  immediate  economic  conditions  of  the 
^^*>ent  business  recession,  and  it  must  contribute  to  the  long-term  health  and 
^^Bced  growth  of  American  communities  and  of  the  whole  economy. 
^wc  urge  favorable  consideration  of  our  recommendations  for  assuring  neces- 
J^y  safeguards  and  protections  to  consumers,  wage  earners,  and  the  Govern- 
2J^**t  under  these  programs  of  Federal  Insurance  and  guaranties.  We  also  ask 
2?^  the  recommendations  we  submitted  on  March  25  be  given  favorable  con- 
F^^ration  as  the  major  step  toward  achieving  a  housing  program  responsive 
^^  the  Nation*8  needs. 

The  Chairman.  I  want  to  call  Mr.  Mason. 
»    IX)  you  solemnly  swear  to  tell  the  truth,  the  whole  truth,  and  nothing 
**^t  the  truth  so  help  you  God  ? 
Mr.  Mason.  I  do. 

TESTIMOHT  OF  NORMAN  P.  MASON,  ACTING  COMMISSIONER, 
FEDERAL  HOXTSING  ADMINISTRATION 

,^^The  Chairman.  You  are  the  present  Acting  Commissioner  of  the 
*tBA? 

Mr.  Mason.  That  is  correct,  sir. 

The  Chairman.  How  long  have  you  been  in  that  position? 

Mr.  Mason.  Since  Anril  15. 

The  Chairman.  Of  tliis  year? 

Mr.  Mason.  This  year,  1954. 
^  The  Chairman.  Now,  Mr.  Mason,  do  you  have  any  recommenda- 
tions as  a  result  of  your  2  weeks  in  office,  any  recommendations  to 
^ake  to  us  as  to  what  we  ought  to  do  with  the  bill  that  is  before  us 
J^ith  respect  to  tightening  it  up  to  make  certain  that  the  same  alleged 
itreffularities  cannot  happen  again? 

Mr.  Mason.  Well,  Senator  Capehart,  I  couldn't  have  sat  in  these 
hearings  of  yours  and  not  hoped  that  something  was  going  to  be  done 
to  make  the  Federal  Housing  Administration  do  a  better  job  for  tlie 
American  public.  I  have  been  learning.  I  am  not  an  exiwrt,  as  you 
know,  at  this  stage,  in  the  operation  of  my  agency.    I  couldn't  expect 
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to  be  in  so  short  a  time,  but  I  certainly  have  learned  in  your  commil* 
tee  hearings  here,  more  rapidly  than  I  could  learn  any  other  way,  soni 
of  the  unfortunate  things  that  are  happening  in  our  agency. 

I  would  just  like  to  say  in  starting  out  that  I  think  these  hearingi 
are  very  worthwhile  things,  for  2  or  3  points.  In  the  first  phioe,ii 
want  to  assist  our  citizens  to  use  this  financing  help  and  stiU  proM 
those  people  from  the  cheats  and  the  swindlers.  I  think  we  need  K 
find  ways  to  prevent  recurrence  of  this  fraud  and  unethical  praetki^ 
if  it  is  fraud,  in  these  large-scale  loans,  and  I  think  the  other  wordh 
while  thing  you  are  doing  is  bring  to  light  unethical  practices*  so  tb 
ethical  people  in  the  building  industry  won't  be  smeared  with  ttijt 
same  tar.  » 

Perhaps,  I  could  tell  you  some  of  the  things  I  have  done  in  tiiel 
weeks,  that  you  might  be  interested  in.  I  did  the  usual  things  at  M^ 
I  got  the  staff  together  and  talked  with  them  and  I  issued  memonii- 
dums  and  so  on,  but  the  first  real  step  I  took  was  to  set  up  a  review  com- 
mittee  in  my  agency — not  an  investigation,  but  the  technical  men  ii 
my  agency  to  see  what  loopholes  there  might  be  in  other  programsblv 
cause  I  felt  that  I  certainly  should  tell  this  committee  what  I  coril 
find  about  better  ways,  as  we  say  it,  for  changes  in  the  law,  and  I  dta 
wanted  to  know  what  was  needed  in  administrative  actions  to  tighta 
up  the  law.  f 

I  have  four  subcommittees*,  one  on  organization,  one  on  the  title  | 
repair-and-remodeling  loan  program,  one  on  rental-housing  loan  prti 
grams,  and  one  on  f  or-sale-housing  loan  programs.     These  committei 
are  at  w^ork  now.  -f 

Organizationally,  it  is  too  early  for  me  to  make  positive  assertioM 
but  my  experience  has  always  been  in  business  that  when  I  went  inti 
a  new  company,  I  could  find  things  that  were  being  done  wrong  there. 
I  didn't  have  to  look  very  far,  I  just  had  to  sit  in  these  hearings  to 
understand  some  of  tlie  things  that  have  been  done  wrong,  and  I  am 
especially  reviewing:  the  things  that  have  come  up  in  the  testimony, 
where  people  here  have  indicated  that  they  didn't  know  what  their 
jobs  were,  or  what  they  were  doing.  I  have  such  things  to  do  as 
workload  measurement,  whether  authority  is  set  in  the  right  line  and 
things  of  that  kind.  ' 

I  liave  written  a  personal  letter  to  each  one  of  these  75  field  directoit  i 
around  the  territory  and  told  them  a  thing  that  I  learned  in  yoar 
committtee  and  that  was  that  the  general  impression  is  that  our  agency 
is  not  thinking  about  the  public  but  we  are  thinking  only  about  tli 
builders  and  tne  lenders.  I  said  we  have  to  think  aoout  the  builders 
and  lenders  but  the  public  is  of  primary  importance  and  I  hoped  they 
would  do  that. 

I  have  also  sent  memoranda  to  the  lending  institutions  under  the 
title  I  progiam  because  I  felt  it  was  very  important  that  right  away 
we  should  tell  them  that  we  expect  them  to  exercise  not  only  caution 
as  to  the  proper  and  legal  method  of  handling,  but  to  use  some  com- 
monsense  about  it,  too.  And  then  right  now  I  am  working  on  a  pro- 
gram to  get  a  public-information  service  in  mv  agency  so  that  the 
public  can  know  what  goes  on  in  the  Federal  Housing  Administra- 
tion. 

These  committees  have  not  imported  to  me  vet.  They  are  supposed  to 
get  their  reports  in  this  week  and  I  will  make  those  recommendations 
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you  in  writing,  or  I  will  come  back  here,  whichever  you  prefer.  I 
ve  intended  to  sit  in  and  listen  to  some  of  the  discussion  that  is  going 
j^and  sit  in  on  your  meetings  here. 

the  Chairman.  At  May  18  we  are  going  to  write  up  this  proposed 
ipslation  that  has  been  sent  to  us  by  the  House.  We  are  going  to 
sess  in  a  few  minutes  on  our  hearing  aspect  of  this  matter  and  on 
fkj  18  we  are  going  to  start  writing  up  the  bill.  We  certainly  want 
ur  recommendations  as'  to  what  we  should  and  should  not  do. 
Mr.  Mason.  I  appreciate  the  opportunity. 

The  Chairman.  I  want  to  say  tnis  to  vou,  we  are  going  to  use  our 
Ti  judgment  this  time  rather  than  k)11ow  the  recommendations 
it  we  have  had  in  the  past,  but  we  still  want  them. 
ifr.  Mason.  I  think  in  view  of  what  has  happened,  you  are  prob- 
Ij  well  Justified  in  making  such  a  statement. 
Uould  1  answer  any  questions? 

rhe  Chairman.  Go  ahead  if  you  have  anything  further. 
fcfr.  Mason.  For  instance,  on  the  section  213  cooperative  program, 
this  program  I  certainly  think  there  should  be  a  provision  made  so 
Lt  we  can't  mortgage  out.  I  think  there  should  be  one  in  the  sec- 
n  207  program.  The  section  207  program  is  not  as  vulnerable  as  the 
tion  213,  because  of  a  different  sort  of  value  that  is  used  in  it,  and 
»iuse  the  loan  to  value  ratio  is  different.  I  believe  in  both  programs 
peould  not  be  an  unjust  burden  on  the  institutions  to  ask  them  to  do 
8.  And,  sir,  having  sat  here  and  listened  to  what  has  gone  on,  I 
lieve  that  not  onlv  should  they  not  be  able  to  mortgage  out  but 
5y  should  not  be  aWe  to  get  beyond  the  percentage  of  the  loan  that 
5y  were  supposed  to  get  in  the  first  place.  I  see  no  reason  why,  if  a 
«i  is  suppc«ed  to  be  90  percent  of  the  value,  why  it  should  be  greater. 
The  Chairman.  Then  you  recommend  that  we  write  the  law  so  that, 
it  calls  for  80  percent,  it  will  be  80  percent  of  the  actual  cost? 
Mr.  Mason.  Yes,  sir. 

The  Chairman.  If  it  is  90,  it  will  be  90  percent. 
Ifr.  Mason.  Yes,  sir. 

The  Chairman.  If  it  is  95,  it  will  be  95,  and  no  more  and  no  less. 
Mr.  Mason.  Well,  it  could  be  less,  but  it  shouldn't  be  more. 
The   Chairman.   Well,   I    don't    know    why    it   should   be   less 
Irticularly. 

Mr.  Mason.  They  could  have  a  mortgage  for  a  smaller  amount  is 
1 1  meant. 

The  Chairman.  My  point  is,  if  we  agree  to  take  85  percent  of  the 
«t,  then  it  ought  to  be  85  percent  of  the  cost  unless  the  man  volun- 
rily  wants  to  reduce  the  amount  of  his  mortgage.  That  is  some- 
ing  else  again. 

Mr.  Mason.  This  is  a  personal  opinion  I  have  just  gained  in  these 
arings  listening,  but  I  oelieve  that  probably  my  agency  committees 
II  rei>ort  along  this  same  line.  I  hope  they  do. 
The  Chairman.  We  want  you  to  give  a  lot  of  thought  as  to  whether 
u  think  we  should  go  to  100  perrent  as  the  new  bill  calls  for,  .under 
jtion  221. 

We  also  want  you  to  give  a  lot  of  thought  to  whether  we  ought  to 
urease  from  $2,500  to  ^,000  the  title  I  individual  loans  and  increase 
3  terms. 
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Mr.  Mason.  Those  are  good  questions.  The  first  one  is  a  very  to«j 
question,  but  it  has  to  have  an  answer. 

On  the  section  203  loans,  the  individual  loans,  I  am  not  so  si 
that  we  want — in  fact,  I  believe  that,  so  far  as  my  information  g 
now,  what  I  have  learned,  we  probably  do  not  need  this  same  a 
against  mortgaging  out,  because,  as  I  study  these,  I  see  that  the  in) 
vidual  loan,  the  section  203  loan,  there  is  no  loan  made  to  the  build 
I  mean  his  insured  loan  is  made  only  to  the  buyer  and  I  believe  t 
danger  there  of  the  abuse  is  much  less,  and  I  don't  think  we  want 
put  unnecessary  burdens  on  people  where  they  are  not  needed. 

So  far  as  title  I  is  concerned,  1  think  we  need  to  put  greater  burd 
on  the  lender.  The  lender  is  one  of  the  two  people  in  this  transacti< 
who  gets  paid.  He  should  be  a  responsible  Dusmessman,  and  shou 
be  able  to  sort  out  from  among  his  customers,  the  responsible  frc 
the  irresponsible,  and  I  believe  that 

The  (Jhairman.  He  is  on  the  ground,  but  if  Pittsburgh  is  doii 
business  in  Tennessee,  it  is  a  little  hard  to  go  down  there  and  che 
the  Tennessee  sale. 

Mr.  Mason.  I  would  say  it  would  be  very  difficult  unless  Pittsbur 
had  a  branch  office  in  Tennessee.  In  many  of  those  cases  where  th 
was  widespread  lending,  there  were  cases  of  branch  offices.  For  i 
stance,  there  were  finance  companies  that  use  FHA  title  I.  Th 
use  it  now  much  less  than  they  used  to,  but  they  did  do  business 
over  the  country,  these  finance  companies. 

I  have  listened  to  these  different  proposals  on  coinsurance.  I  hs 
had  3  or  4  made  to  me  and  I  will  come  up  and  report  to  you  my  reco 
mendation  which  you  can  use  or  toss  out  as  you  please,  but  at  lei 
I  am  willing — I  am  not  only  willing,  but  I  am  glad  to  do  that. 

The  Chairman.  We  want  all  the  suggestions  and  thoughts  a 
ideas  and  help  we  can  get.  The  point  I  wanted  to  make  is  that  I  thi 
this  has  taught  us  a  lesson,  that  Congress  ought  mavbe  not  to  U 
everything  for  granted  that  these  administration  people  tell  them,  a 
check  a  little  deeper  into  a  lot  of  these  things. 

Mr.  Mason.  You  can  appreciate,  I  think,  my  feelings  come  into  it. 

The  Chairman.  No  longer  are  we  going  to  take  at  face  value  a 
of  statements  that  witnesses  make  before  us. 

Mr.  MawSon.  You  can  appreciate  my  feelings,  coming  into  an  or| 
nization  and  seeing  some  of  the  things  that  have  been  going  on. 
only  came  down  here  because  I  believe  in  the  American  people  an< 
don't  believe  in  swindling  the  American  people  or  making  it  possible 
do  so. 

The  Chairman.  You  don't  want  to  see  them  get  cheated. 

Mr.  Mason.  No,  sir. 

Those  are  the  suggestions  that  I  have,  Senator  Capehart.  As  I  s 
I  will  be  very  happy  to  make  a  formal  written  report  to  you  on  t 
questions  that  you  have  asked  me,  and  any  other  things  we  find,  1 
cause  I  think  we  will  find  things  we  have  not  known  about  beforehai 

The  Chairman.  I  think  inasmuch  as  there  is  another  vote  and  ^ 
are  going  to  have  lots  of  time  here  in  the  future  to  get  into  evevy  f 
pect  of  this  inquiry  and  investigation,  that,  if  there  is  no  objecti( 
on  the  part  of  the  committee  members,  we  will  stand  in  recess  tot 
call  of  the  Chairman. 
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Mr.  Mason.  ,y  I  say  that  my  Federal  Housing  Administration 
stands  ready  at  y  time  to  bring  any  people  up  here  that  you  want  to 
aee  and  talk  to. 

The  Chairman.  Thank  you  and  we  possibly  will  want  them. 
I    We  will  now  stand  in  recess  subject  to  the  call  of  the  chairman  and 
1  iart  writing  up  the  legislation  on  May  18. 

.   (Whereupon,  at  3: 40  p.  m.,  the  committee  recessed  to  reconvene  at 
iHie  call  of  the  Chairman.) 
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APPENDIX 


The  following  title  I  regulations,  revised  to  December  18,  1953, 
'e  ordered  inserted  in  the  record,  see  p.  1351 :) 

PROPERTY  IMPROVEMENT 
LOANS 

UNDER 

TITLE  I 

OF  THE 

NATIONAL  HOUSING  ACT 

REGULATIONS 

GOVERNING  CLASS  1  AND  2  LOANS 
EFFECTIVE  JULY  1,  1947 
INCLUDING  ALL  AMENDMENTS  TO  DECEMBER  18,  1953 


^.SvS*^^ 


ISSUED  BY 

FEDERAL  HOUSING  ADMINISTRATION 

WASHINGTON  25,  D.  C. 

20 

mber  31,  1953  1815 
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TITLE  I 
PROPERTY  IMPROVEMENT  LOANS 

GENERAL  ADMINISTRATIVE  POLICY  APPLICABLE  TO 
PROPERTY  IMPROVEMENT  LOANS  REPORTED  FM 
INSURANCE  UNDER  TITLE  I  OF  THE  NATIONAL 
HOUSING  ACT 

The  Title  I  program  provides  an  instrument  by  which  financial  in- 
stitutions, the  building  and  allied  industries,  and  the  Federal  Got- 
ernment  combine  to  assist  borrowers  to  make  eligible  improvemeoilj 
to  their  property.  The  operation  of  the  Title  I  program  is  based  oi 
the  good  faith  of  all  concerned — the  good  faith  on  the  part  of  th 
individual  borrower  who  applies  for  and  receives  a  loan,  the  gool 
faith  of  the  dealer  or  contractor  in  carrying  out  the  terms  of  hi 
contract  and  rendering  proper  service  to  the  customer,  the  good 
faith  of  financial  institutions  in  acquiring  and  servicing  Title  I  loaiH 
and  the  good  faith  of  the  Federal  Housing  Administration  in  carryin) 
out  its  obligations  and  responsibilities.  While  certain  regulator 
measures  are  necessary  to  effectuate  mutual  objectives,  a  large  n 
sponsibility  is  placed  upon  participating  lending  institutions  for  tii 
exercise  of  soimd  discretion  and  prudent  practices  in  carrying  outth 
program. 

The  guiding  principles  set  forth  herein  are  to  assist  the  lendin 
institution  in  the  proper  operation  of  its  Title  I  lending  activity. 

These  principles  may  be  interpreted  as  the  general  administratii 
policy  of  the  Administration  but  they  are  not  regulatory.  This  stat 
ment  of  policy  is  presented  to  clarify  certain  questions  which  ma 
arise  and  to  offer  helpful  suggestions  gained  by  the  Federal  Housii 
Administration  in  the  light  of  its  experience  over  a  number  of  year 

QUALIFICATIONS  FOR  A  CONTRACT  OF  INSURANCE 

Under  Title  I  of  the  National  Housing  Act,  as  amended,  the  Con 
missioner  is  authorized  and  empowered  to  insure  banks,  trust  con 
panies,  personal  finance  companies,  mortgage  companies,  building  an 
loan  associations,  installment  lending  companies,  and  other  such  final 
cial  institutions,  which  he  finds  to  be  qualified  and  approves  as  eligiU 
for  credit  insurance,  against  losses  which  thej'  may  sustain  as  a  resul 
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ligible  property  improvement  loans.  Application  for  a  Contract 
nsnrance  may  be  made  upon  the  proper  form  to  the  Federal  Hous- 
Administration. 

A.  The  following  institutions  are  eligible  to  hold  a  Contract  of 

Insurance : 

1.  Financial  institutions  which  have  held  a  Contract  of  In- 

surance and  have  demonstrated  to  the  Commissioner 
their  ability  to  conduct  satisfactorily  their  Title  I 
operations. 

2.  Members  of  the  Federal  Reserve  System,  of  the  Federal 

Home  Loan  Bank  System,  and  institutions  whose  de- 
posits are  insured  by  the  Federal  Deposit  Insurance 
Corporation. 
8.  Any  Federal,  State  or  municipal  governmental  agency  that 
is  or  may  hereafter  be  empowered  to  conduct  an  install- 
ment lending  operation. 

B.  Any  lending  institution  not  hereinbefore  mentioned  may  qual- 

ify for  a  Contract  of  Insurance  upon  application,  if  it  pos- 
sesses the  following  qualifications  and  meets  the  following 
conditions  to  the  satisfaction  of  the  Commissioner : 

1.  It  is  a  chartered  institution  or  other  permanent  organiza- 

tion having  succession  and  having  sound  capital  funds 
properly  proportioned  to  its  liabilities  and  to  the  char- 
acter and  extent  of  its  operations. 

2.  It  is  subject  to  inspection  and  supervision  by  a  govern- 

mental agency;  or  if  not  subject  to  such  inspection  and 
supervision,  it  submits  an  independent  detailed  audit 
of  its  books  made  by  an  accountant  satisfactory  to  the 
Commissioner,  and  so  long  as  it  holds  a  Contract  of  In- 
surance, it  fiTes  with  the  Commissioner  similar  audits  at 
least  once  in  each  calendar  year. 

8.  Its  principal  activity  is  lending  funds,  or  investing  in 
mortgages,  consumer  installment  notes,  or  similar  ad- 
vances of  credit,  and  it  demonstrates  its  ability  to  pass 
on  borrower's  credit  and  to  effect  collections. 

4.  It  is  permitted  by  statute  in  the  jurisdiction (s),  in  which 
it  proposes  to  operate,  to  make  loans  in  the  maximum 
amounts  and  maturities  as  prescribed  by  the  Act. 

6.  It  has  lending  quarters  and  facilities  that  are  in  keeping 
with  the  accepted  facilities  of  financial  institutions  mak- 
ing consumer  credit  type  loans. 

TERMINATION  OP  A  CONTRACT  OF  INSURANCE 

.  Contract  of  Insurance  may  be  terminated  with  respect  to  any 
ire  business  at  any  time  upon  5  days  written  notice  from  the 
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Commissioner  where  it  appears  to  the  Commissioner  that  a  finaodil 
institution  is  not  exercising  proper  credit  judgment,  is  not  taking  thi 
steps  which  may  be  considered  reasonably  necessary  to  safeguard  i| 
outstanding  loans,  or  is  not  exercising  proper  care  in  selecting  thoei 
from  whom  it  purchases  notes.  Cancellation  of  a  Contract  of  hmt- 
ance  will  in  no  way  adversely  affect  the  insurance  reserve  on  loiv 
theretofore  accepted  for  insurance  recordation. 

If  an  insured  electa?  to  discontinue  the  making  of  Title  I  louuj 
may  request  a  termination  of  the  Contract  of  Insurance  and  all  in 
ance  reserves  earned  by  such  insured  as  of  the  date  of  terminatimil 
the  Commissioner  will  remain  to  its  credit  until*  (1)  exhausted  byf 
filing  of  claims  for  loss,  or  (2)  the  liquidation  of  all  Title  I  loans  ini 
portfolio  of  such  insured.    It  is  necessary  that  notice  in  writing! 
the  contemplated  action  be  given  to  the  Commissioner  sufficiently] 
advance  of  the  desired  effective  date  to  permit  an  orderly  pre 
of  pending  loan  reports. 

INSURANCE  PROTECTION  AFFORDED 

The  total  amount  of  Title  I  loans  with  respect  to  which  the 
missioner  may  grant  insurance  and  which  may  be  outstanding  at 
one  time  is  set  at  a  maximum  of  $1,750,000,000. 

An  insurance  reserve  is  established  for  each  insured  equal  to  10  [M 
cent  of  the  aggregate  net  amount  advanced  by  it  on  all  eligible  loi9 
It  is  the  lending  institution  which  is  insured  and  not  the  individnf 
loan.    From  the  reserve  which  may  be  accumulated  there  is  dedudu 
the  amount  of  the  claims  paid  to  such  insured.    On  January  1  or  Jil^ 
1  next  following  the  expiration  of  a  period  of  30  months  after  1^ 
issuance  of  the  Contract  of  Insurance  to  a  lending  institution  by  to 
Commissioner  the  amount  of  insurance  reserve  to  the  credit  of  sud^ 
insured  shall  be  adjusted  by  carrying  forward  into  the  next  semianmill 
period  four-fifths  of  the  unused  reserves  outstanding  on  each  such  date 
The  insurance  reserve  of  each  insured  will  be  adjusted  in  like  mannei 
on  each  subsequent  semiannual  period. 

The  amount  of  unused  reserves  to  be  carried  forward  at  the  beginninj 
of  each  semiannual  period  will  be  determined  according  to  the  record 
of  the  Commissioner  and  a  statement  showing  the  amount  of  and 
unused  reserves  will  be  furnished  to  each  insured  as  promptly  as  poi 
sible  after  the  close  of  each  semiannual  period. 

Each  individual  loan  is  reported  to  the  Commissioner  and  is  accepto 
by  him  for  insurance  recordation  in  reliance  upon  the  certification  0 
the  institution  that  the  loan  was  made  in  accordance  with  the  I»C 
visions  of  all  applicable  Regulations.  If  default  occurs  and  claim  ft 
reimbursement  of  loss  is  made  by  the  lending  institution,  the  claii 
will  be  paid  upon  proper  audit  and  finding  that  the  loan  was  handle 
in  accordance  with  the  Regulations. 
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There  reasonable  credit  judgment  is  exercised  and  the  institution 
kes  a  fair  volume  of  loans,  the  insurance  coverage  afforded  is  vir- 
Jly  a  100  percent  guarantee  against  loss. 

INSURANCE  CHARGE 

rhe  Regulations  provide  for  an  insurance  premium  charge  of 
"ee-fourths  percent  per  annum  of  the  net  proceeds  of  each  loan 
x>rted  for  insurance,  except  that  the  charge  is  one-half  percent  per 
aum  on  class  1(b)  loans  in  excess  of  $2,500,  exclusive  of  financing 
iiges,  and  on  class  2  (b)  loans  having  a  maturity  in  excess  of  7  years, 
le  charge  for  a  full  month  is  made  for  the  fractional  period  of  a 
mth  of  more  than  15  days  but  no  charge  is  made  for  the  fractional 
riod  of  a  month  of  15  days  or  less.  For  example,  in  the  case  of  a  loan 
r  a  term  of  36  months  and  15  days  a  charge  is  made  for  36  months 
d  in  the  case  of  a  loan  for  a  term  of  36  months  and  16  days  a  charge 
n  be  made  for  37  months.  As  an  illustration  of  the  computation  of 
e  insurance  charge,  if  the  net  proceeds  of  a  loan  maturing  in  36  equal 
mthly  installments  beginning  1  calendar  month  after  the  date  of  the 
te  is  $1,000,  the  premium  charge  would  be  2^4  percent  (3  years  times 
rae-fourths  percent)  of  $1,000  or  $22.50. 

The  lending  institution  will  be  billed  once  a  month  on  all  loans  re- 
tted for  insurance  during  the  previous  period,  the  receipt  of  which 
ite  been  acknowledged  by  the  Commissioner.  Detailed  information 
A  instructions  are  available  to  lending  institutions  pertaining  to  the 
Bpotation  and  payment  of  the  insurance  charge  so  as  to  avoid 
inmderstanding  and  assure  the  efficient  handling  of  the  matter  with 
ft  minimum  effort 

No  part  of  the  insurance  charge  may  be  passed  on  to  the  borrower 
tectly  or  indirectly  if  such  charge  would  cause  the  total  payments 
ide  1^  the  borrower  to  exceed  the  maximum  charge  permitted. 

LENDING  AREA 

rhe  Federal  Housing  Administration  expects  a  qualified  financial 
ititution  to  confine  its  Title  I  business  to  the  trading  area  usually 
rred  by  the  institution  in  its  normal  operations.  It  has  been  our 
perience  that  when  an  institution  extends  its  lending  operations, 
f€md  a  territory  which  it  services  in  its  other  lending  activities, 
cannot  properly  or  profitably  handle  such  business.  A  lending 
titution  must  be  in  a  position  to  investigate  credits,  make  periodic 
it  checks  of  the  improvements  being  financed,  and  have  its  own 
ployee  or  qualified  representative  make  personal  contact  with  delin- 
mt  borrowers. 
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LOAN  CHART 


The  following  chart  is  provided  so  that  the  maximom  a 
maturity,  and  financing  charge  of  an  eligible  loan  may  be  i 
determined. 


Type  of  loan 

Type  improToment 

maturity 

amount 

CtaHKa)... 
CtaHlCb)... 

ClaH2(a)... 
ClaH3(b)... 

Repair,  alteration,  or  tan- 
provement  of  an  ezistlnff 
•truetore. 

Alteration,  repair,  tanpipye- 
ment  or  conTenion  of  ex- 
Istinf  stmetore  used  or  to 
be  used  as  an  apartment 
boose  or  a  dwellinf  for 
two  or  more  funlUes. 

Coostraettonofanewrtroo- 
tnre  tor  be  used  esdusl'vely 
lor  otber  tban  residential 
or  asrionltoral  porpoees. 

Constmetlon  of  a  new  struc- 
ture to  be  used  in  wbole  or 
in  part  lor  affrieultunU 
purposes,  ezdnslTe  of  rcsl' 
dentlal  purposes. 

S  years  S2  days 

7  yean  83  days.... 

8  yean  83  days.... 

7  yean  82  days.  If 
secured  by  first 
lien.Uyean83 
days. 

laooo 

8^000 
8^000 

$6  discount  pa 

discount  pff 
excess  of  lE« 

85  discount  pa 
year. 

85  discount  pa 

jeer,  81.80  dii 
8100  U  msta 
excess  of77es 

The  added  82-day  period  is  provided  in  order  to  permit  the 
mum  of  86,  84,  or  180  monthly  payments,  as  the  case  may  be, 
event  there  should  be  2  calendar  months  to  the  first  payment 

ELIGIBLE  NOTES 

In  order  that  a  note  may  be  eligible  it  is  necessary  that  it  b 
genuine  signature  of  the  borrower (s).  The  note  must  be  val 
enforceable  against  the  "borrower (s)"  as  defined  in  the  Regul 
also  any  signature  in  addition  to  the  borrower (s),  such  as  the  co: 
or  endorsers,  must  be  genuine.  A  note  bearing  the  forged  si| 
of  any  of  the  obligors,  whether  primarily  or  secondarily  liable 
insurable.  In  this  connection,  if  the  note  is  executed  for  and  on 
of  a  corporation  or  in  a  representative  capacity,  the  note  mustc 
binding  obligation  of  the  principal.  The  note  must  stipulate  tt 
ber  and  amount  of  the  equal  periodical  payments,  with  the  fir 
ment  not  less  than  6  days  nor  more  than  2  calendar  months  fi 
date  of  the  note.  It  is  suggested  that  the  date  fixed  by  the 
institution  for  the  first  and  subsequent  payments  should  be  mad( 
able  to  the  borrower  and  correspond  whenever  possible  with  t 
on  which  he  receives  his  income. 

Notes  must  contain  a  provision  for  acceleration  of  maturit 
default,  either  automatically  or  at  the  option  of  the  holder. 

FINANCING  CHARGES 

The  maximum  financing  charge  allowed  by  the  Regulatior 
tended  to  cover  all  expenses  that  may  be  incuri-ed  by  the  ins 
in  placing  the  transaction  on  its  books,  except  the  follow  inge 
that  may  be  incurred  in  taking  security  for  the  loan:  recor 
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ling  fees,  documentary  stamp  taxes,  title  examination  chargres  and 
azard  insurance  premiums.  These  costs  may  not  be  included  in  the 
ice  amount  of  the  note  nor  paid  out  of  the  proceeds  of  the  loan  but 
ley  may  be  paid  by  the  borrower  as  a  separate  item. 
Although  the  standard  formula  for  determining  the  charge  to  the 
irrower  contemplates  a  monthly  installment  note,  it  is  intended  that 
.6  same  resulting  ratio  shall  apply  in  the  case  of  a  note  on  which 
ere  is  only  one  payment  (or  any  number  more  or  less  than  12)  per 
jur,  as  in  the  case  of  a  farmer  or  a  producer  of  livestock  who  is  making 
lyments  in  accordance  with  the  dates  on  which  his  income  is  received, 
is  suggested  that  an  interest -bearing  note,  at  the  lowest  rate  com- 
tible  with  the  locality  and  credit  conditions,  should  be  used  where  a 
•te  calls  for  seasonal  payments. 

lTE  charges 

A  late  charge  is  to  reimburse  the  insured  for  work  involved  in  fol- 
^ving  the  borrower  for  a  delinquent  payment.  It  is  not  a  part  of  the 
i^nal  finance  charge,  which  is  determined  at  the  time  the  loan  is 
anted,  on  the  basis  that  the  note  will  be  paid  in  accordance  with  its 
•ms.  The  collection  of  late  charges  shall  not  be  considered  in  coni- 
ting  the  maximum  amount  which  the  insured  institution  may  charge 
5  borrower  for  discount,  interest,  or  fees. 

Cf  the  borrower  makes  a  payment  to  be  applied  to  his  regular  install- 
cnt  it  is  not  permissible  for  the  institution  to  deduct  late  charges 
tt  have  been  billed  unless  the  borrower  specifies  such  deduction. 
>iwrever,  if  in  the  absence  of  specific  instructions  from  the  borrower 
i  institution  advises  the  borrower  in  writing  that  a  portion  of  his 
yment  will  be  applied  to  late  charges  and  the  borrower  expresses  no 
lection,  such  application  shall  be  considered  permissible  insofar  as 
i  FHA  Regulations  are  concerned.  Evidence  supporting  the  ap- 
cation  of  late  charges  collected  must  be  included  in  the  file  when  a 
im  for  loss  is  made.  The  showing  of  late  charges  incurred  on  Form 
J-7,  "Title  I  Claim  for  Loss,"  will  be  considered  as  sufficient 
Idence  of  billing  if  the  amount  of  the  payment  received  includes  an 
^ount  to  satisfy  the  full  amount  of  the  past  due  installment,  plus 
^  amount  of  the  late  charge  incurred.  The  Federal  Housing  Ad- 
inistration  does  not  reimburse  the  institution  for  uncollected  late 
Urges. 

It  is  not  intended  that  late  charges  shall  take  the  place  of  interest 
^  the  principal  after  the  maturity  of  the  whole  obligation.  Thus,  a 
^ovision  for  such  interest  after  maturity  will  not  conflict  with  the 
tnitations  set  forth  in  the  Regulations  which  refers  only  to  interest 
f  late  charges  taken  on  a  specific  installment  for  failure  to  make  that 
Eiyment  on  its  due  date. 
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LUMP-SUM  PAYMENTS 

The  acceptoDce  of  a  voluntarv  payiueiit  of  one  or  more  instu 
prior  to  due  date  shall  not  be  conslvued  as  increaeting  the  ni:i 
permissible  fijiancing  charge  as  provided  in  the  Kegidations. 
ever,  if  the  prepayment  sum  exceeds  two  full  installments  it  is 
mended  that  the  lending  institution  have  a  clear  undorstandii 
the  borrower  as  to  the  date  of  the  next  payment.  Too  long  a 
should  not  elapse  between  the  ai)plication  of  a  lump-sum  payni 
the  date  for  continuation  of  regular  pajnnents  unless  there  ar 
mate  reasons  for  an  extended  lapse  of  time.  It  is  extremely  im 
to  maintain  the  paying  habit  of  ilio  borrower. 

DISCOUNT  FACTOR 

A  discount  of  $5  on  a  $100  note  for  a  period  of  1  year,  wi 
vision  in  the  note  for  equal  monthly  installment  payments, 
ratio  of  0.097166  of  total  charge  paid  by  borrower  to  average 
outstanding  on  the  debt  during  the  period  of  the  loan.  Thi 
maximum  charge  that  may  be  obtained  from  the  borrower  or 
of  any  amount,  of  any  maturity,  and  regardless  of  the  nur 
installment  payments. 

On  a  1-year  monthly  payment  note,  the  discount  factor 
On  a  24-month  note,  however,  the  discount  factor  is  0.0919 
month  note,  0.130282,  etc.     On  a  discount  note  of  $1,000  face  i 
the  amount  of  discount  for  12  months  would  be  $50;  for  24  : 
$91.91;  for  36  months,  $130.28. 

GROSS  CHARGE  FACTOR 

A  lending  institution  desiring  to  ascertain  the  maximum  j 
of  interest  and  fees  it  would  be  permissible  to  charge  the  borrc 
any  principal  sum  in  order  not  to  exceed  the  ratio  of  0.097166 
charge  to  the  borrower  to  average  amount  outstanding  on  t 
during  the  period  of  the  loan,  can  do  so  by  using  the  gix)ss 
factor.  Thus,  on  a  1-year  note  the  gross  charge  factor  is  0. 
on  a  24-month  note,  0.101215;  on  a  36-month  note,  0.149798. 
by  taking  a  $950  advance  and  multiplying  by  the  proper  gross 
factor  the  amount  of  interest  and  feos  allowed  for  12  months  wi 
to  be  $50 ;  for  24  months,  $96.15 ;  for  30  months,  $142.31. 

TABLES  OF  CALCULATIONS 

The  following  factor  tables  may  be  used  to  facilitate  the 
computation  of  the  maxinunn  financing  charges.  A  lesser 
may  be  taken  and  is  encouraged  by  the  Federal  Housing  Adm 
tion.  In  the  center  column  of  each  table  are  installments  ; 
maturity  up  through  36  months.  In  the  left  hand  column  ai 
charge  factors.  The  amount  of  cash  proceeds  (the  princij 
the  borrower  receives),  multiplied  by  the  gross  charge  fac 
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atority,  will  ^Te  the  maximum  permissible  amomit  of  interest 
es  that  may  be  charged  the  borrower.  In  the  right  hand  column 
scount  factors.  The  face  amount  multiplied  by  the  discount 
for  any  maturity  desired,  will  give  the  maximum  permissible 
it  of  discount  that  may  be  charged. 

$6  FACTOR  TABLES 


JTALLMENTS  PAYABLE           | 

INSTALLMENTS  PAYABLE 

MONTHLY 

QUARTERLY 

Number  of 

Number  of 

ISO 

installment 

Discoont 

Qross  Chaise 

installment 

Discount 

Jk 

pasrmcnts  In 

Factor 

Factor  (based 

payments  in 

Factor 

et 

which  loan  is 

based  on  11  of 

on  $1  of  net 

which  loan  is 

based  on  $1  of 

') 

to  be  repaid 

face  amount 

proceeds) 

to  be  repaid 

face  amount 

0 

6 

0.  027559 

0.  024291 

1 

0.  023715 

9 

7 

.  031373 

.  036437 

2 

.  035156 

;7 

8 

.  035156 

.  048583 

3 

.  046332 

« 

9 

.  038911 

.  060729 

4 

.  057252 

A 

10 

.  042636 

.  072874 

5 

.  067926 

;3 

11 

.  046332 

.  085020 

6 

.  078358 

12 

12 

.050000 

.  097166 

7 

.  088561 

;o 

13 

.  053640 

.  109312 

8 

.  098540 

!9 

14 

.  057252 

.  121457 

9 

.  108303 

'8 

15 

.  060837 

.  133603 

10 

.  117857 

J6 

16 

.  064394 

.  145749 

11 

.  127208 

'5 

17 

.  067925 

.  157895 

12 

.  136364 

t4 

18 

.  071429 

^1 

19 

.  074906 

INSTALLMENTS  PAYABLE 

JO 

20 

.  078358 

SEMIANNUALLY 

\s 

21 

.  081784 

7 

22 

.  0851B5 

0.  048583 

1 

a  046332 

\e 

23 

.  088561 

.  072874 

2 

.  067925 

15 

24 

.  091912 

.  097166 

3 

.  088561 

>3 

25 

.  095238 

.  121457 

4 

.  108303 

12 

26 

.  098540 

. 145749 

5 

.  127208 

JO 

27 

.  101818 

.  170040 

6 

.  145329 

)S 

28 

.  105072 

)7 

29 

.  108303 

INSTALLMENTS  PAYABLE 

)6 

30 

.111511 

ANNUALLY 

A 

31 

.  114695 

)3 

32 

. 117857 

0.  097166 

1 

0.  088561 

)1 

33 

.  120996 

.  145749 

2 

.  127208 

X) 

34 

.124113 

.  194332 

3 

.  162712 

is 

35 

.  127208 

» 

36 

.  130282 

1. — Financial  institutions  desiring  $4  or  $3.50  Gross  Charge  or  Discount 
,  or  $5  factors  for  maturities  in  excess  of  3  years,  may  secure  same  by 
to  the  Federal  Housing  Administration,  Washington,  D.  C. 

PREPAYMENT  REBATE 

»re  the  prepayment  of  an  installment  is  merely  a  voluntary  pay- 
prior  to  its  due  date,  such  payment  shall  not  be  construed  as 
ring  the  ratio  provided  for  in  the  Regulations.  However,  if  the 
balance  outstanding  on  the  note  is  paid  in  advance,  the  lending 
ition  must  make  a  rebate  at  a  rate  not  less  than  6  percent  per 
1  of  the  amounts  so  paid  in  advance  of  their  due  dates  if  the 
g  institution  has  taken  the  maximum  charge  permitted.    If  a 
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lesser  charge  has  been  taken,  the  rebate  must  be  at  not  less  than  a 
proportional  rate.  The  proportional  rate  to  be  used  where  a  $4  dis- 
count has  been  taken  is  0.0475  and  if  a  $3.50  discount  has  been  taken 
the  rate  is  0.0414.  The  unearned  portion  of  the  original  charge  re- 
tained by  the  lending  institution  represents  compensation  to  it  for 
making  the  loan  and  setting  the  transaction  up  on  its  books. 
The  formula  for  arriving  at  the  minimum  rebate  is : 

Unmatured  balance  X  6  percent     N  + 1 

X = minimum  rebate 

M  2 

Note. — ^N=niiinber  of  periods  anticipated.  M=number  of  payments  per  jdf. 
"Unmatured  balance"  does  not  include  past  due  amounts.  Substitution  of  anr 
greater  percentage  for  6  percent  is  encouraged. 

Example 

Date  of  Note,  June  15, 1950 ;  face  amount,  $344.94 ;  net  proceeds,  $300; 
finance  charge,  $44.94;  36  payments  of  $9.58,  beginning  July  15, 
1950;  prepaid  in  full,  August  15, 1951. 

$344.94- (14 X $9.58)  X  0.06     22+1  .   . 

^^ X =$12.12  (minimum  rebate) 

The  following  table  of  factors  may  be  used  in  lieu  of  the  formula  to 
calculate  the  minimum  rebate  which  must  be  returned  to  the  borrower. 
These  factors  apply  where  the  maximum  $5  rate  was  used  and  where 
payments  were  by  monthly  installments. 

PREPAYMENT  REBATE  FACTOR  TABLE 

To  determine  prepayment  rebate,  multiply  amount  of  monthly  in- 
stallment by  the  applicable  factor. 

Number  months                        6-percent  rebate    Number  months  6-percent  rebtte    I 

anticipated  factors  anticipated  facton          ! 

35 3. 150                    17 0. 765          I 

34 2.975                    16 .680          \ 

33 2.805                    15 .600 

32 2.G40                    14 .625 

31 2.480                    13 .455 

30 2.325                    12 .890 

29 2.175                    11 .330 

28 2.030                    10 .275 

27 1.890                    9 .225 

26 1.755                     8 .180 

25 1.625                     7 .140 

24 i.500                    6 .105 

23 1.380                    5 .075 

22 1.2G5                     4 .060 

21 1.155                     3 .080 

20 1.050                    2 .015 

19 .950                    1 .006 

18 .  855 
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REFINANCING 

The  Federal  Housing  Administration  encourages  lending  institu- 
tions to  utilize  the  refinancing  privilege  permitted  by  the  Regulations 
in  meritorious  cases  and  where  the  facts  and  circumstances  of  the 
particular  transaction  justify  retention  of  the  account.  Such  action 
should  be  taken  when  it  will  assist  the  borrower  in  paying  his  obligation 
in  full. 

In  refinancing  notes  previously  reported  for  insurance,  with  or  with- 
out an  additional  advance,  the  unearned  charge  must  be  refunded  to 
the  borrower.  If  no  additional  advance  is  made,  the  financial  institu- 
tion may  assess  the  borrower  a  $2  handling  charge. 

IV>r  simplicity  in  handling,  it  is  suggested  in  the  refinancing  of  an  account  tliat 
it  be  effected  on  the  due  date  of  an  Installment 

The  formula  for  computing  the  amount  of  the  unearned  charge  is : 

Charge  for  full  term  X  proration  factor  *= earned  charge- 
Charge  for  full  term— earned  charge = unearned  charge. 

Example 

3atg  of  note,  June  15, 1950;  face  amount,  $344.94;  net  proceeds,  $300; 
finance  charge,  $44.94;  86  payments  of  $9.58,  beginning  July  15, 
1950;  refinanced,  August  15, 1951. 

$44.94  X  0.62012  «=$27.87  (earned  charge) 
$44.94-$27.87=$l7.07  (unearned  charge) 

The  table  of  factors  on  the  preceding  insert  may  be  used  in  lieu  of 
he  formula  to  calculate  the  full  unearned  financing  charge  which 
aust  be  credited  to  the  borrower's  account. 

Each  refinancing  transaction  should  be  reported  within  31  days  from 
he  date  of  refinancing  on  the  Title  I  Refinancing  Keport,  Form  FH-5. 

CREDITS 

In  applying  for  and  accepting  a  Contract  of  Insurance  the  lending 
nstitution  assumes  certain  responsibilities.  One  of  these  is  the 
responsibility  of  applying  sound  principles  in  the  evaluation  of  credit. 

[CREDIT  INVESTIGATION  AND  ANALYSIS 

The  lending  institution  in  considering  the  credit  of  the  applicant 
must  bear  in  mind  that  available  insurance  coverage  does  not  relieve 
it  of  the  responsibility  of  exercising  the  care  that  a  reasonable  and 
pradent  lender  would  take  if  the  loan  were  not  being  offered  for 
insurance. 

*Tlie  proration  factors  for  the  Tarlont  periods  are  published  In  a  separata  booklet, 
'Callable  upon  request. 
*ProratloB  factor  for  the  fourteenth  period  of  a  Sd-payment  loan. 

44750  O — 54 — pt.  8 34 
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The  applicant  must  furnish  the  lending  institution  with  an  executed 
Credit  Application  on  a  form  approved  or  provided  by  the  Commis- 
sioner. The  lending  institution  should  obtain  sufficient  supplemen- 
tary information  to  satisfy  itself  that  the  applicant  represents  t 
reasonable  credit  risk.  If  in  the  judgment  of  the  lending  institati<m 
it  is  deemed  necessary,  an  individual  credit  report  from  a  reputable 
credit  reporting  agency  should  be  obtained  plus  such  other  informi- 
tion  as  is  considered  desirable.  On  the  basis  of  all  information  hetm 
the  lending  institution  it  must  then  pass  upon  the  reasonableness  of 
the  credit  risk. 

Consideration  should  be  given  to  the  applicant's  ability  to  pay,  is 
determined  by  the  assurance  of  a  steady  and  sufficient  income  thit 
will  allow,  after  the  payment  of  ordinary  living  and  operating  expenses 
plus  other  obligations,  sufficient  overage  to  make  payments  on  his  Title 
I  loan.  Income  from  rents  and  other  sources  should  be  given  ocm- 
sideration  creditwise  only  when  such  income  is  verified  and  when  it 
is  determined  that  the  income  is  of  a  sufficiently  permanent  nature 
to  continue  for  the  life  of  the  loan. 

The  applicant  borrower  must  have  a  reputation  for  meeting  his 
obligations  promptly.  The  lending  institution  should  satisfy  itself 
that  approval  will  not  result  in  an  overextension  of  credit.  The  in- 
stitution's profit  depends  upon  the  tyi)e  of  credits  approved  and  to 
make  a  loan  to  a  borrower  knowing  that  the  additional  indebtedness 
cannot  be  repaid,  benefits  no  one. 

SECURITY 

In  some  cases  it  may  be  advisable  to  obtain  security  in  the  form  of 
endorsers,  comakers  or  collateral.  The  lending  institution,  however, 
should  never  accept  security  as  a  substitute  for  an  otherwise  unaccept- 
able credit  risk.  If  a  security  instrument  is  taken  it  should  be  re- 
corded in  accordance  with  the  law  of  the  applicable  jurisdiction,  and 
the  cost  may  be  collected  from  the  borrower  in  addition  to  the  maximum 
permissible  financing  charge. 

RATIO  OF  LOAN  TO  VALUE 

It  is  important  that  the  lending  institution,  when  considering  an 
application  for  a  loan,  determine  that  the  value  of  the  proposed  im- 
provements bears  a  proper  relationship  to  the  value  of  the  property 
being  improved  and  that  the  amount  of  credit  applied  for  is  in  proper 
propoi*tion  to  the  value  of  the  work  to  be  done. 

Lending  institutions  are  encouraged  to  take  steps  to  detect  any 
notes  based  on  inflated  charges.  It  is  obvious,  of  course,  that  notes 
which  finance  excessive  charges  represent  unsound  loans  on  which 
collection  will  be  difficult  if  not  impossible.  More  important  than 
that,  of  course,  is  the  fact  that  lending  money  under  such  conditions 
is  a  practice  which  is  a  grave  disservice  to  the  people  of  the 
conmiunity. 
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APPROVAL  OF  THE  COMMISSIONER 

lie  event  the  proposed  loan  would  result  in  a  total  principal 
b  outstanding  in  excess  of  $5,000,  exclusive  of  financing  charges, 
borrower,  the  prior  approval  of  the  Federal  Housing  Commis- 
must  be  obtained  before  the  transaction  will  be  eligible  for 
ice.  The  principal  amount  outstanding  to  any  borrower  applies 
me  who,  as  an  eligible  borrower  on  a  proposed  loan,  is  prima- 
secondarily  liable  on  any  prior  Title  I  obligation.  Such  ap- 
may  be  obtained  from  the  local  insuring  office  of  the  Federal 
[g  Administration  having  jurisdiction  over  the  site  of  the  prop- 
be  improved. 

ibmitting  the  transaction  for  approval,  all  papers  bearing  on 
e,  including  the  recommendation  of  the  institution,  the  Credit 
ation,  balance  sheet,  profit  and  loss  statement,  credit  reports, 
ler  supporting  papers,  should  be  forwarded  to  the  local  FHA 
1  order  to  insure  prompt  consideration. 

ONAL  LOANS 

I  additional  loan  is  made  to  the  same  borrower,  it  is  required  that 
ding  institution  obtain  a  new  Credit  Application  in  order  to 
ine  whether  there  has  been  any  change  in  the  borrower's  con- 
>f  solvency  and  ability  to  pay  since  the  previous  loan,  and  also 
r  to  determine  the  eligibility  of  the  use  of  the  proceeds  of  the 
tn. 

)rrower  may  obtain  any  number  of  loans  to  improve  one  or 
•roperties  owned  by  him.  However,  it  is  not  intended  that  a 
er  be  permitted  to  circumvent  the  specific  limitations  which  the 
al  Housing  Act  places  upon  the  various  classes  of  loans  by 
ng  more  than  one  loan  for  a  single  job.  In  accordance  with 
tute  and  Regulations  a  borrower  may  secure  an  amount  not  in 
>f  the  stated  maximum  amount  for  one  complete  job  which  he 
plates  at  any  given  time.  If,  at  a  later  date,  as  a  separate  job, 
ertakes  additional  work  he  may  secure  another  loan.  Such 
f  course,  would  be  subject  to  prior  credit  approval  of  the  Com- 
ler  if  the  additional  credit,  when  added  to  the  principal  amount 
ding  on  other  class  1  and  class  2  loans  to  the  same  borrower, 
I  the  aggregate  amount  of  $5,000. 

lUENCY  ON  PRIOR  LOANS 

rior  to  the  disbursement  of  the  loan  proceeds,  the  insured  has 
dge  that  the  borrower  is  past  due  more  than  15  days  in  the 
at  of  either  principal  or  interest  on  an  obligation  owing  to  or 
I  by  a  department  or  agency  of  the  Federal  Government,  the 
stion  will  not  be  eligible  for  insurance.  Following  are  example? 
3  "governmental  agencies" : 


Digitized  by  VjOOQ IC 


1828  HOUSING    ACT    OF    1954 

1.  Federal  Housing  Administration. 

2.  Farmers  Home  Administration. 

3.  Beconstruction  Finance  Corporati<HL  I 

4.  Bural  Electrification  Administration. 
6.  Veterans' Administration. 

COLLECTIONS 

An  insured  lending  institution  is  expected  to  pursue  an  aggreesiie 
policy  in  the  collection  of  Title  I  loans.  In  carrying  out  such  a  poliq 
it  is  suggested  that  use  be  made  of  form  notices,  dictated  letters,  tek- 
grams,  telephone  calls,  and  personal  contacts.  A  system  of  fom 
notices  should  be  established  which  calls  for  automatic  follow-up,  soch 
as,  the  fifth,  tenth,  and  fifteenth  days  after  default  occurs.  If  these 
notices  do  not  produce  results,  the  account  should  receive  special 
handling.  The  use  of  the  telephone  is  strongly  reconmiended  for 
inside  collection  and  if  results  are  not  obtained  the  borrower  should  be 
personally  contacted  by  an  outside  collector.  Every  effort  should  be 
made  to  discover  the  reason  for  default  and  to  effect  reinstatement  of 
the  account.  It  is  of  the  utmost  importance  to  keep  in  close  contact 
with  the  borrower  when  his  note  has  become  delinquent.  Constant 
follow-up  is  essential  to  a  successful  collection  program. 

In  the  case  of  recalcitrant  borrowers  who  have  the  ability  to  pay, 
and  the  facts  of  the  transaction  warrant,  the  lending  institution  should 
consider  the  advisability  of  instituting  legal  action.  Ample  provision 
has  been  made  in  the  Regulations  to  reimburse  the  lending  institution 
for  the  expense  which  will  be  incurred  in  legal  proceedings. 

In  furtherance  of  a  collection  program,  lending  institutions  are 
urged  to  consider  refinancing  delinquent  loans,  within  the  limits  pre- 
scribed by  the  Regulations,  over  a  longer  term  with  smaller  monthly 
payments  where  borrowers  due  to  illness,  unemployment,  or  other 
legitimate  reasons  are  unable  to  meet  the  schedule  of  payments  called 
for  by  their  note.  If  refinancing  is  not  practicable,  lending  institu- 
tions may  request  an  extension  of  the  6  months  allowable  claim  period 
for  the  purpose  of  carrying  the  account  delinquent  for  a  longer  time, 
in  order  to  work  out  a  satisfactory  plan  of  liquidation. 

It  is  not  necessary  for  a  lending  institution  to  report  paid  in  full 
Class  1  and  2  loans  to  the  Federal  Housing  Administration. 

ELIGIBLE  IMPROVEMENTS 

The  following  statement  of  basic  policy  may  be  supplemented  by  a 
specific  ruling  as  to  any  particular  project  or  item  about  which  there 
may  be  doubt  on  the  part  of  the  lending  institution,  upon  application 
to  the  Federal  Housing  Administration,  Washington  25,  D.  C.  B^ 
quests  for  rulings  should  be  supported,  if  possible,  by  descriptivb  or 
illustrated  literature  in  the  case  of  a  specific  individual  item  as  well 
as  plans  and  specifications  where  general  projects  involving  various 
improvements  are  contemplated. 
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EXISTING  STRUCTURES-CLASS  1  (a)  LOANS 

The  structure  to  be  improved  must  exist  as  a  completed  building 
that  is  occupied  or  used,  was  formerly  occupied  or  used,  or  has  been 
made  ready  for  occupancy  or  use. 

No  part  of  a  loan  may  be  used  to  finance  the  cost  of  completing  an 
unfinished  structure.  This  does  not  exclude  a  loan  for  the  repair  of 
a  previously  complete  structure  which  has  been  damaged  but  not 
substantially  destroyed  by  deterioration,  flood,  fire,  or  other  casualty ; 
nor  the  construction  of  an  attached  garage,  or  other  attached  build- 
ing in  connection  with  a  completed  house  or  other  existing  buildings, 
such  as  homes,  apartment  houses,  hotels,  office  buildings,  hospitals, 
orphanages,  colleges,  churches,  and  manufacturing  and  industrial 
plants. 

Eligible  expenditures  include  those  for  structural  alterations,  re- 
pairs, or  additions  upon  the  structure  itself,  or  in  connection  there- 
with. The  enlargement  of  the  size  of  the  structure,  a  new  stairway, 
new  flooring,  new  porch,  roof,  plumbing,  wiring,  painting,  plastering, 
Venetian  blinds,  awnings,  and  heating  systems,  which  in  themselves 
are  alterations  and  improvements,  are  eligible  expenditures. 

Improvements  in  connection  with  the  existing  structure  may  also 
include  such  changes  in  the  status  of  the  ground  on  which  the  build- 
ing stands  as  grading  and  landscaping,  private  sidewalks,  private 
curbs,  fences,  and  driveways.  Likewise  the  installation  of  a  septic 
tank  or  cesspool,  the  drilling  of  a  well  together  with  necessary  pmnp- 
ing  equipment  and  piping,  although  removed  from  the  structure  but 
in  connection  with  the  structure,  are  eligible. 

A  loan  to  convert  one  type  of  building  into  a  different  type  will  be 
eligible  provided  a  substantial  part  of  the  original  building  is  left 
standing.  For  instance,  a  loan  for  the  conversion  of  a  single- family 
dwelling  into  an  apartment  would  be  eligible  if  the  walls  and  other 
^  main  structural  elements  are  left  standing.  A  new  stairway,  new 
windows,  rooms,  porch,  etc.,  may  be  added,  and  partitions  changed. 

A  loan  to  demolish  a  structure  or  to  move  a  structure  off  the 
premises  would  not  be  eligible  except  where  such  demolition  or  mov- 
ing is  for  the  purpose  of  improving  an  existing  structure  remaining 
on  the  property. 

Loans  to  finance  the  cost  of  insulating  an  existing  structure,  putting 
on  a  new  roof,  installing  a  new  bathroom,  adding  closets,  repairing 
the  floors,  walls,  or  ceiling  are  eligible. 

Heating  systems,  including  stokers,  oil  burners,  coal,  gas,  and 
electric  furnaces,  and  plumbing  and  wiring,  when  a  permanent  part 
of  the  realty,  are  eligible. 
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Equipment  and  machinery  such  as  presses,  drills,  lathes,  and  other 
similar  items  used  in  an  industrial  or  conmiercial  establishment  in 
not  eligible  regardless  of  the  method  or  permanency  of  installatioiL 

Bef  rigerators,  washing  machines,  ironers,  stoves,  dishwashers,  ca^ 
peting,  draperies,  and  other  household  appliances  and  fumishiBp 
are  not  eligible. 

Bearing  in  mind  that  loans  for  eligible  repairs,  alterations  and 
improvements  must  be  upon  existing  structures  or  in  connection  then* 
with,  the  following  principles  are  applicable : 

(a)  The  repair,  improvement,  or  addition  must  be  physicallj 
attached  to  and  a  part  of  the  structure  or  in  connection 
therewith. 

(b)  Improvements  and  additions  which  are  removable  or  by  thdr 
character  necessarily  temporary,  are  not  eligible.  Item 
which  are  of  a  nature  generally  considered  as  trade  fixtures  or 
equipment  for  commercial  or  industrial  use  are  not  eligible. 

(o)  A  loan  for  the  improvement  of  a  structure  to  make  such 
structure  adaptable  to  the  installation  of  ineligible  equip- 
ment and  machinery  is  insurable  but  a  loan  for  the  purdiise 
of  such  ineligible  equipment  and  machinery  is  not  insuraUe. 
For  example,  a  loan  to  strengthen  the  foundation,  walls  and 
the  floors  of  a  structure  to  hold  safely  heavy  machinery  thit 
may  be  installed  would  be  eligible  but  a  loan  for  the  purchase 
of  the  machinery  would  not  be  eligible. 

{d)  An  ineligible  item  does  not  become  eligible  merely  because  it 
is  attached  to  the  realty. 

CLASS  1  (b)  LOANS 

It  is  required  that  the  proceeds  of  a  class  1  (b)  loan  be  used  to  alter, 
repair,  improve  or  convert  a  structure  so  as  to  further  its  use  as  » 
dwelling  for  two  or  more  families.  For  example,  a  single  family  house 
may  be  converted  into  a  two-family  house;  a  dwelling  for  two  or 
more  families  may  be  improved  by  painting  or  by  installing  a  new 
heating  system  or  a  new  plumbing  system.  It  would  be  eligible  to 
alter  a  commercial  building  so  as  to  provide  living  accommodations 
for  two  or  more  families.  However,  it  would  not  be  permissible  to 
use  the  proceeds  of  a  class  1  (b)  loan  to  benefit  the  business  that  may 
be  conducted  in  a  structure,  such  as  installing  a  new  store  front,  even 
though  the  building  is  used  or  will  be  used  as  a  dwelling  for  two  or 
more  families. 

In  order  that  the  lending  institution  may  determine  (a)  the  eligi- 
bility of  the  proposed  work  and  (b)  the  fact  that  the  structure  to  be 
improved  is  used  or  will  be  used  for  two  or  more  families  the  borrower 
should  clearly  indicate  the  required  information  in  his  Credit  Applica- 
tion and  in  the  statement  of  the  improvements  as  required  by  B^- 
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ty  aertion  1  (d) .  The  lending  institution  may  rely  upon  such 

kh  in  the  absence  of  information  to  the  contrary. 

"  as  used  in  the  Regulations  is  defined  as  one  or  more  persons 

ping,  cooking  and  eating  on  the  same  premises  as  occupants 

Qgunit. 

is  any  doubt  as  to  whether  a  proposed  project  is  eligible  for 

)  financing,  all  the  facts  of  the  case  may  be  submitted  to 

m  for  an  official  ruling. 

rCTURES-CLASS  2  LOANS 

es  of  new  structures  eligible  for  a  class  2  loan  which  may 
Dn  improved  or  unimproved  real  property  are  bams,  garages, 
ildings,  wayside  stands,  gasoline  stations,  tourist  cabins, 
BS  for  itinerant  farm  laborers,  and  industrial  or  commercial 

i  loan  may  not  include  the  cost  of  trade  equipment  used  in 
ion  of  the  business  that  will  occupy  the  structure.  The 
include  the  cost  of  heating  or  lighting  systems  and  similar 
ih  are  eligible  for  class  1  improvement  loans.  For  example, 
t  in  excess  of  $3,000  may  be  used  to  erect  a  commercial 
ncluding  a  heating  system,  but  no  portion  of  the  proceeds 
ed  to  buy  and  equip  the  structure  with  trade  fixtures, 
ceeds  of  a  class  2  loan  must  be  used  to  finance  the  building 
tructure  that  will  be  ready  for  use  upon  completion.  It  is 
ssible  to  purchase  an  existing  structure  nor  to  apply  the 

0  complete  a  structure  that  is  partially  built. 

an  one  new  structure  may  be  built  on  a  single  piece  of  prop- 
he  principal  amount  of  any  one  loan  may  not  exceed  the 
of  $3,000  for  any  one  piece  of  property.  For  example,  if  a 
p^ishes  to  erect  a  new  bam  to  cost  $1,500  and  three  separate 
ildings  to  cost  $500  each,  a  loan  for  the  full  $3,000  would 
• 

ion  of  a  class  2  loan  may  be  used  for  demolishing  existing 
to  make  room  for  a  new  structure.  However,  the  erection 
xucture  on  an  old  foundation  would  be  eligible. 

PRIOR  LIENS 

1  or  a  class  2  loan  to  supplement  another  obligation  not 
or  insurance,  the  payment  of  which  is  secured  by  a  prior 
d  in  connection  with  the  proposed  work,  is  not  eligible.  In 
ds,  if  a  borrower  were  able  to  obtain  a  mortgage  loan  of 
[  planned  to  repair  or  build  a  structure  to  cost  $3,500  when 
,  an  additional  loan  of  $2,500  would  not  be  insurable.  How- 
ie borrower  had  $1,000  cash,  which  did  not  represent  the 
f  a  loan  secured  by  a  prior  lien  executed  in  connection  with 
ed  work,  a  loan  of  $2,500  would  be  eligible. 
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SUPPLEMENTAL  COSTS 

An  eligible  class  1  or  class  2  loan  may  include  the  cost  of  archi- 
tectural and  engineering  services.  However,  a  loan  may  not  include 
the  cost  of  land,  nor  may  such  items  as  cost  of  title  search,  credit 
reports,  appraisals,  etc.,  be  included  if  such  costs  are  in  addition  to 
the  maximum  permitted  financing  charge. 

DEALER  RELATIONSHIP 

The  financing  of  property  improvement  loans  is  remarkably  free 
of  misrepresentation  and  abuse,  considering  the  enormous  volume  of 
business  that  is  transacted.  Nevertheless,  there  arise  from  time  to 
time  unscrupulous  dealers  who  through  a  variation  of  circumstances 
endeavor  to  conduct  their  business  by  fraudulent  or  irregular  methods. 
There  is  no  pla<*e  in  the  Title  I  program  for  such  dealers  or  their 
sales  employees.  Their  prompt  identification  and  elimination  is  to 
the  advantage  of  all  lending  institutions  and  the  majority  of  dealers 
who  conduct  their  operations  on  a  high  level,  and  it  also  affords  a 
measure  of  protection  to  property  owners.  Therefore,  it  is  incum- 
bent on  the  lender  to  select  carefully  the  dealers  from  whom  it  pur- 
chases notes  or  with  whom  it  cooperates  in  making  loans  directly  to 
borrowers  and  to  maintain  a  constant  review  and  supervision  of  the 
business  generated. 

The  closer  the  association  between  the  borrower,  the  dealer  and 
the  lender,  the  less  likelihood  there  is  of  credit  misrepresentation, 
misapplication  of  funds,  overselling  or  other  abuses.  Conversely,  the 
more  distant  the  working  relationship  becomes,  the  greater  are  the 
possibilities  for  intentional  or  unintentional  irregularities. 

Some  irregularities  growing  out  of  dealer  operations  arise  fronn 
lack  of  undei^tanding  of  tlie  Regulations  while  others  result  from 
carelessness,  unscrupulousness,  or  unlawfulness.  These  irregulari- 
ties consist  of  such  abuses  as  grossly  overstating  the  merits  of  the 
product,  faulty  workmanship,  assuring  performance  of  doubtful 
attainment,  stipulating  guarantees  beyond  those  of  the  manufacturer, 
promising  cash  bonuses  on  repeat  sales  in  the  neighborhood,  encourag- 
ing trial  purchases,  inflating  tlie  sale  price,  and  not  disclosing  to  the 
borrower  that  in  addition  to  tlie  cost  of  the  improvements,  his  note  will 
be  for  an  amount  that  includes  the  allowable  financing  charged 
Misrepresentation  as  to  chirability,  performance,  permanence,  and 
workmanship,  are  the  insignia  of  the  unscrupulous  dealer  or  salesman- 

DEALER  APPROVAL 

The  Federal  Housing  Administration  does  not  approve  dealers  for 
participation  in  the  Title  I  program.  This  is  a  responsibility  of  th^ 
lending  institution. 
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The  Reflations  require  the  insured  institution  to  have  a  file  on  each 
ealer  containing  an  application  signed  and  dated  by  the  dealer.  It  is 
irther  required  that  the  file  contain  a  signed  and  dated  approval  of 
le  dealer,  such  approval  being  supported  by  information  in  the  file 
lat  the  dealer  is  (1)  reliable,  (2)  financially  responsible,  (3)  qualified 

>  perform  satisfactorily  the  work  to  be  financed,  and  (4)  equipped 
)  extend  proper  service  to  the  customer.  The  absence  of  such  a  file 
)ntaining  the  required  dealer  application  and  approval  with  sup- 
orting  information  is  a  violation  of  the  regulations  and  loans  pur- 
liased  from  such  unapproved  dealers  do  not  meet  the  requirements 
f  the  insurance  contract.    Where  claim  for  reimbursement  is  shown 

>  have  resulted  from  default  occasioned  by  fraud  or  faulty  perform- 
Qce  on  the  part  of  the  dealer,  the  insured  may  be  called  upon  to  fur- 
ish  the  Commissioner  with  the  file  containing  its  approval  of  the 
ealer. 

Investigation  and  approval  of  dealers  should  not  be  considered  in 
cursory  manner.  The  role  of  the  dealer  is  one  of  great  importance 
s  he  or  his  salesmen,  in  effect,  represent  the  insured  institution  when 
iscussing  the  terms  of  financing  with  the  home  owner  and  when  ob- 
lining  the  execution  of  the  loan  documents.  Thus  the  dealer  should 
yt  be  a  stranger  to  the  insured  but  the  latter  should  have  full  knowl- 
Ige  of  the  principals,  the  salesmen,  and  their  method  of  operation. 

Only  a  thorough  investigation  will  develop  sufficient  information 

>  enable  the  insured  institution  to  make  a  sound  and  proper  decision. 
,  is  contrary  to  the  policy  of  the  Federal  Housing  Commissioner  to 
jrmit  lending  institutions  to  use  insurance  coverage  provided  by  the 
ational  Housing  Act  for  the  purpose  of  testing  the  dependability  of 
>alers  with  whom  they  have  had  no  previous  experience  and  with 
«Sf)ect  to  whom  they  do  not  have  adequate  and  reliable  information. 

The  insured  institution  must  ascertain  that : 

1.  The  dealer  is  reliable. 

If  the  insured  institution  has  no  knowledge  of  the  reliability  of  the 
^ler,  a  thorough  check  should  be  made  to  assure  that  the  dealer  is 
>nest,  trustworthy,  and  can  be  relied  upon  to  fulfill  the  contracts 
J  enters  into  with  his  customers.  Such  information  may  include  the 
:perience  of  the  local  FHA  office,  experience  of  other  lending  insti- 
itions.  Better  Business  Bureaus,  or  similar  agencies  and,  should  the 
tuation  demand,  the  experience  of  previous  customers. 

2.  Tfie  dealer  is  pnmicially  responsible. 

Information  in  possession  of  the  insured  should  clearly  indicate 
lat  the  dealer  has  a  reputation  for  paying  his  bills  promptly  and 
IS  the  financial  strength  to  operate  his  business  projKerly.  It  is  a 
»und  practice  to  obtain  from  the  dealer  his  current  balance  sheet  and 
•ofit  and  loss  statement  which  in  turn  may  l>e  supi>orted  by  a  coni- 
ercial  credit  report.  Periodically,  this  financial  information  should 
^  brought  current  and  the  dealer's  financial  soundness  reviewed  in 
le  line  of  current  operations. 
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3.  The  dealer  is  qiuoHijied  to  perfonn  mtufdetarily  the  work  fo  h 
'finoixeed  and  in  equipped  to  e^rtend  proper  nervice  to  the  customer. 

The  requirements  of  the  specific  case  will  dictate  the  information 
necessary  to  ascertain  that  the  dealer  is  experienced  in  the  business  he 
is  conducting  and  has  the  organization  and  equipment  to  perfonn  the 
work  and  extend  projjer  service  to  the  customer.  In  the  absence  of 
personal  knowledge  of  the  dealer,  it  is  reconmiended  that  a  represent- 
ative of  the  institution  call  upon  the  dealer  at  his  place  of  business 
and  prepare  a  report  clearly  showing  that  he  dealer  possesses  the 
required  qualifications. 

It  is  equally  important  that  the  following  aspects  of  each  dealer 
operation  be  carefully  considered : 

Salesmeiu — Dealers  should  be  cautioned  as  to  hiring  itinerant 
salesmen,  those  whose  identity  cannot  be  verified,  and  individuals 
whose  Title  I  activities  are  subject  to  precautionary  measures. 
It  is  recommended  that  frequent  meetings  be  held  with  the  sales- 
men and  supervisory  personnel  to  make  certain  that  they  are 
properly  instructed  as  to  the  insured's  credit  and  lending  policies, 
as  well  as  to  the  spirit  and  letter  of  the  Title  I  Regulations.  It 
should  l)e  clearly  understood  by  the  dealer  that  he  will  be  held 
responsible  for  the  acts  of  his  salesmen,  and  the  dealer  should  be 
cautioned  in  the  hiring  of  new  salesmen.  Occasionally,  unethical 
salesmen  traveling  from  city  to  city  will  attach  themselves  to  a 
i-eputahle  dealer  and  develop  sales  by  misrepresentation  and  false 
promises.  Dealei^  should  be  advised  to  ohtain  a  |)ersonal  histon* 
statement  from  each  salesman  and  make  a  thorough  check  of  his 
antecedents  before  hiring. 

Improvenn  tits  to  hi  litmitctd. — The  dealer  file  should  contain  in- 
formation sliowing  the  tyi)e  of  work  done,  the  kind  of  materials 
used,  the  manner  of  installation  and  the  price  range.  This  ma v 
i)e  supplemented  by  descriptive  literature  used  by  the  dealer  in 
the  promotion  of  his  business  and  such  other  informational  ma- 
terial as  may  l>e  available.  Title  I  loans  should  not  be  used  to 
finance  products  of  iloubtful  merit  or  those  being  sold  at  an  in- 
tiateil  sales  price. 

INSPECTION  OF  WORK 

A  direc*t  ami  constant  control  should  be  maintaineii  by  adhering 
strictly  to  a  policy  of  verifying  periodically  the  transactions  origfi- 
nateil  by  each  dealer.  Such  verifications,  sometimes  calletl  "spot 
( hivks"  or  'Vonnnodity  chei^ks,"  ai^  niade  by  the  lending  institu- 
tion, by  a  telephone  call  or  preferably  by  a  i>ersonal  call.  A  number 
of  questions  may  be  askeii  the  U>nx>wer  to  determine  whether  the 
work  stated  on  the  lH>rrowerV  C^i^dit  Application  was  completed  satis- 
factorily, whether  the  lH)rrower  was  promised  or  given  any  cash, 
wliether  any  univasonable  guarantees  were  given  as  to  the  workman- 
ship or  the  pnxluct,  whether  the  borrower  was  told  that  his  house 
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would  be  a  "Model"  and  he  would  receive  a  commission  on  all  sales 
generated  in  the  neighborhood,  and  whether  there  was  a  clear  under- 
standing as  to  the  cost  of  the  job  and  the  terms  of  financing.  If  a 
:  personal  call  is  made,  the  representative  should  fornuilate  an  opinion 
as  to  the  workmanship  on  the  job,  look  for  ineligible  items,  and  esti- 
mate whether  the  cost  of  the  improvement  was  in  keeping  with  the 
value  of  the  property. 

Whenever  an  institution  has  an  occasion  to  withdraw  approval  of  a 
dealer,  the  file  should  clearly  indicate  the  reason  for  the  action,  the 
date,  and  indicate  by  whom  taken. 

MAINTENANCE  OF  RECORD  ON  EACH  APPROVED  DEALER 

As  a  basis  for  determining  whether  continued  dealer  approval  is 
warranted  the  insured  institution  is  required  to  establish  and  main- 
tain a  separate  control  record  on  each  dealer  indicating  at  least  the 
volume  of  loans  purchased,  claims  filed,  and  borrower  complaints 
received  or  irregularities  discovered. 

A  suggested  control  record  form  that  an  institution  may  reproduce 
with  the  addition  of  space  for  other  data  deemed  necessary  appeai^s 
elsewhere  in  this  statement  of  policy. 

REPORT  TO  WASHINGTON 

Material  irregularities  or  unethical  practices  perpeti-ated  by  anyone 
participating  in  the  Title  I  program  should  be  reported  to  the  Com- 
missioner promptly. 

DISBURSING  PROCEEDS  OF  A  LOAN 
TO  THE  BORROWER 

The  lending  institution  may  disburse  the  proceeds  of  the  note  to  the 
borrower  by  cash,  by  check  or  money  order  drawn  solely  in  favor  of 
the  borrower  (s),  or  by  crediting  the  borrower's  account.  In  such  cases 
dealer  approval,  completion  certificates,  dealer's  contract  or  sales 
agreements,  and  borrower  authorization  certificates  are  not  required 
for  such  loans  since  transactions  of  this  kind  are  deemed  to  be  "loans 
made  directly  to  the  borrower." 

A  loan  i^:  not  considered  as  having  been  made  "directly  to  the  bor- 
rower" if  the  dealer  is  permitted  to  participate  in  the  disbursement  in 
any  manner,  such  as  receiving  the  check  or  money  order  (although 
made  payable  to  the  borrower)  or  accompanying  the  borrower  to  the 
institution  for  the  obvious  purpose  of  receiving  payment.  In  other 
words,  disbursement  must  be  made  to  the  borrower  in  such  a  way  that 
he  will  have  complete  control  of  the  funds  at  all  times. 

TO  THE  DEALER 

In  connection  with  all  other  loans,  the  financial  institution  must 
have  investigated  and  approved  the  dealer  and  have  in  its  possession, 
properly  signed  and  dated  : 

(1)  FHA  Title  I  Completion  Certificate  (FH-2). 

(2)  Copy  of  Dealer  8  Contract  or  Sales  Agreement,  and,  if  the 
financial  institution  is  the  payee  of  the  note,  a 

(3)  Borrower's  Authorization  Certificate. 
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The  FHA  Title  I  Completion  Certificate  provides  for  two  types  of 
transactions  (a)  the  furnishing  and  installation  of  articles  and  mate- 
rials and  completion  of  all  work,  and  (b)  the  delivery  of  articles  and 
materials  only.  In  either  case  the  services  performed  by  the  dealer 
must  constitute  the  entire  consideration  for  which  the  note  was  ex^ 
cuted  and  delivered  by  the  maker.  Under  this  provision,  articles  and 
materials  or  services  not  to  be  delivered  or  performed  by  the  dealer 
may  not  be  included  in  the  transaction.  The  Completion  Certificate 
may  be  reproduced  provided  the  minimum  size  is  8  x  7  inches  and  there 
is  no  deviation  as  to  content  or  format ;  except,  that  if  only  one  type  of 
transaction  is  to  be  handled  the  reproduction  of  the  Completion  Cer- 
tificate omitting  the  certification  that  is  not  applicable  will  be 
permitted. 

An  acceptable  form  of  Borrower's  Authorization  Certificate  is  re- 
produced in  this  booklet.  It  is  permissible  to  incori)orate  the  contents 
of  the  Borrow^er's  Authorization  Certificate  in  the  note,  Credit  Appli- 
cation, or  Completion  Certificate.  Lending  institutions  are  urged  to 
consult  their  ow  n  attorneys  as  to  what  effect,  if  any,  such  incorporation 
will  have  on  the  validity  and  enforceability  of  the  note. 

The  purpose  of  the  foregoing  disbursement  procedure  is  to  protect 
the  borrower,  the  lending  institution,  and  the  Government  by  making 
certain  that  all  improvements  contracted  for  are  actually  completed  to 
the  borrower's  satisfaction  and  that  other  persons  do  not  obtain  the 
loan  proceeds  without  the  work  being  completed. 

DEALER'S  CONTRACT  OR  SALES  AGREEMENT 

In  dealer  disbursement  transactions  lending  institutions  are  re- 
quired to  obtain  a  copy  of  the  Contract  or  Sales  Agreement,  signed  by 
the  borrower  and  the  dealer,  describing  the  type  and  extent  of  im- 
provements to  be  made  and  the  material  to  be  used.  The  Contract  or 
Sales  Agreement  must  be  of  a  type  regularly  used  by  the  dealer  in  his 
business.  Signatures  on  the  lender's  copy  may  be  a  carbon  imprint 
of  the  signatures  on  the  original  Contract  or  Sales  Agreement. 

The  Federal  Housing  Administration  does  not  approve  or  furnish 
dealer  (^ontract  or  Sales  Agreement  forms.  If  a  dealer  has  any  ques- 
tion regarding  his  Contract  or  Sales  Agreement  he  should  obtain  the 
advice  of  counsel  in  the  jurisdiction  where  operations  are  contem- 
plated. 

The  following  chart  is  self-explanatory  and  may  be  used  as  a  con- 
venient reference  in  determining  when  the  three  instruments  discussed 
in  the  foregoing  are  required : 


And  proceeds  are  -  aid  to— 

Requlreti 

When  note  is  payable  to— 

Completion 

certiflcaU' 

(FH-2) 

Dealer's 
contract 

Borro»ff\< 

authorfxatwr 

crrtlfloiU' 

U'nding  Institution     

Borrower 

One  other  than  borrower 

Borrower  and  another  jointly.. 
Payee  on  endorsement 

No 

Yes     

Yes 

Yes 

No. 

No. 

Oo 

Yes 

Yes     

Yes            . 

Yes. 

Do ..     .   

Payee    other    than    lending 
institution. 

Xo. 
No. 
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ADVANCE  NOTICE  TO  THE  BORROWER 

At  least  six  calendar  days  prior  to  making  disbursement  to  a  dealer 
the  lending  institution  is  required  to  give  the  borrower  written  notice 
of  the  approval  of  his  credit  application.  If,  for  example,  the  notice 
is  mailed  on  the  first  day  of  the  month,  disbursement  shall  not  be  made 
before  the  seventh  day  of  the  month.  It  is  not  required  that  the  bor- 
rower acknowledge  receipt  of  the  notice.  However,  the  insured  must 
have  a  record  of  having  mailed  or  delivered  such  notice.  An  accept- 
able record  of  delivery  would  be  a  dated  carbon  copy  of  the  notice  or 
a  dated  entry  in  the  borrower's  loan  file. 

Supplies  of  the  advance  notice  are  not  furnished  by  FHA  as  it  is 
believed  that  institutions  should  issue  the  notice  on  their  own  station- 
ery. As  the  Begulations  require  such  notice  on  a  form  approved  by 
the  Commissioner,  this  shall  be  considered  as  official  approval  of  any 
notice  that  contains  in  its  text  the  following  minimum  data : 

[Letterhead  of  institution] 

ADVANCE  NOTICE  TO  APPLICANT  FOR  FHA  TITLE  I 

LOAN 


Date 

(Borrower's  name) 


(Address) 
We  have  ai^Mroved  your  FHA  application  for  credit  in  the  net  amount  of 
I ,  for months  under  Title  I  of  the  National  Housing  Act 

IS  presented  to  us  by 

(Dealer) 

Please  notify  us  immediately  if  you  have  any  queHtionH  regarding  the  trans- 
action. 


(Name  of  institution) 

Lenders  are  encouraged  to  add  to  this  notice  any  additional  material 
that  may  be  helpful  to  the  homeowner  in  fully  understanding  the 
transaction.  Notices  in  use  by  some  lendei*s  indicate  the  gi-oss  amount 
of  the  loan,  the  amount  of  the  monthly  payment  and  the  finance 
charge.  Frequently,  a  warning  is  expressed  against  bonus  selling  and 
the  borrower  is  cautioned  that  the  completion  certificate  should  not 
be  signed  until  he  is  satisfied  as  to  the  completion  of  the  job. 

VERIFICATION  OF  SIGNATURES 

(^are  should  be  exercised  to  check  the  signatures  on  the  borrower's 
portion  of  the  Completion  Certificate  and  Borrower  s  Authorization 
Certificate  with  the  signatures  on  the  Credit  Application  and  Note 
as  a  precaution  against  forgery. 
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PRECAUTIONARY  MEASURES 

Occasionally  there  are  dealers  or  salesmen  employed  by  them,  who 
tend  to  abuse  the  privileges  accorded  under  the  program.  When 
such  irregularities  or  disregard  for  the  Statute  and  Regulations  are 
brought  to  the  attention  of  the  Federal  Housing  Administration,  lend- 
ing institutions  will  be  notified.  When  such  notification  is  received 
from  the  Commissioner,  or  his  authorized  agent,  the  provisions  of 
Regulation  VIII,  section  2,  will  apply. 

Lending  institutions  are  encouraged  to  consult  the  Iwal  Fedenl 
Housing  Administration  Field  Office  if  a  dealer  problem  arises  where 
they  feel  assistance  is  needed. 

CLAIM  FOR  LOSS 

Claim  for  reimbursement  of  loss  on  an  eligible  note  may  be  made 
to  the  Commissioner  at  any  time  after  the  note  is  in  default  and  written 
demand  has  been  made  upon  the  borrower  for  payment  in  full  of  the 
obligation.  Claim  for  loss  must  be  filed  within  31  days  when  any  full 
installment  has  become  6  months  in  default,  unless  an  extension  of  the 
allowable  claim  period  has  been  granted  by  the  Commissioner. 

An  insured  may  proceed  against  any  security  taken  and  file  claim 
for  deficiency,  if  any,  provided  the  approval  of  the  Commissioner  is 
obtained. 

COMPUTATION  OF  THE  ALLOWABLE  CLAIM  PERIOD 

If  the  equivalent  of  a  full  installment  is  received  prior  to  the  expi- 
ration of  the  6-month  period,  the  amount  of  such  payment  should  be 
credited  to  the  earliest  unpaid  installment  and  the  6-month  period 
shall  be  calculated  from  the  date  of  the  first  following  installment 
remaining  unpaid. 

For  example:  If  the  note  calls  for  monthly  payments  of  $3(1, 
due  the  first  of  each  nmnth,  and  the  borrower  defaults  on  his  January, 
February,  March,  April,  May,  June,  and  July  instalhnents,  claim  must 
be  filed  by  the  institution  on  or  before  August  1. 

If  the  borrower  had,  however,  defaulted  on  his  January  and  Febru- 
ary installments  but  in  March  made  a  $15  payment  and  in  April  a 
$1;")  payment,  the  total  of  these  two  payments  would  be  ci^edited  to 
the  January  installment.  In  so  doing  the  January  default  is  cured 
and  the  February  1  installment  then  becomes  the  first  one  in  default 
and  the  6-month  |)eriod  is  calculated  therefrom.  If  no  additional 
payments  are  made,  claim,  in  this  case,  must  be  filed  by  the  institution 
on  or  before  September  1. 

COMPUTATION  OF  CLAIM  FOR  LOSS 

The  claim  for  loss  report  should  be  exeinited  in  complete  detail  when 
submitted  to  the  Administration.  If  all  ne<*essary  information  is  sup- 
plied initially,  delay  in  auditing  claims  for  loss  will  be  avoided. 

The  claim  file  should  contain  information  or  a  statement  giving 
the  reason  for  default.    It  should  include  all  credit  information,  col- 
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lection  corresiwndence  with  the  borrower  and  memoranda  covering 
telephone  calls  and  personal  contacts.  This  information  is  desired  in 
order  to  assist  the  Fedei*al  Honsing  Administration  to  take  tlie  proper 
action  at  once  in  salvaging  the  account  and  protecting  the  interest  of 
the  Government. 

The  insured  should  file  timely  claim  in  bankruptcy,  creditor,  and 
insolvency  proceedings  and  in  proceedings  in  connection  with  decedent 
borrowers'  estates,  if  notified  thereof  prior  to  filing  claim  with  the 
Commissioner,  and  also  should  give  the  Commissioner  notice  of  any 
suit  instituted  prior  to  such  claim  being  filed  in  which  the  insured  has 
been  made  a  party  by  reason  of  being  the  holder  of  the  insured 
obligation. 

Example 

In  the  following  example  it  is  shown  how  much  a  lending  institution 
would  be  entitled  to  as  a  claim  under  its  Contract  of  Insurance : 

Suppose  on  a  $1,000,  8-year  note,  dated  August  1,  and  payable  in 
monthly  installments  of  $27.78  the  maximum  discount  of  $130.28  was 
taken.  Payments  wer^  received  as  follows:  The  first  five  payments 
wei'e  made  on  the  dates  due;  that  is,  September  1,  October  1,  November 

1,  December  1,  and  January  1;  the  payment  due  February  1  was  re- 
ceived 60  days  late;  that  is,  April  1.  No  additional  payments  were 
received  and  the  lending  institution  matured  the  note,  demanded  pay- 
ment of  the  full  unpaid  balance,  brought  suit,  and  obtained  judgment. 
On  July  1,  $50  was  collected.  Nothing  more  was  received,  and  appli- 
cation for  reimbursement  for  loss  was  filed  on  July  25. 

In  calculating  claims,  the  date  of  default  from  which  the  institution 
is  entitled  to  4  percent  interest  is,  in  this  instance,  March  1 ;  that  is, 
the  earliest  date  on  which  an  installment  was  due  and  for  which  full 
payment  was  not  received  prior  to  the  maturing  of  the  note.  There- 
fore, the  above  claim  would  include  the  following  items: 

1.  Charge  for  fuU  term  of  loan,  $130.28. 

This  charge  is  to  be  prorated  to  the  date  of  default. 

The  proration  is  figured  on  the  basis  of  the  number  of  full  install- 
ments received  prior  to  the  date  demand  was  made  for  the  full 
unpaid  balance. 

Charge  prorated  to  date  of  default $45. 10 

Pi-oceeds  of  loan  (amount  received  by  borrower)  ($1,000-$130.28)-      869.72 

Total  to  date  of  default 914. 91 

I^ss  amount  received  in  regular  installments —166.68 

Unpaid  principal  at  time  of  default 748.  23 

Liess  amount  received  other  than  in  regular  installments 50.00 

Net  unpaid  principal 698.23 

2.  Interest  earned  at  4  percent  on  $748.23  from  March  1  to  .July  1 10. 00 

Interest  earned  at  4  percent  on  $698.2:^  from  July  1  to  July  25  (date 

of  application  for  reimbursement) 1.84 

8.  Uncollected  court  costs  and  disbursements 6.00 

4.  Attorney's  fees,  15  percent  of  $50  (amount  collei'ted  after  default).  7.50 

5.  Attorney's  fees  for  securing  Judgment 25.00 

6.  Additional   attorney's    fees    (action   contested    and    judgment   ob- 

tained)       ^91.67 

Total  amount  to  be  paid 840.24 

«$5O+0%  of  $838.82. 
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FH-2  Form  Approved 

Revised  October  1053  Budget  Bureau  No.  S^RSU 

FHA  TITLE  I  COMPLETION  CERTIFICATE 

(Work  done  or  materials  delivered) 

To: - of 

(Financial  institution)  (Address) 

In  accordance  with  my  (our)  credit  application  dated _. ,  fori 

loan  pursuant  to  the  provisions  of  Title  I  of  the  National  Housing  Act : 

CHECK  HERE  IF  LOAN  IS  TO  PAY  FOR  COST  OF  MATERIALS  AND  INSTALLATION. 

G  I  (we)  hereby  certify  that  ail  articles  and  materials  have  been  furnished  and 
installed  and  the  work  satisfactorily  completed  on  premises  indicated  in  my 
(our)  credit  application. 

CHECK  HERE  IF  LOAN  COVERS  ONLY  THE  PURCHASE  OF  MATERIALS. 

D  I  (we)  hereby  acknowledge  receipt  in  satisfactory  condition  of  the  materiaU 
described  in  my  (our)  credit  application. 

I  (we)  certify  that  I  (we)  have  not  been  given  or  promised  a  cash  payment  or 
rebate  nor  has  it  been  represented  to  me  (us)  that  I  (we)  will  receive  &  cish 
bonus  or  commission  on  future  sales  as  an  inducement  for  the  consummation 
of  this  transaction.  I  (we)  understand  that  the  selection  of  the  dealer  and  the 
acceptance  of  the  materials  used  and  the  work  performed  is  my  (our)  responsi' 
bility  and  that  neither  the  f  HA  nor  the  financial  institution  guarantees  the 
material  or  workmanship  or  inspects  the  work  performed. 

NOTICE  TO  BORROWER 

Do  not  sign  this  certificate  until  you  are  satisfied  that  the  dealer  has  carried  out  his  obligations  to  you  and 

that  the  work  or  the  materials  have  been  satisfactorily  completed  or  deliwred. 

Date 

Borrower  Signature 

Borrower  Signature 

(READ  BEFORE  SIONI.VO) 


For  the  purpose  of  inducing  the  payment  of  proceeds  of  this  loan  and  the  insurance 
thereof  by  the  FHA  the  undersigned  certifies  and  warrants  that: 
(1)  The  above  work  or  materials  constitute  the  entire  consideration  for  which  this 
loan  is  made,  (2)  a  copy  of  the  contract  or  sales  agreement  has  been  delivered  to 
the  borrower  and  the  above  financial  institution,  (3)  this  contract  contains  the 
whole  agreement   with  the  borrower,   (4)   the  borrower  has  not  been  given  or 
promised  a  cash  payment  or  rebate  nor  has  it  been  represented  to  the  borrower 
that  he  will  receive  a  cash  bonus  or  commission  on  future  sales  as  an  inducement   | 
for  the  consummation  of  this  transaction,   (5)   the  work  has  been  satisfactorily 
completed  or  materials  delivered,   (0)   the  above  certificate  was  signed  by  the 
borrower  after  such  completion  or  delivery,  (7)  the  signatures  hereon  and  on  the 
note  are  genuine,  (8)  all  bills  for  labor  or  materials  have  been  or  will  be  paid. 
If  any  of  the  above  representations  prove  incorrect,  the  undersigned  as^rees  to 
promptly  repurchase  the  note  from  the  financial  institution  or  from  the  FHA 
as  the  case  may  be. 

DEALER  SIGN  HERE  

(Name  of  dealer) 

Date By 

(Signature) 
WARNING:   Any  person  who  knowingly  makes  a  false  statement  or  a  misrepre- 
sentation in  this  certificate  shall  be  subject  to  a  fine  of  not  more  than  $5,000  or  to 
imprisonment  for  not  more  than  2  years,  or  both,  under  provisions  of  the  United 
States  rriminal  Code. 
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FH-13  Form  Approved 

Budfset  Bureau  No.63-R 

FHA  TITLE  I  DEALER  APPLICATION 
To 

(Insurt'd  institution)                                                              (Date) 
The  following  information   is  furnished  for  the  purpose  of  inducing  you 
approve  my  (our)  application  as  a  dealer,  pursuant  to  the  provisions  of  Regiilat 
VIII,   Section   1    (a)   issued  bv  the  Federal  Housing  Commissioner  under 
authority  contained  in  Title  f  of  the  National  Housing  Act. 
Business  name Phone 

Address _     For  past v< 

(Street)  (City)  (Zone)  (State) 

Previous  addreas For ve 

(Street)  (City)  (State) 

Type  of  business Date  established 

(General  contracting,  lumber  yard,  heatini;,  etc.) 

Ownership:  n  Sole  owner  D  Partnership  D  Corporation 

Principals: 

(Name)  (Title)  (Home  address) 

(Name)  (Title)  (Home  address) 

(Name)  (Title)  (Home  address) 

Trade  references  (name  suppliers  gf  major  products  financed  under  Title  I  FH 
Name  Addre$9 


Bank  of  deposit 

Have  discounted  paper  with: 

—    -- _.    __ From to 

(Name)  (Addn'ss)  (year)  (yt^ 

-  -  -    -  -    - .      From .  -    _    to 

(Numo)  (Addn\ss)  (year)  (>Ta 

If  paper  to  be  financed  represents  the  sale  of  a  specialty  product,  indicate  tr 
name  and  manufacturer .  .    . .    _    


(Attach  (Ipsorlptlvo  literature  and  price  list) 

Sales  area       .      Number  of  branches- 
Address  of  branches . 


Describe  any  guaranty  given  buyers 


Financial  statement  as  of^      .    .      _  .is  attached. 

(Date) 

I  (we)  understand  that  I  (we)  are  fully  respon.sible  for  the  Title  I  activity  o 
sales  personnel,  that  ethical  and  proper  selling  practices  will  be  followed,  and  I 
immediate  attention  will  be  given  to  all  complaints  involving  materials,  W( 
manship  or  sales  representations. 

I  (we)  certify  that  the  statements  are  true.  I  (we)  understand  this  applica 
shall  remain  the  property  of  the  financial  institution  to  which  it  is  stibmi 
and,  if  reqtiested,  a  copy  may  be  furnished  to  the  Federal  Housing  Administral 


Firm.. 
Name 


(Title) 


WARNING:  .\ny  person  who  knowingly  makes  a  false  statement  or  a  misrc 
sentation  in  this  certificate  shall  be  sul/ject  to  a  fine  of  not  more  than  $5,0fl 
to  imprisonment  for  not  more  than  2  years,  or  both,  under  provisions  of 
United  States  Criminal  Code. 
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^  SPACE  FOR  USE  OF  DEALER  IN  SUPPLYING  ADDITIONAL  INFORMATION 


THIS  SPACE  FOR  USE  OF  INSURED  INSTITUTION 

ealer  given  copy  of  dealer  guide. 

rm  and  all  principals  checked  against  precautionary  measures  list . 

eferences  checked. 

redit  report  dated attached. 

revious  lenders  checked. 

lace  of  business  inspected  by 

marks  


e  dealer  whose  application  appears  on  the  reverse  hereof  has 
approved  after  such  investigation  as  we  consider  necessary  to 
lish  that  the  dealer  is  reliable,  financially  responsible  and  qualified 
rform  satisfactorily  the  work  to  be  financed  and  to  extend  proper 
;e  to  the  customer. 

5r  approved 195__ 
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PART  I ' 

REGULATIONS 

OF  THE  FEDERAL  HOUSING  COMMISSIONER 

SOVERNING  PROPERTY  IMPROVEMENT  LOANS  UNDER 

TITLE  I  OF  THE  NATIONAL  HOUSING  ACT 


REGULATION  I 

CITATION 

These  regulations  may  be  cited  as  the  "Regulations  of  the  Federal 
lousing  Commissioner  Governing  Property  Improvement  Loans 
ffective  July  1, 1947." 

REGULATION  H 
DEFINITIONS 

is  used  in  these  Regulations  the  term — 

1.  ^Acf^  means  the  National  Housing  Act,  as  amended. 

2.  ^Adrmrdstratiav^  means  the  Federal  Housing  Administration. 

3.  ^Comrrdasianer^  means  the  Federal  Housing  Conunissioner  or 
his  duly  authorized  representative. 

4.  ^'Contract  of  Insurance^'^  includes  all  of  the  provisions  of  these 
Regulations  and  of  the  applicable  provisions  of  the  Act. 

5.  ^InsurecP^  means  a  financial  institution  holding  a  Contract  of 
Insurance  imder  Title  I  of  the  Act. 

6.  ^Loan^^  means  an  advance  of  funds  or  credit  or  the  purchase  of 
an  obligation  evidenced  by  a  note. 

7.  ^^Note*^  includes  a  note,  bond,  mortgage,  or  other  evidence  of 
indebtedness. 

8.  ^"PaymenV^  includes  a  deposit  to  an  account  or  fund  which 
represents  the  full  or  partial  repayment  of  a  loan. 

9.  ^^Borrower^  means  one  who  applies  for  and  receives  a  loan  in 
reliance  upon  the  provisions  of  the  Act  and  whose  interest  in  the 
property  to  be  improved  is  (1)  a  fee  title,  or  (2)  a  life  estate,  or 
(3)  an  equitable  interest  under  an  instrument  of  trust  or  con- 
tract, or  (4)  a  lease  having  a  fixed  term,  expiring  not  less  than 
six  calendar  months  after  the  maturity  of  the  loan. 


^Part   II  gorems  Class  3  Dew  borne  loans.     Authority  to  insure  such  loans  expired 
kprU  20,  1950. 
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10.  ^^Cla88  1  (a)  Xoan^  means  a  loan,  other  than  a  loan  defined  in 
Section  11  of  this  Regulation  as  a  "class  1  (b)  loan,**  which  is 
for  the  purpose  of  financing  the  repair,  alteration,  or  improve- 
ment of  an  existing  structure  or  of  the  real  property  in  connec- 
tion therewith,  exclusive  of  the  building  of  new  structures.  The 
term  ^existing  structure**  means  a  completed  building  that  has 
or  had  a  distinctive  functional  use. 

11.  ''Class  1  (6)  Loari'  means  a  loan  which  is  made  for  the  purpose 
of  financing  the  alteration,  repair,  improvement,  or  conversion 
of  an  existing  structure  used  or  to  be  used  as  an  apartment 
house  or  a  dwelling  for  two  or  more  families. 

12.  ^Clasa  £  (a)  LoavP  means  a  loan  which  is  for  the  purpose  of 
financing  the  construction  of  a  new  structure  which  is  to  be 
used  exclusively  for  other  than  residential  or  agricultonl 
purposes. 

18.  ^Clasa  ^  (h)  LowrP  means  a  loan  which  is  for  the  purpose  of 
financing  the  construction  of  a  new  structure  for  use  in  whole 
or  in  part  for  agricultural  purposes,  exclusive  of  residential 
purposes. 

14.  "^ClasB  1  LowrC  includes  both  "class  1  (a)**  and  "class  1  (b)" 
loans  as  defined  in  sections  10  and  11  of  this  Regulation. 

16.  "C'Zo**  «  Loavi^  includes  both  "class  2  (a)**  and  "class  2  (b)" 
loans  as  defined  in  sections  12  and  13  of  this  Regulation. 

REGXJLATION  IH 
EU6IBLE  NOTES 

1.  Validity. — ^The  note  shall  bear  the  genuine  signature  of  the  bor- 
rower as  maker,  shall  be  valid  and  enforceable  against  the  bor- 
rower or  borrowers  as  defined  in  Regulation  II,  section  9,  and 
shall  be  complete  and  regular  on  its  face.  The  signatures  of  aU 
parties  to  the  note  must  be  genuine.  If  the  note  is  executed  for 
and  on  behalf  of  a  corporation  or  in  a  representative  capacity^ 
the  note  must  create  a  binding  obligation  of  the  principal 

2.  Acceleration  dause. — ^The  note  shall  contain  a  provision  for 
acceleration  of  maturity,  either  automatic  or  at  the  option  of 
the  holder,  in  the  event  of  default  in  the  payment  of  any  install- 
ment upon  the  due  date  thereof. 

3.  Paynunts, — The  note  shall  be  payable  in  equal  monthly,  semi- 
monthly, or  weekly  installmentiJ.  The  first  installment  or  the 
final  installment  may  l>e  more  or  less  than  the  other  installment? 
provided  that  it  is  not  less  than  one-half  or  more  than  one  and 
one-half  times  the  amount  of  a  i*e*rular  installment,*     A  note  may 


As  amended  October  2S.  1»5S. 
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not  provide  for  a  first  payment  less  than  6  days  nor  more  than  2 
calendar  months  from  the  date  of  the  note.  However,  if  51  per- 
cent or  more  of  the  income  of  the  borrower  is  derived  directly  from 
the  sale  of  agricultural  crops,  commodities,  or  livestock  produced 
by  him,  a  note  may  be  made  payable  in  installments  corresponding 
to  income  periods  shown  on  the  Credit  Application.  In  such 
cases,  the  first  payment  must  be  made  within  12  months  of  the  date 
of  the  note  and  at  least  one  payment  shall  be  made  in  each  12 
months  thereafter,  provided  that  no  two  payments  shall  be  more 
than  12  months  apart,  and  the  proportion  of  total  principal  to  be 
paid  in  later  years  shall  not  exceed  the  proportion  of  total  prin- 
cipal payable  in  earlier  years.  In  lieu  of  an  installment  note 
payable  in  equal  periodic  installments  a  loan  may  be  evidenced  by 
a  series  of  notes  provided  each  is  of  an  equal  amount  as  provided 
in  this  Regulation  and  that  each  note  indicates  on  its  face  that  it 
is  one  of  a  series  signed  by  the  same  borrower. 
i.  Maturity. — (a)  Minimum — The  note  shall  not  have  a  final  ma- 
turity of  less  than  6  calendar  months  from  the  date  of  the  note. 
(6)  Maximum — The  maximum  permissible  maturity  of  a  note 
evidencing : 

(1)  A  class  1  (a)  or  a  class  2  (a)  loan  is  3  years  and  32  days 
from  the  date  of  the  note. 

(2)  A  class  1  (b)  loan  is  7  years  and  32  days  from  the  date  of 
the  note. 

(3)  A  class  2  (b)  loan  is  7  years  and  32  days  from  the  date  of 
the  note,  except  that  if  a  class  2  (b)  loan  is  secured  by  a 
first  mortgage,  first  deed  of  trust,  or  other  security  instru- 
ment constituting  a  first  lien  upon  the  improved  property, 
the  loan  may  have  a  final  maturity  not  in  excess  of  16  years 
and  32  days  from  the  date  of  the  note. 

(4)  A  combination  of  any  of  the  above  classes  of  loans  shall  be 
no  greater  than  the  maximum  maturity  governing  that 
component  part  of  the  loan  having  the  shortest  maturity  if 
made  alone. 

5.  Late  charges. — The  note  may  provide  for  a  late  charge,  not  to 
exceed  6  cents  for  each  $1  of  each  installment  more  than  15  days 
in  arrears.  No  late  charge  on  a  past  due  installment  may  be 
accrued  in  excess  of  $5.  In  lieu  of  late  charges,  notes  may 
provide  for  interest  on  past  due  installments  at  a  rate  not  in 
excess  of  the  contract  rate  in  the  jurisdiction  in  which  the  note 
is  drawn.  The  borrower  must  be  billed  for  the  penalties  collected 
as  such,  and  evidence  of  such  billing  must  be  in  the  file  if  claim 
is  made  under  the  Contract  of  Insurance. 
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REGULATION  IV 
MAXIMUM  AMOUNT  OF  LOANS 

1.  Cla88 1  (a)  loan. — ^A  class  1  (a)  loan  shall  not  involve  a  prindpal 
amount,  exclusive  of  financing  charges  to  the  borrower,  in  excees 
of  $2,500. 

2.  01(188 1  (6)  loan. — ^A  class  1  (b)  loan  shall  not  involve  a  principal 
amount,  exclusive  of  financing  charges  to  the  borrower,  in  excess 
of  $10,000. 

8.  Cla88  i  loan. — ^A  class  2  loan  shall  not  involve  a  principal  amount^ 
exclusive  of  financing  charges  to  the  borrower,  in  excess  of  $3,000. 

REGULATION  V 

FINANCING  CHARGES 

1.  Mamnwmi  charge. — ^The  maximum  permissible  financing  charges, 
exclusive  of  fees  and  charges  as  provided  by  section  2  of  this 
Regulation,  which  may  be  paid  by  the  borrower  for  interest, 
discount,  and  fees  of  all  kinds  in  connection  with  the  transaction, 
shall  be  computed  as  follows: 
(a)  Class  1  loans  having  a  principal  amount  not  in  excess  of 
$2,500  shall  not  have  a  financing  charge  in  excess  of  an 
amount  equivalent  to  $5  discount  per  $100  original  face 
amount  of  a  1-year  note,  to  be  paid  in  equal  monthly  install- 
ments calculated  from  the  date  of  the  note. 
(&)  Class  1  loans  having  a  principal  amount  in  excess  of  $2,500 
shall  not  have  a  financing  charge  in  excess  of  an  amount 
equivalent  to  $4  discoimt  per  $100  original  face  amount  of 
a  one  year  note,  to  be  paid  in  equal  monthly  installments 
calculated  from  the  date  of  the  note. 
{c)  Class  2  loans  shall  not  have  a  financing  charge  in  excess  of 
an  amount  equivalent  to  $5  discount  per  $100  original 
face  amount  of  a  1-year  note,  to  be  paid  in  equal  monthly 
installments  calculated  from  the  date  of  the  note,  except 
that  class  2  (b)  loans  having  a  maturity  in  excess  of  7  years 
and  32  days  shall  not  have  a  financing  charge  in  excess 
of  an  amount  equivalent  to  $3.50  discount  per  $100  original 
face  amount  of  a  1-year  note,  to  be  paid  in  equal  monthly 
installments  calculated  from  the  date  of  the  note. 
Such  charges  correctly  based  on  tables  of  calculations  issued 
by  the  Federal  Housing  Commissioner  are  deemed  to  comply 
with  this  Regulation. 
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An  increase  in  the  ratio  of  the  charge  to  the  average  amount 
outstanding  on  the  debt  over  the  maximum  provided  in  this 
Begulation,  which  increase  results  from  the  first  payment  falling 
due  less  than  30  days  after  the  date  of  the  note  as  provided  in 
Regulation  III,  section  3  shall  not  be  deemed  to  be  in  conflict  with 
this  Kegulation. 

2*  Permdssible  additional  charges. — ^If  the  insured  takes  security  in 
the  nature  of  a  real-estate  mortgage,  deed  of  trust,  conditional 
sales  contract,  chattel  mortgage,  mechanic's  lien,  or  other  se- 
curity device  for  the  purpose  of  securing  the  payment  of  eligible 
loans,  the  insured  may  collect  from  the  borrower,  in  addition  to 
the  maximum  permissible  financing  charge  as  provided  in  section 
1  of  this  Regulation,  the  following  expenses  actually  incurred  by 
the  insured  in  connection  with  the  transaction:  Recording  or 
filing  fees,  documentary  stamp  taxes,  title  examination  charges 
and  hazard  insurance  premiums,  provided  that  such  costs  or  ex- 
penses are  not  paid  from  the  proceeds  of  the  loan  or  included  in 
the  face  amount  of  the  note.  Such  costs  or  expenses  shall  not 
be  included  by  the  insured  as  a  portion  of  a  claim  under  the  Con- 
tract of  Insurance  and  if  such  costs  or  expenses  are  assessed 
against  the  borrower,  proper  evidence  thereof  should  be  in  the 
file. 

J.  Partial  disbursement  of  proceeds. — If  the  insured  in  purchasing  a 
note  takes  the  maximum  charge  permitted  by  this  Regulation, 
but  employs  a  "hold-back"  and  does  not  advance  the  entire  pro- 
ceeds of  tiie  note  to  the  seller,  it  shall  calculate  its  financing 
charge  on  the  amount  advanced  and  credit  to  the  account  of  the 
seller  the  difference  between  the  financing  charge  calculated  on 
the  face  amount  of  the  note  and  the  financing  charge  calculated 
on  the  amount  advanced. 

L  Prepayment  rehaie. — ^If  a  note  is  paid  in  full  prior  to  maturity, 
the  insured  shall  make  a  rebate  at  a  rate  not  less  than  6  percent 
per  annum  of  the  amounts  so  paid  in  advance  of  their  due  dates, 
if  the  maximum  permissible  financing  charge  in  connection  with 
the  transaction  is  in  an  amount  equivalent  to  $5  discount  as 
provided  in  section  1  of  this  Regulation.  If  a  lesser  charge  has 
been  taken,  the  rebate  shall  be  at  not  less  than  a  proportional 
rate. 

REGULATION  VI 
CREDITS  AND  COLLECTIONS 

1.  Credit  Application. — ^Prior  to  making  a  loan  the  insured  shall 
obtain  a  dated  Credit  Application  executed  by  the  borrower  on 
a  form  approved  by  the  Commissioner.  A  separate  Credit  Ap- 
plication is  required  for  each  loan  made  or  note  purchased. 
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2.  Credit  investigation, — ^The  Credit  Application,  supplemented  by 
such  other  information  as  the  insured  deems  necessary,  must,  in 
the  judgment  of  the  insured,  clearly  show  the  borrower  to  be 
solvent,  with  reasonable  ability  to  pay  the  obligation  and  in  other 
respects  a  reasonable  credit  risk.  If,  after  the  loan  is  made,  an 
insured  who  acted  in  good  faith  discovers  any  material  misstate- 
ments or  misuse  of  the  proceeds  of  the  loan  by  the  borrower, 
dealer,  or  others,  the  eligibility  of  the  note  for  insurance  will  not 
be  affected.  However,  the  insured  shall  promptly  ref)ort  such 
discovery  to  the  Commissioner. 

8.  Outstanding  FHA  and  direct  Federal  ohligations, — The  proceeds 
of  a  loan  shall  not  be  disbursed  if  the  insured  has  knowledge  that 
the  borrower  is  past  due  more  than  15  days  as  to  either  prin 
cipal  or  interest  with  respect  to  an  obligation  owing  to,  or  insured 
by,  any  department  or  agency  of  the  Federal  Government,  pro- 
vided that  nothing  contained  herein  shall  prevent  the  making  of  a 
loan  otherwise  eligible,  even  though  the  borrower  is  in  default 
under  such  an  obligation  by  reason  of  his  military  service  and 
the  approval  of  the  Commissioner  is  obtained. 

4.  Past  dve  Title  I  notes  at  time  of  jnircha/ie, — A  note  shall  not  be 

purchased  when  any  installment  thereon  is  past  due  more  than 
15  days  at  the  date  of  purchase  except  purchases  of  notes  under 
the  provisions  of  Regulation  XII. 

5.  Prior  approval  hy  Cmnmissioner, — Any  loan  which  increases  the 

principal  amount  outstanding  as  to  all  class  1  or  class  2  loans  to 
any  individual  borrower  to  an  amount  in  excess  of  $5,000,  ex- 
clusive of  financing  charges,  will  be  accepted  for  insurance  only 
upon  prior  approval  of  the  Commissioner. 

6.  Security. — The  taking  of  security  to  secure  the  payment  of  a 

loan  is  left  to  the  discretion  of  the  insured  unless  specifically 
required  by  the  Commissioner  in  accordance  with  the  provision!^ 
of  section  5  of  this  Regulation  or  of  Regulation  III,  section  4  i-^)- 
An  insured  may  permit  the  substitution  or  subordination  of  secu- 
rity provided  it  can  be  shown  when  claim  is  made  that  at  the  time 
of  such  action  the  original  security  value  was  not  impaired  or 
i*educed  as  a  result  of  such  action.  Upon  presentation  of  the 
facts  the  prior  approval  of  the  Commissioner  may  l>e  obtained  l>y 
the  insured  to  any  proposed  substitution  or  subordination  of 
security. 

7.  Collfrtions. — The  insured  is  required  to  service  loans  in  accoi'd* 

sance  with  atreptable  practices  of  prudent  lending  institutions- 
In  the  event  of  default,  the  insured  should  have  adequate  fMci'' 
ities  for  contacting  the  lH)rrower  and  otherwise  exercise  dili^^''^'^ 


Digitized  by  VjOOQ IC 


HOUSING   ACT   OF    1964  1851 

in  collecting  the  amount  due.  The  insured  is  responsible  to  the 
Commissioner  for  proper  collection  efforts  even  though  actual 
collection  may  be  performed  by  an  agent. 


REGULATION  VII 
ELIGIBLE  EXPENDITURES 

1.  Property  location, — The  property  to  be  improved  shall  be  located 
within  the  United  States,  its  Territories,  or  possessions. 

2.  Use  of  proceedn, — The  proceeds  of  a  loan  shall  be  used  only  to 
finance  alterations,  repairs,  and  improvements  upon  real  property 
or  in  connection  with  existing  structures,  commenced  in  reliance 
upon  the  credit  facilities  afforded  by  Title  I  of  the  act. 

3.  Reliance  on  Credit  Application, — An  insured  acting  in  good  faith 

may,  in  the  absence  of  information  to  the  contrary,  rely  upon  all 
statements  of  fact  made  by  the  borrower,  which  are  called  for  by 
the  borrower's  Credit  Application,  in  determining  the  eligibility 
of  the  improvements  to  the  property. 

4.  Technical  services  and  direct  costs, — The  proceeds  of  a  loan  may 
be  used  to  pay  the  cost  of  architectural  and  engineering  services, 
and  fees  paid  for  obtaining  building  permits  that  are  directly 
connected  with  the  eligible  alterations,  repairs,  or  improvements 
financed  in  accordance  with  these  Regulations. 

5.  Supplementing  an  uninsured  obligation, — The  proceeds  of  a 
loan  shall  not  be  used  to  supplement  another  obligation  of  the 
borower  not  reported  for  insurance,  the  payment  of  which  is 
to  be  secured  by  a  prior  lien  created  in  connection  with  the  pro- 
posed alteration,  repairs,  or  improvements. 


REGULATION  VIII ' 
DISBURSEMENT  OF  LOAN  PROCEEDS 

1.  Disbursement, — Before  disbursing  the  proceeds  of  a  loan,  the 
insured  shall: 

(a)  Dealer  approval, — Have  approved  the  dealer  after  such  in- 
vestigation as  the  insured  considers  necessary  to  establish 
to  its  satisfaction  that  the  dealer  is  reliable,  financially 

^  As  amended,  effective  December  1.  195^. 


Digitized  by  VjOOQ IC 


1852  HOUSING   ACT    OF    1954 

responsible  and  qualified  to  perform  satisfactorily  the  work 
to  be  financed  and  to  extend  proper  service  to  the  customer. 
This  approval  shall  be  evidenced  by  an  application  si^ed 
and  dated  by  the  dealer  and  signed  and  dated  by  the  insured 
on  forms  approved  by  the  Commissioner.  The  dealer 
application,  the  approval  by  the  insured,  together  with 
supporting  information  and  a  record  of  the  insured's  ex- 
perience with  the  loans  originated  by  such  dealer  shall  be 
in  the  insured's  file.  New  dealer  applications  and  dealer 
approvals  need  not  be  executed  in  connection  with  dealers 
who  have  been  approved  and  to  whom  the  insured  has  dis- 
bursed loans  during  the  12-month  period  prior  to  December 
1,  1953.  For  the  purpose  of  this  Regulation  the  term 
"dealer"  means  the  one  who  executed  the  dealer's  completion 
certificate. 

(6)  Completion  certif/'atex, — Obtain  a  completion  certificate 
signed  by  the  borrower  and  a  completion  certificate  sijrned 
by  the  dealer  on  forms  approved  by  the  Commissioner. 
An  insured  shall  not  disburse  the  proceeds  of  a  loan,  if, 
as  an  inducement  for  the  consummation  of  the  transaction. 
the  borrower  has  been  given  or  promised  a  cash  payment 
or  rebate  or  it  has  l)een  i*epresented  to  the  borrower  that 
he  will  receive  a  cash  bonus  or  commissions  on  future  sales. 
In  the  absence  of  information  to  the  contrary,  the  insured 
may  rely  upon  the  dealer's  statement  in  his  completion 
certificate  as  to  such  bonus  selling.  If  there  are  two  or 
more  eligible  borrowers  involved  in  a  transaction,  only 
one  signature  is  required  on  the  borrowers  certificate. 

[r)  Authorhdt'ion  to  pay  loan  proceeds, — Obtain  written  au- 
thorization from  the  borrower,  if  the  insured  is  the  payee 
of  the  note  and  the  proceeds  are  to  be  disbui-sed  to  one  other 
than  the  borrowers. 

{(I)  Description  of  improvements. — Obtain  a  copy  of  the  con- 
tract or  sales  agi*eement,  signed  by  the  borrower  and  the 
dealer,  describing  the  type  and  extent  of  improvements  to 
be  uuide  and  the  material  to  be  used.  Such  contract  or 
sales  agreement  shall  be  of  a  type  regularly  used  by  the 
dealer  in  his  business.  The  signature  ap|)earing  on  the 
copy  of  the  contract  or  sales  agivement  may  be  a  carbon 
imprint  of  the  signatures  appearing  on  the  original. 

(e)  Ad  ranee  notice  to  applicant, — Mail  to  the  borrower  or 
personally  deliver  to  the  borrower  written  notice  of  «P" 
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proval  of  the  application  for  credit  on  a  form  approved  by 
the  Commissioner.  Such  notice  shall  be  directed  to  the 
borrower  prior  to  disbursement  of  the  loan  and  in  no  event 
less  than  six  calendar  days  prior  to  such  disbursement.  A 
record  of  such  notice  showing  the  date  of  mailing  or  de- 
livery to  the  borrower  shall  be  in  the  loan  file. 

2.  Precautionary  fneoMures. — If  the  insured  has  not  approved  the 
dealer,  as  provided  in  section  1  (a)  of  this  Regulation  or  has 
reason  to  withdraw  such  approval,  the  proceeds  of  a  loan  shall 
not  be  disbursed  until : 

(a)  The  insured  has  verified  all  statements  contained  on  the 
Borrower's  Credit  Application. 

(b)  The  borrower  has  signed  the  Borrower's  Completion  Cer- 
tificate in  the  presence  of  the  insured. 

(c)  The  insured  has  inspected  the  work  performed  in  every 
instance  when  the  amount  involved  is  $500  or  more,  and  in 
at  least  one  out  of  every  three  transactions  when  the 
amounts  involved  are  less  than  $500. 

(d)  The  insured  ha3  signed  a  statement  to  the  effect  that  the 
above  requirements  were  complied  with  prior  to  releasing 
the  proceeds  of  any  such  loans.  Such  statement  must 
accompany  each  Loan  Report. 

3.  Exceptions. — The  provisions  of  Sections  1  and  2  of  this  Regula- 
tion shall  not  apply  to  loans  made  directly  to  the  borrower  or 
borrowers  where  the  proceeds  are  delivered  directly  to  such  bor- 
rower or  borrowers  without  the  intervention  or  participation  of 
the  dealer  or  other  intermediary  in  any  manner  in  such  disburse- 
ment. 


REGULATION  IX 

REFINANCING 

General  requirementfi. — New  obligations  to  liquidate  loans  pre- 
viously reported  for  insurance  pui'suant  to  Title  I  of  tlie  act  after 
July  1, 1947,  which  may  or  may  not  include  an  additional  amount 
advanced  will  be  covered  by  insurance,  if  they  meet  the  require- 
ments of  all  applicable  regulations  and  the  special  provisions  of 
this  Regulation:  Provided^  Tliat  after  March  1,  1950,  no  addi- 
tional amount  shall  be  advanced  with  respect  to  any  such  new 
obligations  which  are  for  the  purpose  of  liquidating  loans  mada 
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prior  to  March  1,  1950:  Provided  further^  That  obligations 
which  are  for  the  purpose  of  liquidating  loans  made  prior  to 
March  1,  1950,  shall  not  be  consolidated  with  obligations  repre- 
senting loans  made  after  March  1,  1950. 

2.  Mdonmum  maturity. 

(a)  A  class  1  (a)  loan  or  a  class  2  (a)  loan  may  be  refinanced 
for  an  additional  period  not  in  excess  of  3  years  and  32  days 
from  the  date  of  the  refinancing,  but  not  to  exceed  5  years 
from  the  date  of  the  original  note. 

{h)  A  class  1  (b)  loan  may  be  refinanced  for  an  additioDal 
period  not  in  excess  of  7  years  and  32  days  from  the  date 
of  the  refinancing,  but  not  to  exceed  10  years  from  the  date 
of  the  original  note. 

{c)  A  class  2  (b)  loan  may  be  refinanced  for  an  additional 
period  not  in  excess  of  7  years  and  32  days  from  the  date 
of  the  refinancing,  but  not  to  exceed  10  years  from  the  date 
of  the  original  note,  except  that  if  a  class  2  (b)  loan  is 
secured  by  a  first  mortgage,  first  deed  of  trust,  or  other 
security  instrument,  constituting  a  first  lien  upon  the  im- 
proved property,  the  new  note  may  have  a  final  maturity 
not  in  excess  of  15  y^ars  and  32  days  from  the  date  of  the 
refinancing,  but  not  to  exceed  25  years  from  the  date  of 
the  original  note. 

(d)  When  a  class  1  loan  or  a  class  2  loan  is  made  or  refinanced 
and  consolidated  with  another  class  1  loan  or  class  2  loan, 
the  new  note  evidencing  the  consolidated  obligation  shall 
not  be  for  a  longer  term  than  that  which  the  component  loan 
having  the  shortest  permissible  maturity  could  have  if  made 
or  refinanced  alone. 

3.  Rebate, — The  full  unearned  charge  on  the  original  note  shall  be 
refunded  to  the  borrower.  If  no  additional  advance  is  made  a 
handling  charge  not  in  excess  of  $2  may  be  assessed  the  borrower. 

4.  Special  cases. — ^The  Commissioner  may  upon  presentation  of  the 
facts  approve  the  refinancing  or  refinancing  and  consolidation  of 
any  loan  or  loans  upon  such  terms  and  conditions  as  he  may  deter- 
mine within  the  limits  provided  by  the  Act. 

6.  Deferred  payments. — An  agreement  to  defer  payments  on  a  note 
previously  reported  for  insurance  under  these  Regulations  with- 
out rewriting  the  note  is  not  considered  refinancing.  Such  agree- 
ment will  not  affect  the  insurance  coverage  on  the  loan  provided 
that: 

(a)  Such  agreement  is  evidenced  in  writing; 

(A)  Payments  shall  not  be  deferred  for  more  than  5  months 

from  th«  '       late  of  the  last  fully  paid  installment; 
(c)  8      1  not  extend  the  final  maturity  of  the 

rity  date  of  the  obligation  as 
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{d)  The  insured  may  assess  the  borrower  for  the  cost  of  such 
deferment  if  such  charge  is  not  in  excess  of  an  equivalent 
amount  of  late  charges  as  provided  in  Regulation  III, 
section  5. 

REGULATION  X 

REPORT  OF  LOANS 

Loans  shall  be  repoited  on  the  prescribed  form  to  the  Federal  Hous- 
ig  Administration  at  Washington,  D.  C,  within  31  days  from  the 
ite  of  the  note  or  date  upon  which  it  was  purchased.  Any  loan  re- 
lanced  as  provided  in  Regulation  IX  shall  likewise  be  reported  on 
le  prescribed  form  within  31  days  from  date  of  refinancing.  In  any 
ise,  the  Commissioner  may,  in  his  discretion,  accept  a  late  report, 
'uring  the  period  Regulation  W,  issued  by  the  Board  of  Governors 
P  the  Federal  Reserve  System,  effective  September  18,  1950,  is  in 
Feet,  the  execution  and  submission  of  a  loan  report  pursuant  to  this 
egulation  shall  be  deemed  a  representation  by  the  insured  that  it 
its  complied  with  all  requirements  of  said  Regulation  W  applicable 
>  the  transaction  reported  for  insurance.  During  the  period  Regu- 
ition  X,  issued  by  the  Board  of  Governors  of  the  Federal  Reserve 
ystem,  is  in  effect,  the  execution  and  submission  of  a  report  of  a 
lass  1  (b)  loan  pursuant  to  this  Regulation  shall  be  deemed  a  repre- 
mtation  by  the  insured  that  it  has  complied  with  all  requirements 
f  said  Regulation  X  on  the  same  basis  and  to  the  same  extent  as  if 
be  loan  was  not  to  be  reported  for  insurance. 

REGULATION  XI 

CLAIMS 

1.  Claim  application. — Claim  for  reimbursement  for  loss  on  an  eli- 
gible loan  shall  be  made  on  a  form  provided  by  the  Commissioner, 
and  executed  by  a  duly  qualified  officer  of  the  insured.  The 
claim  shall  be  accompanied  by  the  insured's  complete  credit  and 
collection  file  pertaining  to  the  transaction. 

2.  Claim  after  default  \ — Claim  may  be  made  after  default  provided 
demand  has  been  made  upon  the  debtor  for  the  full  unpaid  bal- 
ance of  the  note. 

3.  MammAim  claim  period  ^ — ^For  the  purpose  of  determining  when 
a  claim  must  be  filed  under  the  provisions  of  this  section,  any  pay- 
ments received  on  an  account,  including  payments  on  a  judgment 
predicated  thereon,  shall  be  applied  to  the  earliest  unpaid  install- 
ment, and  in  the  case  of : 

(a)  Yearly  installment  noten^  whenever  an  installment  is  12 


>As  amended  October  28,  1958. 
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months  in  default,  claim  must  be  made  within  81  days  tiiere- 
after; 
(b)  AU  other  installment  noten^  whenever  an  instaUment  is  6 
months  in  default,  claim  sliall  be  made  within  81  days 
thereafter. 
{c)  Military  service  cases^  if  at  any  time  during  default  t  per- 
son primarily  or  secondarily  liable  for  the  repaymoit  of 
any  loan  is  a  "person  in  military  service,"  as  such  tenn  is 
defined  in  the  Soldiers^  and  Sailors'  Civil  Relief  Act  of 
1940,  as  amended,  the  period  during  which  he  is  in  milittiy 
service  shall  be  excluded  in  computing  the  time  within 
which  claim  must  be  made  for  reimbursement  under  the 
provisions  of  this  Regulation. 
4.  Extension  of  maodmum  claim  period. — ^Upon  presentation  to  the 
Commissioner  of  the  facts  of  a  particular  case  within  the  allow- 
able claim  period  prescribed  in  this  Begulation,  he  may,  in  his 
discretion,  extend  the  time  within  which  claim  must  be  made, 
provided  that  in  computing  the  claim  no  interest  will  be  aUowed 
for  the  period  of  such  extension. 
6.  Claim  amount. — ^An  insured  will  be  reimbursed  for  its  loss  on 
loans  made  in  accordance  with  these  Regulations  up  to  the  amount 
of  its  reserve  as  established  by  Regulation  XII  as  follows: 
(a)  Net  unpaid  amount  of  the  loan  actually  made  or  the  actual 

purchase  price  of  the  note,  whichever  is  the  lesser; 
(6)  Uncollected  earned  interest  to  date  of  default  and  interest 
at  the  rate  of  4  percent  per  annum  from  the  date  of  de- 
fault  to  the  date  of  the  application  for  reimbursement  of 
loss  sustained,  but  in  no  event  shall  the  total  interest 
allowed  exceed  the  maximum  permissible  financing  charge 
on  the  principal  amount  outstanding  to  the  date  of  applica- 
tion for  reimbursement. 
{c)  Uncollected  court  cost,  including  fees  paid  for  issuing, 

serving,  and  filing  summons ; 
(d)  Attorney's  fees  actually  paid  not  exceeding: 

(1)  Fifteen  percent  of  the  amount  collected  by  the  at- 
torney on  the  defaulted  note  provided  the  insured 
does  not  waive  its  claim  against  the  borrower  for 
such  fees ; 

(2)  Twenty-five  dollars  or  15  percent  of  the  balance  due 
on  the  note,  whichever  is  the  lesser,  if  a  judgment  is 
secured  by  suit,  and 

(3)  Fifty  dollars  plus  5  percent  of  the  balance  due  on 
the  note  as  an  additional  fee  where  the  action  is 
contested  and  judgment  is  obtained.^ 

6.  Assignment  of  documents, — The  note  and  any  security  held  or 
judgment  taken  must  be  assigned  in  its  entirety  and  if  any  diim 


1  As  amended,  effective  as  to  claims  certified  for  payment  after  NoTember  30,  IMS. 
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has  been  filed  in  bankruptcy,  insolvency,  or  probate  proceedings, 
such  claim  shall  likewise  be  assigned  to  the  United  States  of 
America. 

7.  Form  of  assignment. — ^The  following  form  of  assignment  prop- 
erly dated  shall  be  used  in  assigning  a  note,  judgment,  real-estate 
mortgage,  deed  of  trust,  conditional  sales  conti-act,  chattel  mort- 
gage, mechanic's  lien,  or  any  other  security  device  in  event  of 
claim: 

"All  right,  title,  and  interest  of  the  undersigned  is  hereby 
assigned  (without  warranty,  except  that  the  note  qualifies 
for  insurance)  to  the  United  States  of  America. 

(Financial  institution) 

By 

Date Title " 

Provided  that  if  this  form  is  not  valid  or  generally  acceptable  in 
the  jurisdiction  involved,  a  form  which  is  valid  and  generally 
acceptable  shall  be  used. 

8.  Election  of  action.  — ^Where  a  real-estate  mortgage,  deed  of  trust, 
conditional  sales  contract,  chattel  mortgage,  mechanic's  lien,  or 
any  other  security  device  has  been  used  to  secure  the  payment  of 
a  loan  made  under  the  provisions  of  Title  I  of  the  Act,  the  insured 
may  not,  except  with  the  approval  of  the  Commissioner,  both 
proceed  against  such  security  and  also  make  claim  under  its 
Contract  of  Insurance,  but  shall  elect  which  method  it  desires 
to  pursue. 

REGXJLATION  XII  ^ 
INSURANCE  RESERVE 

U  Legal  limit. — Subject  to  the  limitation  on  the  Commissioner's 
authority  to  insure  as  stipulated  in  section  2  of  Title  I  of  the 
Act,  the  Commissioner,  pursuant  to  the  provisions  of  Regulation 
XI,  will  reimburse  any  insured  for  losses  sustained  by  it  in  ac- 
cordance with  the  general  insurance  reserves  provisions  of  sec- 
tion 2  of  this  Regulation. 

8,  OenercH  insurance  reserves. — There  shall  be  established  for  each 
insured  two  separate  insurance  reserves,  one  to  be  known  as  the 
**1947  reserve"  and  the  other  to  be  known  as  the  "1950  reserve". 
Each  reserve  shall  be  available  for  the  payment  of  losses  sus- 
tained in  connection  with  loans  made  during  the  period  in  which 
the  reserve  is  created. 


1  As  amended  December  IS,  195S. 
44750  O— 54--pt.  3 36 
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8,  IBJfl  reserve. — ^The  1947  reserve  shall  equal  10  percent  of  the 
aggregate  amount  advanced  on  all  eligible  loans  originated  by 
an  insured  pursuant  to  the  provisions  of  both  part  I  and  part  n 
of  these  Regulations  on  and  after  July  1,  1947,  and  prior  to 
March  1,  1950,  less  the  amount  of  all  claims  approved  for  pay- 
ment by  the  Commissioner  in  connection  with  such  loans. 

4.  1950  reserve. — ^The  1950  reserve  shall  equal  10  percent  of  the 
aggregate  amount  advanced  on  &11  eligible  loans  originated  by  an 
insured  pursuant  to  the  provisions  of  these  Regulations  on  and 
after  March  1,  1950,  and  prior  to  July  1,  1955,  less  the  amount 
of  all  claims  approved  for  payment  by  the  Commissioner  in  con- 
nection with  such  loans  and  less  the  amount  of  the  adjustment 
or  adjustments,  if  any,  made  pursuant  to  section  6  of  this  Begula- 
tion. 

6.  Adjustment  of  1960  reserve. — ^The  amount  of  the  1960  insaranoe 
reserve  to  the  credit  of  each  insured  shall  be  adjusted  on  January 
1, 1953,  and  on  the  first  day  of  each  semiannual  period  thereafter 
by  deducting  therefrom  an  amount  equivalent  to  one-fifth  of  the 
amount  of  such  insurance  reserve  on  the  records  of  the  Commif^ 
sioner  as  of  the  date  of  such  adjustment :  Provided^  That  no  such 
adjustment  shall  reduce  the  insurance  reserve  of  any  insured  to  an 
amount  less  than  $5000.00:  And  Provided  fwrther^  That  no  such 
adjustment  shall  be  made  in  the  insurance  reserve  of  any  financial 
institution  until  the  first  day  of  January  or  the  fii-st  day  of  July 
next  following  the  expiration  of  a  period  of  30  months  after  the 
issuance  of  a  Contract  of  Insurance  to  such  institution  by  the 
Commissioner,  and  no  such  adjustment  shall  be  made  in  the  in- 
surance reserve  of  any  financial  institution  after  the  termination 
of  the  Contract  of  Insurance  issued  to  such  institution  by  the 
Commissioner,  or  after  tlie  termination  of  the  Commissioner's 
authority  to  insure  against  losses  pursuant  to  section  2  of  Title  I 
of  the  National  Housing  Act. 

6.  Transfer  of  looeas  reported  for  insurance. — ^The  insured  shall  not 
assign  or  otherwise  transfer  any  loan  reported  for  insurance  to  i 
transferee  not  holding  a  Contract  of  Insurance  under  Title  I  of 
the  National  Housing  Act,  provided  that  nothing  contained 
herein  shall  be  construed  to  prevent  the  pledging  of  such  loans  as 
collateral  security  under  a  trust  agreement,  or  otherwise,  in  con- 
nection with  a  bona  fide  loan  transaction. 

7.  Transfer  of  insurance  reserve, — Insurance  reserve  of  BMre  than 
$5,000  shall  not  be  transferred  to  or  from  the  reserve  account  of 
any  insured  during  any  fiscal  year  (July  1  through  June  30)  with- 
out the  prior  approval  of  the  Commissioner.  Except  in  cases 
involving  the  transfer  of  loans  sold  with  recourse  or  under » 
guaranty,  guarantee,  or  repurchase  agreement,  the  reports  i^ 
quired  by  Regulation  X  shall  be  submitted,  indicating  the  intent 
of  the  parties  with  respect  to  the  transfer  of  the  insurance  reservcj 
and  unless  the  approval  of  the  Commissioner  is  obtained^  th6 
insurance  reserve  shall  be  transferred  as  follows: 
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(a)  In  cases  involving  the  transfer  of  notes  purchased  without 
recourse,  guaranty,  guarantee,  or  repurchase  agreement, 
provided  no  installment  payment  is  past  due  more  than  one 
calendar  month  at  the  time  of  purchase,  1947  reserve  shall 
be  transferred  to  the  1947  reserve  of  the  purchasing  institu- 
tion, and  1950  iteserve  shall  be  transferred  to  the  1950 
reserve  of  the  purchasing  institution,  on  the  basis  of  10 
percent  of  the  actual  purchase  price  or  net  unpaid  original 
advance,  whichever  is  the  lesser. 
(6)  In  cases  involving  the  transfer  of  notes  sold  with  recourse 
or  under  a  guaranty,  guarantee,  or  repurchase  agreement, 
no  insurance  reserve  will  be  transferred  and  no  reports  will 
be  required. 
FHA  recovery  shall  not  affect  reserve. — ^Amounts  which  may  be 
salvaged  by  the  Commissioner  with  respect  to  a  loan  in  connection 
with  which  an  insured  has  been  reimbursed  under  its  Contract 
of  Insurance  shall  not  be  added  to  the  insurance  reserve  remaining 
to  the  credit  of  such  insured. 


REGXJLATION  XIH 
INSURANCE  CHARGE 

L  Sate. — ^The  insured  shall  pay  to  the  Commissioner  an  insurance 
charge  equal  to  %  of  1  per  centum  per  annum  of  the  net  proceeds 
of  any  eligible  loan  reported  and  acknowledged  for  insurance: 
Provided^  That  in  the  case  of  a  class  1  (b)  loan  in  excess  of  $2,500, 
exclusive  of  financing  charges,  and  in  the  case  of  a  class  2  (b) 
loan  having  a  maturity  in  excess  of  7  years,  such  insurance  charge 
shall  be  ^  of  1  per  centum  per  annum.  In  computing  the  in- 
surance charge,  no  charge  shall  be  made  for  the  fractional  period 
of  a  month  of  15  days  or  less,  and  a  charge  for  a  full  month 
shall  be  made  for  the  fractional  period  of  a  month  of  more  than 
15  days. 

L  WJver^  fayoihle. — Such  insurance  charge  for  the  entire  term  of  the 
loan  shall  be  paid  within  25  days  after  the  date  the  Commissioner 
acknowledges  receipt  to  the  insured  institution  of  the  report  of 
loan :  Provided^  That  on  loans  having  a  maturity  in  excess  of  3 
years  and  32  days,  such  charge  may  be  paid  in  installments,  the 
first  of  which  ^all  be  equal  to  the  charge  for  3  years  and  be 
paid  within  said  25  days,  and  the  second  and  succeeding  install- 
ments, each  equal  to  the  charge  for  1  year,  shall  be  paid  on  the  first 
and  each  succeeding  anniversary  of  the  fii^st  day  of  the  month 
following  the  date  of  the  note. 

Bb  Notes  transferred. — ^Any  adjustments  of  the  insurance  charge 
already  paid  on  any  obligation  transferred  between  insureds  shall 
be  made  by  the  insureds,  except  that  any  unpaid  installments  of 
the  insurance  charge  shall  be  paid  by  the  purchasing  insured. 
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4.  Refund  or  abatement. — ^There  shall  be  no  refund  or  abatement  oi 
any  portion  or  installment  of  the  insurance  charge  except: 
(a)  The  charge  on  a  refinanced  note  may  be  credited  with  the 

unearned  portion  of  the  charge  on  the  original  note; 
(&)  Insurance  charges  falling  due  after  claim  is  filed  or  the 

note  is  prepaid  in  full; 

(o)  The  charge  paid  on  a  loan  or  portion  thereof  found  to  bi 

ineligible. 

6.  When  not  chargeable  to  borrower. — The  insurance  charge  piid 

by  the  insured  shall  not  be  charged  to  the  borrower  if  such  ehaigi 

would  cause  the  total  payments  made  by  the  borrower  to  ezceei 

the  maximum  permissible  amount  which  may  be  charged  to  tb 

borrower  for  interest,  discount,  and  all  other  charges  in  con* 

nection  with  the  transaction. 

REGULATION  XIV 

ADMINISTRATIVE  REPORTS  AND  EXAMINATION 

The  Commissioner,  or  his  authorized  representative,  may  at  vxf 
time  call  upon  an  insured  for  such  reports  as  he  may  deem  to  hi 
necessary  in  connection  with  these  Regulations,  or  may  inspect  tbi 
books  or  accounts  of  the  insured  as  they  pertain  to  the  loans  repoitel 
for  insurance. 

REGULATION  XV 
AMENDMENTS 

i 

These  Regulations  may  be  amended  by  the  Commissioner  at  anf 
time,  but  such  amendment  shall  not  adversely  affect  the  insurance : 
privileges  of  an  insured  with  respect  to  any  loan  previously  made.    : 

REGULATION  XVI 

EFFECTIVE  DATE 

These  Regulations  are  effective  as  to  all  loans  made  on  or  after 
July  1,  1947,  pursuant  to  the  provisions  of  Title  I  of  the  NationJ 
Housing  Act,  as  amended,  and  shall  have  the  same  force  and  effect 
as  if  included  in  and  made  a  part  of  each  Contract  of  Insurance. 

Issued  at  Washington,  D.  C,  December  31,  1953,  as  a  reprint  of  the 
"Regulations  of  the  Federal  Housing  Commissioner  Governing  Prop- 
erty Improvement  Loans  effective  July  1,  1947,"  to  include  a" 
amendments  through  December  18,  1953. 

Gt^Y   T.    O.    HOLLYDAY, 

Federal  Haxising  Co?nmis8ioner, 
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NATIONAL  HOUSING  ACT,  AS  AMENDED 
Title  I — Housing  Renovation  and  Modernization 

INSURANCE  of  FINANCIAL  INSTITUTIONS 

8co.  2.  (a)  The  Commissioner*  is  authorized  and  empowered  upon  such  terms 
■d  conditions  as  he  may  prescribe,  to  insure  banks,  tinist  companies,  personal 
aance  companies,  mortgage  companies,  building  and  loan  associations,  install- 

Ct  lending  companies,  and  other  such  financial  institutions,  which  the  Com- 
lioner  finds  to  be  qualified  by  exi)erience  or  facilities  and  approves  as  eligible 
ie  credit  Insurance,  against  losses  which  they  may  sustain  as  a  result  of  loans  and 
^"^Ipances  of  credit,  and  purchases  of  obligations  representing  loans  and  advances 
ieredit,  made  by  them  on  and  after  July  1, 1939,  and  prior  to  July  1, 1955  *  for  the 
■rpose  of  finanoing  alterations,  repairs,  and  improvements  upon  or  in  con- 
cation  with  existing  structures,  and  the  building  of  new  structures,  upon  urban, 
bMirban,  or  rural  real  property  (including  the  restoration,  rehabilitation,  re- 
Llding,  and  replacement  of  such  improvements  which  have  been  damaged  or 
»troyed  by  earthquake,  confiagratlon,  tornado,  hurricane,  cyclone,  flood,  or  other 
:^«strophe),  by  the  owners  thereof  or  by  lessees  of  such  real  property  under  a 
.86  expiring  not  less  than  6  months  after  the  maturity  of  the  loan  or  advance  of 
ddlt  In  no  case  shall  the  insurance  granted  by  the  Commissioner  under  this 
f^on  to  any  such  financial  institution  on  loans,  advances  of  credit,  and  pur- 
lUaes  made  by  such  financial  institution  for  such  purposes  on  and  after  July  1, 
1H9,  exceed  10  per  centum  of  the  total  amount  of  such  loans,  advances  of  credit, 
d  purchases.  The  aggregate  amount  of  principal  obligations  of  all  loans,  ad* 
nces  of  credit,  and  obligations  purchased  with  respect  to  which  insurance  may 
lieretofore  or  hereafter  granted  under  this  section  and  outstanding  at  any 
B  time  shall  not  exceed  $1,750,000,000.' 

lb)  No  insurance  shall  be  granted  under  this  section  to  any  such  financial 
atitution  with  respect  to  any  obligation  representing  any  such  loan,  advance  of 
edit,  or  purchase  by  it  (1)  if  the  amount  of  such  loan,  advance  of  credit,  or  pur- 
|iU5e  made  for  the  purpose  of  financing  the  alteration,  repair,  or  improvement 
'  existing  structures  exceeds  $2,500,  or  for  the  purpose  of  financing  the  construe- 
On  of  new  structures  exceeds  $3,000  *  (2)  if  such  obligation  has  a  maturity  in  ex- 
■W  of  three  years  and  32  days  except  that  such  maturity  limitation  shall  not  apply 
such  loan,  advance  of  credit,  or  purchase  is  for  the  purpose  of  financing  the 
instruction  of  a  new  structure  for  use  in  whole  or  in  part  for  agricultural  pur- 
Oses,*  or  (3)  unless  the  obligation  bears  such  interest,  has  such  maturity,  and 
Stains  such  other  terms,  conditions,  and  restrictions  as  the  Commissioner  shall 
(escribe,  in  order  to  make  credit  available  for  the  purposes  of  this  title :  Provided, 
liat  insurance  may  be  granted  to  any  such  financial  institution  with  respect  to 
txj  obligation  not  in  excess  of  $10,000  and  having  a  maturity  not  in  excess  of 
jrears  and  32  days  representing  any  such  loan,  advance  of  credit,  or  purchase 


2  Under  Reorganization  Plan  No.  3  of  1047,  effective  July  27,  1947,  the  office  of  Federal 
»a8lng  Administrator  was  abolished  and  all  his  functions  and  duties  transferred  to  a 
deral  Housing  Commissioner  to  be  appointed  by  the  President  with  advice  and  consent 
Senate. 
K  Am  amended  by  P.  L.  5,  83d  Cong.,  approved  March  10,  1953. 
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or  hereafter  granted  under  this  section,  and  to  collect  or  compromise 
tions  assigned  to  or  held  by  him  and  all  legal  or  eqaitahle  rights  accra 
in  connection  with  the  payment  of  such  insurance  until  such  time  as  si 
tions  may  be  referred  to  the  Attorney  General  for  suit  or  collecti6n. 

(2)  The  Commissioner  is  authorized  and  empowered  (a)  to  deal  ^ 
plete,  rent,  renovate,  modernize,  insure,  or  sell  for  cash  or  credit  in  1 
tion,  and  upon  such  terms  and  conditions  and  for  such  consider  a  ti 
Commissioner  shall  determine  to  be  reasonable,  any  real  property  conv 
otherwise  acquired  by  him  in  connection  with  the  payment  of  insurac 
fore  or  hereafter  granted  under  this  title  and  (b)  to  pursue  to  final 
by  way  of  compromise  or  otherwise,  all  claims  against  mortgagors  as 
mortgagees  to  the  Commissioner  In  connection  with  such  real  propen 
of  deficiency  or  otherwise :  Provided,  That  section  3709  of  the  Revise< 
shall  not  be  construed  to  apply  to  any  contract  of  hazard  insurance 
purchase  or  contract  for  services  or  supplies  on  account  of  such  prop< 
amount  thereof  does  not  exceed  $1,000.  The  power  to  convey  and  t 
in  the  name  of  the  Commissioner  deeds  of  conveyance,  deeds  of  releaj 
ments  and  satisfactions  of  mortgages,  and  any  other  written  Instn 
la  ting  to  real  property  or  any  Interest  therein  heretofore  or  hereaftei 
by  the  Commissioner  pursuant  to  the  provisions  of  this  title  may  be 
by  the  Commissioner  or  by  any  Assistant  Commissioner  appointed 
without  the  execution  of  any  express  delegation  of  power  or  power  of 
Provided,  That  nothing  in  this  paragraph  shall  be  construed  to  pr 
Commissioner  from  delegating  such  power  by  order  or  by  power  of  at 
his  discretion,  to  any  ofllcer  or  agent  he  may  appoint. 

(d)  The  Commissioner  is  authorized  and  empowered,  under  such  r< 
as  he  may  prescribe,  to  transfer  to  any  such  approved  financial  instit 
insurance  in  connection  with  any  loans  and  advances  of  credit  which  m 
to  it  by  another  approved  financial  institution. 
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1  (f )  The  Oommteioiier  diall  fix  a  pr^nlum  charge  for  the  insarance  hereafter 
granted  under  this  section,  but  in  the  case  of  any  obligation  representing  any 
Joan,  advance  of  credit,  or  purchase,  such  premium  charge  shall  not  exceed  an 
jOBonnt  equivalent  to  1  per  centum  per  annum  of  the  net  proceeds  of  such  loan, 
pdrance  of  credit,  or  purcliase,  for  the  term  of  such  obligation,  and  such  premium 
charge  shall  be  payable  in  advance  by  the  financial  institution  and  shall  be 
•Vald  at  such  time  and  in  such  manner  as  may  be  prescribed  by  the  Commls- 
tfoner.  The  moneys  derived  from  such  premium  charges  and  all  moneys  col- 
[  jtocCed  by  the  Oommissioner  as  fees  of  any  kind  in  connection  with  the  granting 
'  Insurance  as  provided  in  this  section,  and  all  moneys  derived  from  the  sale, 
ion,  disposition,  or  compromise  of  any  evidence  of  debt,  contract,  claim, 
jr,  or  security  assigned  to  or  held  by  the  Ck>mmissioner  as  provided  in 
tion  (c)  of  this  section  with  respect  to  insurance  granted  on  and  after 
'  1, 1839,  shall  be  deposited  in  an  account  in  the  Treasury  of  the  United  States, 
account  shall  be  available  for  defraying  the  operating  expenses  of  the 
eral  Housing  Administration  under  this  section,  and  any  amounts  in  such 
aecount  which  are  not  needed  for  such  purpose  may  be  used  for  the  pajrment 
.9i  daims  in  connection  with  the  insurance  granted  under  this  section. 

(g)  The  Ck>mmissioner  is  authorized  and  directed  to  make  such  rules  and 
Kiesiilations  as  may  be  necessary  to  carry  out  the  provisions  of  this  title. 

41  ###••• 
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HOUSmC  ACT  OF   1954  1867 

ra*  TIM  I  DBAui  tfPLicATioN    ss^rsni:  *.  «..«, 


(1— iii  iMUtetlM)  (Date) 

'  fUlcalai  ur^— Hie  ia  fto«lilw«  ftor  tto  pwyoM  of  lii*Ml«g  jm  to  i^ioia  Hgr  (trnt)  i^llc** 
^  «Ml«r»  pMVMBt  to  tto  yrcrlstoM  of  tapdatlMi  Till,  aMtlM  1(a)   ImmA  tf  th«  ftdM>al  ImmI^ 
Mr  wiOT  tto  flBtlMntj  ■wmiMi  la  IIU*  I  of  tto  tetlaMl  iMMiiv  tot. 


(Cltf)  (Mmm)  (Itoto) 

(■tTMt)  Si^J  dtoto) 


.  Iteto  iBtoblUlMi  _ 


(tawral  MBtrMtlait  laritor  jard,  kMtli^  ato.) 
Otal*  OMar  DfartaaralUp  OCarforatlM 

(ta»)  (nua) 

mua) 


mua)  (la 

(Rmh  ai^pllara  af  a^ar  yrodaeto  ftawd  alitor  TlUa  I  FIA) 


(yaar)  (yaar) 


m)  (AMraaa)  (yaar)  (yaar) 

•r  to  fea  nnmnH  rapraaito  tka  aala  af  a  apaalalty  yrodaet,   indlaato  trada  aaw  aad  ManfMtorar 


(Attoah  toaarlytlva  lltaratara  aad  arlaa  llaO 
la.  af  BrMMhaa  _ 


aat  ^MraBty  gftvaa  taqrara_ 


tal  atatoMBC  aa  af la  aC( 

(Dato) 

(aa)  andarauad  that  I  iw)  ara  ftally  riippailbla  fbr  tha  TlUo  I  activity  af  all  aalaa  paraaaMl, 
tMaal  aad  yrayir  aalllag  praatlaaa  vlll  fea  fbllaaad,  aad  that  iMwdlato  attaatlaa  vlll  ba  glvaa  to 
i^lalato  lavalTlag  aatarlalat  awrlM— ahly  9r  aalaa  rapraaaatotlana* 

(aal  aartlfy  that  tha  atotaMato  ara  trm.    I  (aa)  wtorataad  thla  avpllaaUaa  ahall  r«Mln  tha  yra|»- 
r  tha  riaaMlal  laatltatlaa  to  ahlah  It  la  aiftiilttad  aid.   If  rafuaatad,   a  eayy  aay  ba  Amilahad  to 
daral  lanali^  Mhdalatratlaa. 

Flf» 


ffitla) 


m  lay  yaraaa  aha  loMVliwly  aahaa  a  falaa  atotaMat  ar  a  alarapraaaatoUaa  la  thla   ippllaaUaa   ahall 
ba  ai*Jaat  to  a  flaa  af  aat  aara  thaa  lOiOOO  ar  ta  liyrliDiaiMit  fbr  aat  aara  thaa  I  yaara,    <r  bath, 
aadar  yrarlalaaa  af  tha  Bhltad  ttotaa  Crladaal  C9da. 
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1868  HOUSING   ACT   OF    1954 

niS  mtkCE  m  DM  ar  MALII  in  mmTIM  AMITItNJL  INPMMATItN 


TII8  8PACC  P«R  USB  tF   IN8IIBI»   INSTITVTItN 


O  D««l«r  glvMt  eopy  of  0*al«r  Quid* 

□  Plra  and  all  principals  elMelP»4  •gainst  prceautlooary  i 

□  Rfsrarsness  elMelmd 

□  Crsdlt  r«port  <Ut«d atUchsd 

O  RrsTloiM  l«nd«rs  ciMehMl 

D  Plae«  of  b«Mln«««  lnsp«ct«d  by  . 


TiM  d*al«r  vtio««  •ppllcatlon  appoars  on  tho  rovara*  horaof  haa  baan  approvad  aftar  aoeli  lorastlf*' 
tlon  aa  *a  eonaldar  nacaasary  to  aatabllah  that  tha  daalar  la  rallabla,    ftnanclallj  roaponalbl*  i 
qualiriad  to  parfom  •atlafactorlly  tho  oork  to  bo  flnanead  and  to  ostond  propor  i 


Daalar  Approvod  . 
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HOUSING   ACT   OF    1954  .  1869 


HOUSING  ADMmiarTRATION 
1S.DU& 


October  28,  1953 
(TIF-102) 


ALL  STATE  AND  DISTRICT  DIRECTORS 

AMEKDKEirrS  TO  PART  I  uF   THE  TITLE  I  RE3ULATI0NS 


cached  is  a  copy  of  our  letter,  TI-101,  dated  October  28,  1953  to 
Llfied  Title  I  Lending  Institutions  announcing  amendments  to  Part  I 
Title  I  Regulations. 

10  attached  are  copies  of  the  revised  Completion  Certificate,  FH-2, 
sv  foz-a,  FH-13,  FHA  Title  I  Dealer  Application.  A  temporary  working 
>f  these  new  forms  will  be  shipped  to  you  within  the  next  few  days. 
>rint  order  has  been  given  to  the  Government  Printing  Office  and  should 
.able  for  distribution  within  two  or  three  weeks. 

sause  the  use  of  the  new  completion  certificate,  FH-2,  does  not 
landatory  iintil  January  1,  1954»  lenders  may  accept  the  old  forms 
lis  date.  Therefore,  continue  to  furnish  the  old  certificate,  if  in 
intil  your  supply  of  the  new  forms  is  received.  At  that  time,  the 
IS  still  on  hand  should  be  destroyed. 

ire  will  be  fozwirded  to  you  also  a  small  supply  of  the  new  amendments 
lould  be  inserted  in  any  copies  of  the  Regulations  booklet  (Form  FH-20} 
ttock  so  that  copies  of  this  booklet  hereafter  released  by  you  will  be 
in  every  respect. 

hough  our  letter  TI-lOl  is  self -explanatory,  we  wish  to  emphasize 
•rtance  of  taking  whatever  steps  are  necessary  to  see  that  the  procedxiral 
required  by  these  amendments  are  promptly  carried  out  by  all  lending 
ions  in  your  Jurisdiction.  Further,  these  amendments  should  be 
.  and  discussed  with  those  of  your  staff  concerned  with  Title  I  activity 
discussed  in  your  Title  I  Lenders'  Conmittee  Meetings. 


Very  truly  yours. 


Arthur  J.  Frentz 
Assistant  Commissioner 
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1870  H0U6IN0  ACT  OF   19A4 


OefeolMraB,  19» 
(S-10I) 


IDt  AUi  QBILLfUD  IXU  I  UHBOn  IHUllUllIMB 


I  ID  Pig  I  or  m  mm 
'  fo  wwuTTOB  fzii»  flunon  i|«)» 

1(b) »  !(•)  tilD  SSCnOM  3 

jHiHUim  no  mmuxiou  n,  sBnoi  2, 

SKnOI  3  AMD  5BC7I0V  5(d)(» 


Hm  bflBS  iatsr^nnvit  pngrvi  mdir  Tltl«  I  of  tte  1 

better  bouslne  atuid&rdi.     fall  i^ttalQEMot  of  UlLb  obit^tlvv  h^s  b««i%  Bad* 
dlfflcmlt  baeuifls  of  the  utl Titles  of  t  rvlstlrslf  faw  uaacru|Kildriu  d«l«rt  ad 
•Altai A  ^Axa  bare  t«ii«  Ht*axLt4£«  of  Xt»  b*tla  *eood  faitto*   eoAcapt  Qffl  i4l4lt  Ht 
pvogrfli  is  Ibandad  to  vlotlatM  prop«rtj^  ovners  t^u^Dii^  imtthlc^l  biul 


Iha  hMiMflvtmtiem  has  vifMoaslj  opposed  vudi  prtetlo—  wi  bM  < 

gf  prD£»(lur«I  iitepa  dMi^Md  to  eUoliuLte  the  uscttUcal  of^er^tor  Itai 
l^rovKi^Di  flald.     Utb  tbo  tr^wsdous  inereue  1^  TitX»  Z  VB&IMO  IB 
/4^iBt  Jiow¥Ter»  rvporto  of  ixrogiilar  diolT  Mtlvltiw  bflpo  ooBtiBMdl  to 
to  our  Att«ntioo. 


In  •ordttf  to  pfcrTLde  tbo  bflBO  ommt  idth  Pu^Sbi&r  pgot—tloB  i 
■Iha»9,  Cc«i«slo&er  C^r  7.  0.  loUydiar  b«0  ■inilifl  toda^  Pwi  I  of  tbo  tltlo  1 
1l«gulAtloja#,     A  s>fT  cf  Uie  d«v  flMBSMBtO  !•  ottoibod  ■>&  Hmko  fbUowi  o  iMHT 
of  tbo  ^«D^H  Hli^  fwrtlseot  ooHMBt* 

ft^jflrOtrr.TiuwfT.r  ^POat^.l^  BHEal*tidB  TOl.  8ooti«i  K4 

£ff*etl-n  Decwber  1,  1953»  it  vLU  be  reqitired  tli«t  tbe  apprawwl  of  tte 
d««l*r  bf  th*  lnvnred  bo  «na«<»d  I7  u  i|ii)llc«tlci&  signed  aad  dotod  bgr  the  dMlir 
cm  B  foiv  appTtyrad  b^  tbtt  Co^daslcmer.     It  is  ftirt^^r  rw^rcd  that  tho  slffud  md 
deted  eppitiiraJl  bf  th«  lummA  b*  on  «  form  eppivred  ^  tli*  Gc^d«sioA«F«     TbMt 
required  foiaj  hftn  b««c  ccaiaolid«ted  into  the  «Ltt4.dh«d  Foin  ?«-l3  oappilled  by  ttlJ 
idBdJoifltntlcm,     ipproT&l  to  reprodiu^e  t^ese  two  foinjii,  Joiatlj  or  ooparotalyt  it 
|i»r«^  fflTon  prarlded  time  Is  £ho  oaiieion  of  ftugr  of  tbo  oootaito. 

It  li  Qot  rwruj-rw}  Uiat  th*  pr«flail.bed  flpplieAttoti  bo  obtainod  titm  dealm 
proviooalj  appro^Ad  by  tbo  inaured  aod  to  i4uo  th«  jjitufvd  bao  dLaburood  lo«f 
dnrlaf  tho  12  Bonth  period  polor  to  Dooibor  1,  1953* 
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H0U8IN0   ACT   OF    1954  1871 

Hm  ItMf  of  iafbawtloa  oa  th*  dMlar  ivpUoatlon  fbm  ar*  eonridT^d  to  b« 
djHB  ■>&  It  1*  MTgtd  tliAt  landsr*  obtain  soflh  •rtrtltlonal  data  as  maj  ba  varrantad 
lar  tha  drauaAtincBa  of  tb*  LndiTlduaL  oaaa.     It  fJraqiMBtly  boj  ba  daalrahla  to 
ra  a  daalar  iWclA  th«  domb  oiod  iid4r«Ba«e  of  all  a«laa  paraonnal  praa«ntlj 
ilojad  la  oz^lar  that  tha  antecadanta  and  othar  baflkgvooBd  InfbZBatioB  on  thaaa 
UTidaala  Bar  ba  obtalnad. 


Iba  mMM^/mt  aov  aakaa  it  Modatoxy  tbat  tha  insorad  aaliitaln  a  raoovd  of  ita 
Mrlanoa  ^ib  t^a  loazu  orl^inatfid  beucarortb  tgr  all  of  ita  ajpproTad  daalara*  Sooh 
lard  aluiuld  rafLast  at  laa^  the  toliiw  of  Xoiue  porchaaady  elaiaa  £U.ad  and  borrowar 
qfikLalata  rasalTad  oir  IrrafolKrl^aa  diaoo^virvd* 

T-— ****t  lAititQtloaa  ara  iQivd  to  rvrlav  tha  aabjaot  of  daalar  approval  dia- 
laad  ia  Xh^  vvpl  anatory  tart  la  tha  printed  Raeulatlona  booklat  and  ilao  raviaw  our 
iUop  of  Jolj  15 1  1953,   (¥1^99)  on  tha  ana  aubjact. 

Fallur*  OB  tha  part  of  tha  iABurad  imstitatloD  bo  hanra  ia  ita  flla  tha  aifaad 
I  datad  ■p^alloaUoa  of  tha  daal«r  tofiathwr  vith  aapportiag  iafonuitiOB  aad  tha 
iarod*a  Bif»d  aod  daiod  appni^il  BhiOl  ba  eoaaidarad  a  -violatloa  of  tha  Rafolatioaa 

I  loaaa  purcbaaad  frcm  aadi  daalar  idll  ba  eoaaidarad  aa  failiag  to  aaat  tha  racpiira- 
ita  of  ^8  lasufaaoa  ooatract. 

ppVtaVDEAXJrR  cciC^LEilQif  CgRTIFICAU  Hatalatloti  ?IIl9  Saotioa  1(b) 

ThiM  ^uadtetfit  stlpolataa  U^mt  loaaa  orlclaatad  undar  th*  Intiucameat  of  a 
■BM*  pitadaa  or  a  caah  peynwit  vUl  not  ba  aooaptad  for  losuriuic*  IT  tha  luaoTad 
itltatioa  haa  kaowledga  of  aucb  practl  oaa«     Ci.e  Co^detlos  Cartiflcftta'j  f^va  FH-2t 
^  attartiad)  baa  baao  rarlaad  ao  that  both  tha  borrowr  aod  tha  d«alar  aift  oartlff 

II  do  bomu  or  oaah  piqfmoit  vaa  flvai  or  pnxlaad  Is  oomia^tiQii  i^ith  tha  traaaaotiOB* 
[  B^  raljr  tip<hi  tha  atataaaata  of  tha  borrr^uvr  »fid  tha  dsalar  ia  thair 
eartincKta  la  tha  abaaaea  of  isfoimatiim  to  tha  ooatnoy. 


Iba  do^atloo  oartlflaata  haa  baaa  furthaf  rwwltmA  ao  that  tha  borrowar  i 
afflzaatlra  atat«««At  that  ha  tmdarataDda  that  tba  aalaotioa  of  tha  daalar  and 
tipMaOa  of  tha  mmta^ala  aul  vortoiaiiBhlp  are  blfl  raaponelbUl  tj  rathar  tbHZk  that  of 
i  X^r^Vg  Instltutloia  OT  tli«  Padaral  Houalne  AduljilEtratioQ*     ta  the  daalar'  a  portloo 
tha  oartlflcata  thara  haa  baaa  add«d  a  rtat«oifttLt  that  all  bdUa  for  iMbor  aod 
MVlal  hiCra  baai^  ^f  uHl  ba  paid  apd  rurthar,   an  ifraaaaDt  b7  tha  danlftr  to  rspurchaaa 
I  BotOy  if  av  of  bia  r^iFtaentaUotia  aada  oa  tha  oartifiaata  ara  found  to  ba 


BdatiiV  atocka  of  oooplatlob  oarUfioataa  m*;^  ba  uaad  oatil  aodiauatad  tet  ia 
sraat  aftar  imuMLtf  I,  19H>     I&  aooaptlmt  tha  old  ooofplaUoD  oartifloata  foxaa 
yjing  iDBtitutloaa  ahodld  ba  alart  for  au^r  arldanoa  of  boatu  aalaa  praeticas  or 
«laaa  of  eaah  paTnast.     It  ia  wall  to  cautloa  all  daalara  agaiaat  tha  uaa  of  nch 
■,m  a«thoda  ia  oonDaotioa  «tth  titla  I  traDa^etloDa. 

Hm  aaw  fozv  of  ooaplatioo  oartlfl«at«  aaj  ba  rapn>duo«d  proridad  tha  alnJM 
la  ia  0  X  7  iaehaa  a&d  thar*  la  ao  daviatioa  aa  to  ooataat  or  fozaat. 
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1872  Housmo  act  of  1954 


iwjHca  mmoK  m  tw  wnwuaa  »gii«Mwi  izxx,  smUm  1(4 


1  la  anr  wi  mpAxm  tte  lannd  lastLtBttoB  to  dilifw  a 
astlM  to  tte  taROMT  of  tko  iVpronO.  of  kia  «odlt  ifpll— tl<Mi»    Bda  aotiM  wMit 
bo  doUtivod  to  tho  taROMT  «i  looot  siz  flolwiWr  di^i  pilor  to  dUtanl*g  fho  Mit 
pioooodo  to  tte  dooUr.    lor  OHpU,  if  tte  aSvwoo  aoUoo  la  Mdlad  an  tte  ilnl 
dagr  of  thoBOBlh,  dlatwuiit  AaU  not  bo  Mda  antil  tte  aov<»th  dagr  of  tko  Halb 


It  la  not  zavirad  that  tko  boriwii-  MkMiOadlgo  xooidfft  of  tko  aotla*. 
■oHovWf  tbo  iaaoad  aaat  hmn  a  roooid  of  h«iiag  MilaA  or  daUvwad  aaA  aotftaa. 
Ib  aoeaptaULa  rooofd  of  dallvasx  mad  ba  a  dactad  oaiten  oopx  of  tha  aotlaa  or  a 
datad  mo^trf  in  tka  boneoiiBr*a  Xoan  filo* 


Hm  pozpoaa  of  tbm  advanaa  aotioo  la  to  balvg  ahooi  a  aloa»  vaLatftoBaklA 
batwai  tha  laaoad  laatltBtioB  and  tka  1mm  ommt  and  to  i   ~  ------ 

m  baato  taaw  of  tko  < 


Sda  Iboi  yOl  pgt  ba  aqffUad  1^  tka  Aftdidairallatt  w  it  la  batUaad  thai 
taMoM  itaald  laaM  tha  aotlaa  an  thiAv  mm  atatlaway.    ia  tta  »Triff*^flW 
raqpdxo  anoh  aotloo  an  a  ftam  igittufad  1^  tta  OibmI  iialiiaM »  this  lattar  dMll  ba 

~  aa  offlalal  avproval  of  m^  aotloa  that  ooirtaiM  la  Ita  taoEi  tha  ltaUoidi« 


iof : 
immag  mxcs  id  uraaua  urn  bu  su  i  ioii 


iBoRtMNn^a  MBai 

(Addraaa) 

Ha  hflpa  innvfad  joar  BU  iggaiaattaa  itor  «adlt  la  tha  aai  MBaat 

•ft  fbr poadte  aadar  ntU  Z  of  fho  BatiQad.  loMliV  ABi 

aa  paaaartad  to  aa  ly • 

(Saalar) 

naaaa  aotuy  aa  l—Hotaly  If  yoa  hwa  «iy  gnoatloBa  ri«aKdii« 
ttia  ■ 


(Baa  of  JaaUtatLoa) 

to  add  to  thia  aotloo  m^  aUltloaal  aatartal  that  m^ 
ba  balpftfL  to  tha  hoaa  oiaar  la  ftUy  «idnratwdli«  tta  triaacttaa,    lotloaa  alx«i^ 
la  vm9  bgr  aoaa  l«adara  ladloata  tha  gxoaa  laoBBt  of  tha  loaa,  tha  laaaBit  of  tha 
■nnthly  pufait  aad  tbm  finanBO  ohaifa*    ffkaqaMtlj,  a  vanlaff  la  aniraaaail  i^aiact 
boana  aaUlag  aad  tha  bonuyai  la  oitioaad  that  tbm  ooapLatloa  bartLfteata  afaaold  avi 
ba  alfaad  antil  ba  la  aatiafiad  aa  to  tho  onaplation  of  tha  job. 
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HOUSING   ACT   OF    1954  1873 

SagolatioB  fm,  SMtloB  3 

Thli  lAetlai  stlpolatM  that  th*  pvorisioiis  of  8«otioB  1  tud  8«etlaii  2  shall 
,  apply  to  a^a*  lom»  vbAr*  th«  £iroe»d0  arm  daUvarfd  air^etl^  to  ths  bomwar. 
■arKTi  if  t&*  daalsr  parUelpat**  1^  ^«  dliborisBffit  !&  vjf  ausiari   ffoah  aa  harlac 
'  proeaadt  cbacdc  (ililKni^  aada  pajfaMa  ta  ths  bormwef)  daUTgrvd  to  the  daolBr 
tba  iiuuTfld  Inirtl tuition,  or  If  tha  daal^  aoco^Moalafl  tb«  borrQwar  tc  tba  inatl- 
lao  ofi  tha  accaslm  of  diabumoasit  for  tha  obrlaua  puipo^a  of  ^raealTlaf  ttia 
oaada^  Uxac  ttia  proTlsloiu  of  3«atioii  1  and.  Baotlan  2  atiut  ba  follovad,     laaurad 
tltutiaoa  afaouLd  ba  oo  tha  alart  to  aaa  that  tha  prQtactlva  avAmiraa  praicxlbad 
naa  In  coonaotioa  vlth  daalar  oilglaatad  loans  tT»  B»ot  ansddad  b?  iz^  aubiarftiga, 

Pt  Atrm  DEFjyJIiT  Bagulatloa  XI,  Saotion  2 

Ihara  has  baan  aoaa  qoaati^m  u  ta  bov  aoon  a  clala  for  7^isbtirB«e&t  for 
a  Bifly  ba  autnlttad  to  tha  IdalAlAtratloa  la  Tlaw  of  tha  pKHfothatl cal  clauaa  in 
ul&tian  Uf  3*ctlo^  2,  Indicating  th&t  defiult  v%a  th*  aarllapt  luat^Unant  for 
eti  ftjll  p^THent  haa  aot  beeti  rfteeived.     Iha  amaudAd  RfigulAtido  ranorrsa  tbli 
tllctton  eo  that  claLa  a^  b^  mad«  au^  tlao  after  default  in  ai^  prcrlDion  q£ 
oota  prarldad  dcnaad  has  baaa  aada  on  tha  debtor  for  tha  Aall  mq>aid  belanca. 

p€^  CEUm  PBR^  RagulatioD  ZI,  Section  3 

Die  ucid  '■SectLoD"  is  sobstitatad  for  tha  voxd  "Regulation"  to  acfoid  anj 
isidarflt«Ddla£  ae  to  the  Di^xtjmsft  claiB  period  praeeribed  bgr  this  Section. 

gw  JUCmjt  -  ATOHita  FSES  Regulatioa  XI,  Section  5(d)(3) 

Thla  aaandiDisit  nov  prorldefl  additional  reixabiiraaBant  to  tha  insured  for 
alislag  Jud^ent  lo  iastaDcaa  idiare  the  action  is  contested.     Iha  insored  maj 
±B.  f  50  plua  S!t  of  tha  balaiiae  due  on  the  note  if  Judgnant  is  reeorered  in  a  con- 
tad  ftction^     Ihla  Ls  in  addition  to  the  |25  (or  15%  of  the  balance  due)  pendtted 
SnbaecUon  5(d)(2). 

njmjt  pTFiJ^  .  PimHTTS  Begnlatioa  m,  SaoUon  3 

Iha  BBmdaezit  tc  Bagulaticm  III,  Section  3  now  pendts  an  adJustBent  of  either 
,  first  lAcitaUAsat  qt  tha  rin&l  installaeat  provided  such  pagpant  is  not  lass  than 

T  aora  than  1^  tijses  the  aBonnt  o£  regular  itt.-Q  ,.x..u<.:r,ts^ 

A  supply  of  the  new  forme  (Daeder  ifrpUCAtlfl&j  Fom  n-13  and  Coa^letion 
tifloate,  Vbm  IB-2)  arc  dov  being  shipped  to  tha  THA  FLdd  officer  twd  landing 
ititBtiens  aaj  obtfOit  a  wrldnc  quantltr  vlthi^  ttie  A«Tt  few  dara,     Lvdera  are 
piastad  to  cooperate  b^  dsfarrin£  thali-  r«qulsltlona  for  a  bulk  shipsMnt  until  after 
t  iDltiol  dlatri^tlon  hiLB  be^  affected. 

Mlsrapraaoitatlona  and  aalaa  Irregularttlaa  her*  eo  part  in  the  Title  I  pro- 
■•    V«  baUera  that  tha  atapa  oov  belne  ttkafL,  eouplad  >dth  the  united  effort  of 
I  landing  lastitutlotui  sad  reapomdhle  dealeTa  "Uircrughout  the  coimtzy,  vill  provide 
mibmI  operation  for  the  banaflt  of  tha  mtlr*  ooommltj^ 


7^^ 


Arthur  J.  Il-ents 
UJttl  Assistant  CoaKLssiooar 
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AKEHEMDIT  TO  PART  I  OF  THE  RBGULATIOKS 

OF  THE 

FEDERAL  HOUSIHG  OQMasSIOMER 

GOVEnUliG  PROPERTI  IHPBOVBCQn^  LOAMS 

EFFBCTIYE  JUL!  1,  19^7 

Part  I  of  the  Regulations  of  the  Federal  Housing  Criil  ssioaer  Qorsming  Proptrty 
Improreaent  Loans,  effeetire  July  1,  19^7,  as  anended,  is  further  oaended  as  hardBsfttf 
proTlded, 

The  second  sentence  of  Regulation  III,  Section  3  is  hereby  oaended  to  read  u 
follows I 

"The  first  installaent  or  the  final  installaent  nay  be  worm  or  less  than  the 
other  installaents  provld9cl  that  it  is  not  less  than  ona-half  or  aore  than 
one  and  on»-half  tioes  the  azoount  of  a  regular  installaent." 

Regulation  VIII  is  hereby  anended,  effeetire  December  1,  1953f  to  read  as  foUowi 

"1.  Disburseaient  —  Before  dloboraing  the  proceeds  of  a  loan,  the  insured  dulli 

"(a)   Pgalpr  approTsl  — Bare  approred  the  deolar  &fiar  such  lATeatl^ntlen  u 
the  l{i^uyr«4  CQnsii?r»  necesBax?  to  establlBh  to  ita  BatiBfactioo  thit  tbt 
dealer  la  rellabi*,   flnzmfi^J.y  respoDaltale  and  qualiXled  to  p«f«jB  fitU- 
factfirUy  the  uoiic  to  be  fln^eed  mvl  to  eirtend  proper  aerrice  to  tb« 
eust£^er>     This  approTal  iihall  be  eridencad  hf  an  application  *^f**^  ad 
datad  by  th»  dealer  aad  signed  and  dated  by  the  insured  on  fons  afptoi^ 
tty  the  Comd&^loTkvr.     Tht  de{J.er  application,   the  appnrral  by  tlie  iniv^ 
together  vith  supporting  informatlan  and  a  reoord  of  the  Inaured's  ixpiii- 
encc  wl^  the  loans  origin  ttti  bj  such  dealer  Atall  be  ±n  tlte  ltiisi»r«d'i 
fLle«     Bev  dealer  •ppli^'ttlone  and  dealer  approval  a  ^eod  not  be  eEacutcl 
in  connection  vlth  daflers  vho  bare  best  approred  and  to  idK»  the  lB2ii?«d 
has  dlAbtirsed  loona  during  the  12  acmth  period  prior  to  Dec^ber  1^  1^^^% 
For  the  purpose  of  this  hsgul^tloa  the  texa  Mealer*  ■eans  the  one  ite 
axeoited  the  dealer's  oo^i^letion  certificate. 

"(b)   CcuBnIatlQB  certlflcatea  —Obtain  a  coapletion  certificate  signed  bj  tlta 
borrov&r  and  a  ooapletiQn  cartlflcLte  algnri  bj  the  daiJ.ar  on  faru  ap- 
proTad  by  th«  Casai  salon  i       An  iosured  shall  not  diaburae  the  pn>c««df 
of  a  loan,   ifp,   as  an  Induces oit  for  the  oonsui^utlon  of  the  tra»£<actl9ei, 
the  borrover  baa  hmtnc^  glT«i  or  proiiised  *  cash  payitB&t  or  rebate  &r  It 
bas  beeo  represented  to  toe  borrower  that  he  mill  recelTe  a  cash  boaoi 
or  oomlasioos  on  fU^rc  aales*     In  the  abaence  of  Inforsf^lTr   %:  t'^''  '^"~ 
traryj    th«  insured  amy  rely  upon  the  dealer*  a  etat^ieot  in  his  ooapletla 
cerlifictite  as  to  such  bonus  sailings     If  ther^  are  t^s  or  sore  ellgltil* 
borpowera  involTed  in  a  transaction,  only  one  signature  is  required  oo  tbt 
borrijwcr  s  certificate. 


"(e)   Agtho rl  tatlon  jto  £y^  loan  pro aeed^  —     No  Change. 
*(d)  Dee  crip  tion  of  inproyaecta  —     Mo  Change. 


■ 
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*(•)  AAwmom  notiee  to  ■PPlioiit  -«Kall  to  the  borTOver  or  porsonally  dellrer 
to  tho  borrower  vxlttan  notdee  of  approval  of  the  i9>plicatloii  for  credit 
OB  a  fom  epproved  bj  the  CoHEBissloner.  Saeh  notice  shall  be  directed  to 
the  borrower  pzlor  to  disbursement  of  the  loan  and  in  no  event  less  than 
Biz  calendar  days  prior  to  such  disburscnent.  A  record  of  such  notiee 
showing  the  date  of  nailing  or  delirery  to  the  borrower  shall  be  in  the 
loan  fae. 

"2.  Precantlonanr  aeasures  —  No  Chtnge. 

*3«  Exceptions  — The  prorisions  of  Sections  1  and  2  of  this  Regulation  shall 
not  apply  to  loans  made  directly  to  the  borrower  or  borrowers  where  the 
prooeeda  are  delirered  directly  to  such  borrower  or  borrowers  without  the 
intenrvition  or  partloipation  of  the  dealer  or  other  inteznedlary  in  any 
■aaner  in  such  dlsbursanent. " 

Bagulation  U^  Section  2  is  amended  to  read  aa  follows t 

■2.  daia  after  default  — dain  nay  be  made  after  default  provided  demand  has 
been  made  upon  the  debtor  for  the  full  unpaid  balance  of  the  note." 

Regulation  U,  Seetlon  3  is  amended  to  read  aa  foUowst 

*3«  Hfi'T  '*'*>**^  peilod  — For  the  purpose  of  determining  when  a  claim  must  be 
filed  under  the  provisions  of  this  section,  any  payments  received  on  an  ac- 
county  including  peyments  on  a  Judgment  predicated  thereon,  shall  be  applied 
to  the  earliest  unpaid  installment,  and  In  the  case  of: 

•(a)  IH^Y  ^npttf .Vwn^  notyg  ~  No  Change. 

"(b)  yii  oyi*^'  4n«-^.^ni^^yit  notes  —  No  Change. 

"(o)  Hni,t>«rr  P*rv4o^  c^yg  —  no  Oiange. 

Regulation  U,  Subsection  5(d),  is  hereby  amended  effective  as  to  claims  certified 
for  payment  on  or  after  December  1,  1953  to  reed  as  follows t 

"(d)  Attorney *s  fees  actually  paid  not  exceeding: 

"(1)  No  Change 

"(2)  Ho  Change 

"(3)  Fifty  dollars  plus  5  percent  of  the  balance  due  on  the  note  aa 
an  additional  fee  where  the  action  is  contested  and  Jud^nent  Is 
obtained." 


[Mued  at  Washington,  D.  C.  October  28,  1953 


Quy  T.  0.  HoUydsy 
Federal  Housing  Priil  seioner 
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PHA  TI1LE  I  DEALn  APPLICATION       IV-  r!!***^ 


1877 


■•^■•l  ■«r««a  M*.    M-IM4 


(I— Hi  iMtitatlMO  (D«t») 

■C  laftnMtioa  ia  AwalriMd  fbr  tlw  wmr^o—  of  iadneing  jron  to  iVPravo  ay  (our) 
ywwMBt  to  tlw  frorioloM  of  ■•«a«UM  nil,  tMtiM  !(•)  ioatwd  ^  tlw 
r  tlw  wthorltar  OMtolaM  1«  TlUo  X  of  tlw  Hotieaol  loooiiv  4Dt. 


»t) 


(City) 


(lOM) 


(■trooi) 


(City) 


(■toto) 
(■toto) 


Por  past. 


yooro 
_  yoora 


Ctorol  eootrostlag,  Iwibor  yard,  hoatlag,   ote.) 
a  tola  Omar  □Partaarahln 


(loaa) 


enua) 


.  Data  latabilalMd  _ 
OCorporatl« 


(loaa) 


mtla) 


(ntla) 
(loaa  aiivf llara  af  aajar  produeta  fin 


(IBM  Addraaa) 
Tltla  I  PU) 


(y*^) 


(3r«ar) 


(iddraaa)  (yaar) 

Bta  tha  aala  of  a  apaalalty  prodoat,  Indleata  trada  nana  an 


(yaar) 
nfaeturar 


(Attaeh  daaarlptlva  lltaratura  and  oriao  Hat) 


Ho*  af  Branehaa  _ 


wty  glvan  bwyara_ 


It  aa  af- 


la 


(Data) 

itand  that  I  (va)  ara  fully  raapanalbla  ftor  tha  Tltla  I  activity  af  all  aalaa  paraooMl, 
^rapar  aalllng  praetiaoa  vill  ba  fblloaad,  and  that  iMwdlata  attantian  vill  ba  givan  to 
rolving  natarialat  aarkaanahlp  or  aalaa  rapraaantationa. 

ry  that  tha  atatiiU  ara  traa.    I   (*a)  widaratand  thla  applleatlan  ahall  rmnin  tha  prop- 
sial  iMtittttian  to  idUeh  it  ia  aitedttad  and,  if  raquaotad,   a  eopy  aay  ba  Aamiahad  ta 
ng  Aitelnlatratioo. 

Flm 


mti«) 


M  abo  law*ii«ly  aakaa  a  falaa  atataMst  or  a  ■iarapraaantaUan  in  thia   ippliaaUaa   ahall 
:t  to  a  fina  of  not  aoro  thMi  $a,000  or  to  iipriapwMiit  fbr  nat  aara  than  S  yaara,    or  bath, 
wiaiona  of  tho  Obi  tod  Itataa  Criminal  C^^ 
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nil  vAci  m  Ml  tr  nalib  m  tumTiM  AMiriMM.  ii 


Tilt  SPACI  PtR  USI  •¥  INWRD  IMTITVTIM 
O   D«*l«r  glvrni  eopy  of  D«*l«r  Ould* 

O  nm  Mid  all  prliMlpala  eh««k»d  •(•Inat  prvcautloaAry  mmmmvr—  list 
□  H«r»r«iie««  elMekvd 

D  Credit  report  d«t«d  .   _       _        attaclMd 

D  PrevioiM  lenders  cheeked 

D  n«ee  of  business  inspected  by  .       Dste  


The  dealer  vhose  sppliestion  sppeers  on  the  reverse  hereof  has  besn  spp roved  aft«r  sveh  isrsatif*' 
tion  as  ve  consider  necessary  to  establish  that  the  dealer  is  relisbls,    riasneially  rsspoMJbls  aai 
qualified  to  perforw  satisfactorily  the  eork  to  be  financed  and  to  extend  proper  ssnriee  to  the  isil*"' 

Dealer  Approved 196  _  Ar — 


'fWKMtema  tmo— a«ir 
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(The  following  answers  to  73  questions  submitted  by  the  committee 
on  title  I  insurance  was  ordered  inserted  in  the  record ;  see  p.  1371 :) 

Federal  Houbino  Administration, 

Office  of  the  Commissioner, 
Washiniftan  D.  C,  ApHl  22, 1954, 

Hon.  Homer  E.  Capehart, 

Chairman,  Committee  on  Banking  and  Currency, 
United  States  Senate,  Washington,  D.  C. 
My  Dear  Senator  Capehart  :  Enclosed  is  the  list  of  the  73  questions  which  you 
pive  to  Mr.  Frentz  concerning  the  property  improvement  loan  insurance  program 
under  title  I  of  the  National  Housing  Act.  With  the  exception  of  questions  num- 
bered 68.  69  and  70,  I  am  submitting  answers  of  a  factual  nature  which  were 
prepared  by  members  of  the  Federal  Housing  Administration  staff  who  have  been 
engaged  in  title  I  operations. 

Question  numbered  68  concerns  past  legislative  recommendations  which  may 
have  been  made  either  by  the  Housing  and  Home  Finance  Agency  or  by  the 
Federal  Housing  Administration,  and  will  therefore  be  answered  separately  as 
floon  as  we  have  been  able  to  check  the  required  information  with  the  Housing 
Administrator's  office.  Questions  numbered  69  and  70  involve  recommendations 
^or  future  action  with  respect  to  the  title  I  program.  As  you  know,  we  are 
^working  on  such  recommendations  in  cooperation  with  the  Housing  Administra- 
tor^ whose  early  response  to  similar  questions  has  also  been  requested  by  your 
Committee.  Accordingly,  our  further  reply  to  these  two  questions  will  also  be 
sent  to  you  under  separate  cover. 
Sincerely  yours, 

Norm  AN  P.  Mason, 
Acting  Commissioner. 

Questions  Regarding  Title  I  Repair  Insuranoe 

Question  1.  Is  it  not  true  that  this  title  I  house  repair  insurance  program  was 
first  enacted  in  1934  for  a  period  of  only  2  years  to  January  1,  1936,  or  such 
earlier  date  as  the  President  might  fix  by  proclamation? 

Answer.  Yes. 

Question  2.  Doesn't  section  2  (a)  of  the  National  Housing  Act  make  the  home 
repair  insurance  program  subject  to  such  terms  and  conditions  as  the  Federal 
Housing  Commissioner  may  prescribe,  apart  from  the  specific  limitations  set  forth 
in  the  National  Housing  Act? 

Answer.  Yes. 

Question  3.  Under  that  authority,  hasn't  the  Commissioner  issued  a  printed 
statement  of  administrative  policy  and  regulations  covering  the  home  repair 
program  under  title  I? 

Answer.  Yes.  The  most  recent  revision  of  the  regulations  booklet,  FH-20, 
was  issued  December  31,  1953,  and  includes  the  "Regulations  governing  class  1 
and  2  loans,  effective  July  1,  1947,  including  all  amendments  to  December  18, 

Question  4.  Section  2  authorizes  insurance  of  loans  or  purchases  of  obligations 
for  the  purpose  of  financing  alterations,  repairs,  and  improvements  upon  or  in 
connection  with  existing  structures  as  well  as  the  building  of  certain  new  struc- 
tures. What  does  FHA  administrative  policy  or  regulations  consider  such  al- 
terations, repairs,  and  improvements  to  include? 

Answer.  In  answer  to  this  question  we  are  quoting  below  Regulation  VII  of 
Governing  Regulations  and  Explanatory  Policy  pertaining  thereto. 

"Regulation  VII 

"ELIGIBLE   expenditures 

"1.  Property  location. — The  property  to  be  improved  shall  be  located  within  the 
Unite<l  States,  its  Territories,  or  possessions. 

"2.  Use  of  proceeds. — The  proceeds  of  a  loan  shall  be  used  only  to  finance 
alterations,  repairs,  and  improvements  upon  real  property  or  In  connection  with 
existing  structures,  commenced  in  reliance  upon  the  credit  facilities  afforded  by 
Title  I  of  the  act. 

"3.  Reliance  on  Credit  Application. — ^An  insured  acting  in  good  faith  may,  in 
the  absence  of  information  to  the  contrary,  rely  upon  all  statements  of  fact  made 
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by  the  borrower,  which  are  called  for  by  the  borrower's  Credit  Appli 
determining  the  eligibility  of  the  improvements  to  the  property. 

"4.  Technical  services  and  direct  costs. — The  proceeds  of  a  loan  ma 
to  pay  the  cost  of  architectural  and  engineering  services,  and  fees  paid  i 
Ing  building  permits  that  are  directly  connected  with  the  eligible  al 
repairs,  or  improvements  financed  in  accordance  with  these  Regulatio 

•*5.  Supplementing  an  uninsured  obligation. — The  proceeds  of  a  loan 
be  used  to  supplement  another  obligation  of  the  borrower  not  reported 
ance,  the  payment  of  which  is  to  be  secured  by  a  prior  lien  created  in  c 
with  the  proposed  alteration,  repairs,  or  improvements. 

* 'ELIGIBLE    IMPROVEMENTS 

"The  following  statement  of  basic  policy  may  be  supplemented  by 
ruling  as  to  any  particular  project  or  item  about  which  there  may  be 
the  part  of  the  lending  institution,  upon  application  to  the  Federal 
Administration,  Washington  25,  D.  C.  Requests  for  rulings  should  be  s 
if  possible,  by  descriptive  or  illustrated  literature  in  the  case  of  a  spe 
vidual  item  as  well  as  plans  and  specifications  where  general  projects 
various  improvements  are  contemplated. 

''Existing  structures — Class  1  (o)  loans 

"The  structure  to  be  improved  must  exist  as  a  completed  buildin 
occupied  or  used,  was  formerly  occulted  or  used,  or  has  been  made 
occupancy  or  use. 

**No  part  of  a  loan  may  be  used  to  finance  the  cost  of  completing  an  i 
structure.  This  does  not  exclude  a  loan  for  the  repair  of  a  previously 
structure  which  has  been  damaged  but  not  substantially  destroyed  by  < 
tion,  flood,  fire,  or  other  casualty ;  nor  the  construction  of  an  attached  ^ 
other  attached  building  in  connection  with  a  completed  house  or  othei 
buildings,  such  as  homes,  apartment  houses,  hotels,  office  buildings, 
orphanages,  colleges,  churches,  and  manufacturing  and  industrial  plant 

"Eligible  expenditures  include  those  for  structural  alterations,  r* 
additions  upon  the  structure  itself,  or  in  connection  therewith.  The 
nient  of  the  size  of  the  structure,  a  new  stairway,  new  flooring,  new  po 
plumbing,  wiring,  painting,  plastering.  Venetian  blinds,  awnings,  am 
systems,  which  in  themselves  are  alterations  and  improvements,  ar 
expenditures. 

"Improvements  in  connection  with  the  existing  structure  may  als 
such  changes  in  the  status  of  the  jrround  on  which  the  building  stands  a 
and  landst^apinp.  private  sidewalks,  private  curbs,  fent-es.  and  diivewa; 
wise  the  installation  of  a  septic  tank  or  cessiXKil.  the  drilling  of  a  weli 
with  neces.<ary  pumping  eiiuipment  and  piping,  althoujrh  removed  from 
ture  but  in  cMmniHtion  with  the  structure,  are  eligible. 

"A  loan  to  convert  tme  ty^ie  of  building  into  a  different  type  will  b 
provideil  a  substantial  part  of  the  orignnal  Iniildioi:  is  left  standing, 
stance,  a  loan  fi»r  the  ot>nversion  of  a  single-family  dwelling  into' an  a 
would  l>e  eli.cible  if  the  walls  and  other  main  stnutural  elements  are  1< 
ing.  A  new  stairway,  new  windows.  riH>ms.  ix^n-h.  etc..  may  be  ad 
partitions  ohansrtHi. 

**A  loan  to  denu»lish  a  structure  or  to  move  a  structure  off  the  x>reinij 
not  N*  eligible  exivpt  where  such  demolition  or  movini:  is  for  the  pi 
impr\>ving  an  existing  structure  remaining  on  the  proi>erty. 

•*Imvjuis  to  finance  the  <*ost  of  insulating  an  existing  structure,  pntl 
new  r\Mf.  installing  a  new  lmthn>om.  adding  closets,  rejiairing  the  liw 
or  ivillng  are  eligible. 

"Heating  systems,  including  smkers.  oil  burners,  coal.  gas.  and  elei'tric 
and  plumbing  and  wiring,  when  a  i>t^rnianent  part  of  the  realtv.  are  eli 

"b^juipment  and  machinery  such  as  pres.<es,  drills,  lathes,  and  oth( 
items  used  in  an  industrial  or  ci>njmercial  establishment  are  not  eligib 
less  of  the  meth«Ki  or  i^ermanency  of  installation. 

"Kef rigera tors,  washing  machines,  ironers.  st.»ves.  dishwashers.  « 
draperies,  and  other  h(.u.<eh«»ld  appliances  and  furnishings  are  not  eli 

"Bearing  in  mind  that  loans  for  eligible  rej  airs.  aiterati«uis.  and  impi 
must    be   upcm   existing  structures   or   in   '-imneviion    therewith,   the 
principles  are  applicable: 

"(//>   The  repair,  iniprovcment.  or  ailil.ti.'n  must  l>e  physicallv  at 
and  a  part  of  the  structure  or  in  <N>nneciion  therewith. 
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'*{b)  Improremeiits  and  additions  whidi  are  remoTable  or  by  their  char> 
acter  necessarily  temporarj.  are  not  eligible.  Items  which  are  of  a  'natnre 
generally  cmsidered  as  trade  fixtures  or  equipment  for  commercial  or 
indostrial  use  are  not  eligible. 

"(c)  A  loan  for  the  improvement  of  a  structure  to  make  such  structure 
adaptable  to  the  installation  of  ineligible  equipment  and  machinery  is  insur- 
able but  a  loan  for  the  purchase  of  such  ineligible  equipment  and  machinery 
is  not  insurable.  For  example,  a  loan  to  strengthen  the  foundation,  walls, 
and  the  floors  of  a  structure  to  hold  safely  heavy  machinery  that  may  be 
installed  would  be  eligible  but  a  loan  for  the  purchase  of  the  machinery 
would  not  be  eligible. 

^{d)  An  ineligible  item  does  not  become  eligible  merely  because  it  Is 
attached  to  the  realty. 

"Tlass  1  (&)  loaiw 

••It  is  required  that  the  proceeds  of  a  class  1  (b)  loan  be  used  to  alter,  repair. 
riiproTe,  or  convert  a  structure  so  as  to  further  its  use  as  a  dwelling  for  two  or 
iiore  families.  For  example,  a  single  family  house  may  Iht  converted  into  a  two- 
iamily  house ;  a  dwelling  for  two  or  more  families  may  be  improved  by  painting 
*M  by  installing  a  new  beating  system  or  a  new  plumbing  system.  It  would  be 
■Igible  to  alter  a  commercial  building  so  as  to  provide  living  accommodations 
nr  two  or  more  families.  However,  it  would  not  be  permissible  to  use  the 
■roceeds  of  a  class  1(b)  loan  to  benefit  the  business  that  may  be  conducted  in  a 
fcrncture,  such  as  installing  a  new  store  front,  even  though  the  building  is  used 
Wm  will  be  used  as  a  dwelling  for  two  or  more  families. 

"In  order  that  the  lending  institution  may  determine  (a)  the  eligibility  of  the 
Voposed  work  and  (b)  the  fact  that  the  structure  to  be  improved  is  used  or  will 
^med  for  two  or  more  families  the  borrower  should  clearly  indicate  the  required 
l^lormation  in  his  Credit  Application  and  in  the  statement  of  the  improvements 
m  required  by  Regulation  YIII,  section  1  (d).  The  lending  institution  may 
i^  upon  such  information  in  the  absence  of  information  to  the  contrary. 

^Tamily*  as  used  in  the  Regulations  is  defined  as  one  or  more  persons  living, 
Vqdng,  cooking  and  eating  on  the  same  premises  as  occupants  of  one  living  unit. 
t^lf  there  is  any  doubt  as  to  whether  a  proposed  project  is  eligible  for  class  1 
fc^  financing,  all  the  facts  of  the  case  may  be  submitted  to  Washington  for  an 
Plelal  ruling. 

^^muD  structures — class  t  loans 

**Bxamples  of  new  structures  eligible  for  a  class  2  loan  which  may  be  erected 

^ Improved  or  unimproved  real  property  are  barns,  garages,  service  buildings, 
^de  stands,  gasoline  stations,  tourist  cabins,  bunk  bouses  for  itinerant  farm 
Kfeorers,  and  industrial  or  commercial  buildings. 

^A  class  2  loan  may  not  include  the  cost  of  trade  equipment  used  in  the  opera- 
>ja  of  the  business  that  will  occupy  the  structure.  The  loan  may  include  the 
Ipt  of  heating  or  lighting  systems  and  similar  items  which  are  eligible  for  class  1 
^provement  loans.  For  example,  a  loan  not  in  excess  of  $3,000  may  be  used  to 
^et  a  commercial  building,  including  a  heating  system,  but  no  portion  of  the 
Pweccds  may  be  used  to  buy  and  equip  the  structure  with  trade  fixtures. 
_^iTie  proceeds  of  a  class  2  loan  must  be  used  to  finance  the  building  of  a  new 
P^icture  that  will  be  ready  for  use  upon  completion.  It  is  not  permissible  to 
*^hase  an  existing  structure  nor  to  apply  the  proceeds  to  complete  a  structure 
■fct  is  partially  built. 

Ifore  than  one  new  structure  may  be  built  on  a  single  piece  of  property  but 
^  principal  amount  of  any  one  loan  may  not  exceed  the  maximum  of  $8,000  for 
^^  one  piece  of  property.  For  example,  if  a  borrower  wishes  to  erect  a  new 
^n  to  cost  $1,500  and  three  separate  service  buildings  to  cost  $500  each,  a  loan 
J*tiie  full  $3,000  would  be  eligible. 

\Ko  portion  of  a  class  2  loan  may  be  used  for  demolishing  existing  structures 
,  Iduike  room  for  a  new  structure.  However,  the  erection  of  a  new  structure 
^^1  old  foundation  would  be  eligible." 

^ioestion  5.  Has  FHA  approved  such  items  as  barbecue  pits  or  fire-alarm  sys- 
'•M  as  coming  within  the  scope  of  section  2  insurance? 

^.nswer.  Yes.  Counsel  has  ruled  that  barbecue  pits  are  Improvements  In  con- 
^'^tion  with  existing  structures  and  that  fire-alarm  systems  installed  in  existing 
**^lctures  with  wiring  placed  within  the  walls  of  the  structures  are  an  Improre- 
Jjit  upon  the  existing  structures. 

^oestion  6.  FHA  has  approved  landscaping  as  coming  within  the  scope  of  this 
^Imnce  program,  has  it  not? 
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Answer.  Yes.  Counsel  has  ruled  that  landscaping  is  an  improvement  to  the 
realty  in  connection  with  an  existing  structure. 

Question  7.  Section  2  gives  the  FHA  Commissioner  ample  power  to  require  that 
the  insured  financial  institutions  be  qualilled  by  experience  and  eligible  for 
credit  insurance,  does  it  not? 

Answer.  Yes. 

Question  8.  Is  it  not  true  that  FHA  records  any  loan  under  section  2  for  iiiBor- 
ance  coverage  merely  in  reliance  upon  a  certificate  of  the  financial  institvtloi 
that  the  loan  was  made  in  accordance  with  regulations,  without  any  farther 
check  into  the  merit  of  the  particular  loan,  unless  the  loan  would  result  In  154100 
in  loans  outstanding  to  one  borrower? 

Answer.  Yes ;  except  that  if  the  loan  report  obviously  indicates  a  violation  of 
the  statute  or  regulations,  the  matter  is  taken  up  with  the  lending  institutkn  at 
this  stage. 

Question  9.  If  such  a  loan  goes  into  default,  it  is  true,  however,  is  it  not,  that 
FHA  has  stated  it  will  pay  an  insurance  claim  only  on  proper  audit  and  flndbig 
that  the  loan  was  handled  in  accordance  with  regulations? 

Answer.  Yes. 

Question  10.  Has  FHA  made  such  an  audit  and  finding  before  paying  eadi  ii- 
surance  claim  under  section  2? 

Answer.  Before  paying  a  claim  the  complete  file,  together  with  all  docnmenti, 
are  audited  by  the  Comptroller,  and  certified  for  payment  only  upon  flndinf  d 
compliance  with  governing  regulations.  There  is  no  physical  inspection  ti 
the  work,  its  cost,  or  related  conditions  of  the  transaction  in  the  field. 

Question  11.  How  many  and  what  amount  of  claims  have  been  declined  aa  a 
result  of  such  audit? 

Answer.  Approximately  8,600  claims,  for  approximately  $2,714,000. 

Question  12.  In  how  many  cases  has  B^HA  paid  insurance  claims  under  secdoi 
2  of  title  I? 

Answer.  For  the  20-year  period  from  June  1934  through  February  1954  FHA 
has  paid  insurance  claims  on  482,178  cases  under  this  section  of  title  I. 

Question  13.  What  is  the  total  amount  of  such  claims  paid  as  compared  to  ^ 
total  amount  of  insurance  issued  under  section  2? 

Answer.  The  total  dollar  amount  of  claims  paid  through  February  28,  1951 
amounted  to  $151,924,118.  In  the  same  period.  FHA  insured  loans  totaling 
$7,658,954,904. 

Question  14.  What  total  amount  of  insurance  premiums  have  been  collected 
under  this  section  *J  program? 

Answer.  The  FHA  has  collected  insurance  premiums  of  $138,^30,649  since 
July  1.  1039,  and  up  to  February  28.  1954.  Trior  to  July  1,  1939,  when  Public 
Law  111  (76th  Cong.)  (54  Stat.  804)  l>ecame  effective,  the  FHA  was  not  au- 
thorized to  charge  for  this  insurance. 

Question  15.  How  many  of  the  loans  covered  by  section  2  insurance  were  or 
are  so-called  character  loans  and  how  many  were  or  are  secured  by  a  mortgage 
on  the  premises  being  repaired  with  the  loan  iTrocee<is? 

Answer.  The  takinjr  of  .security  is  left  to  the  judgment  of  the  insured  insti- 
tution, unless  otherwise  sj)ecitie(i  by  the  Commissioner,  either  by  retaliation 
or  as  a  condition  of  jirior  approval.  No  re<'ord  is  maintained  as  to  the  number 
of  such  loans  although  the  number  may  be  considered  substantial.  It  is  most 
frecpient  with  loans  of  larger  amounts. 

Questi<m  16.  In  cases  where  the  insurance  under  section  2  is  against  losses 
from  purchases  of  obliirations  rei>resenting  loans  and  advances  of  credit,  how 
many  of  those  purcha.ses  by  the  llnancial  institution  are  made  without  recourse 
against  the  seller? 

Answer.  "With  recour.sc"  endorsements  by  dealers  are  not  required  by  the  title 
I  regulations  and  are  rarely  required  by  insured  financial  institutions  in  title  I 
cases.  However,  even  a  "without  recourse*  endorsement  warrants  that  the  en- 
dorser knows  of  no  defect  in  the  instrument.  Of  cimrse,  either  the  FHA  or  the 
bank  may  hold  the  dealer  strictly  accountable  for  the  correctness  of  any  rep- 
resentations which  he  makes  in  the  dealer's  completion  certificate  or  otherwise. 
He  also  is  held  accountable  if  he  knows  of  any  false  representations  in  any  other 
d(Kninients  which  he  i/resents  in  order  to  get  the  prtK'eeds  of  the  loan. 

Question  17.  Why  does  FHA  administrative  iJolicy  prescribe  that  it  (l(X»s  not 
approve  dealers  for  participation  in  the  title  1  program,  leaving  this  task  to  the 
financial  in.stitution? 
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.  Answer.  We  estimate  that  approximately  200,000  dealers,  contractors,  jobbers, 
•nd  related  enterprises  in  the  home-improvement  field  are  participating  in  the 

Eie  I  program.  The  task  of  investigating  and  putting  a  seal  of  approval  on  re- 
ble  dealers  would  be  enormous  and  obviously  costly.  Assuming  that  the 
COpense  could  be  Justified  on  the  grounds  of  providing  protection  for  home- 
Oirners,  another  point  to  be  considered  is  that  the  Government,  having  put  its 
■Ml  of  approval  on  the  dealer  or  contractor,  would  necessarily  have  to  resolve 
pyil  di^^Hites,  however  minor  in  nature,  to  determine  whether  approval  of  a  dealer 
riKNild  be  rescinded.  Such  approval  would  make  it  necessary  to  constantly 
W^  under  surveillance  the  conduct  of  the  dealers'  operations. 

Question  18.  Does  FHA  feel  no  responsibility  to  see  that  the  home  repair  loan 
Irogram  is  properly  carried  out  not  only  by  lending  institutions  which  directly 
tpaclit  from  it,  but  also  by  dealers,  salesmen,  and  borrowers? 

Answer.  Yes.   The  FHA  recognizes  a  definite  responsibility  in  this  respect. 
i^.4)ae8tion  19.  Do  not  FHA*s  own  administrative  policies  warn  against  unscrupu- 
l#pl  dealers  and  unethical  salesmen? 

Answer.  Yes.  Our  booklet  FH-20,  referred  to  before,  the  Dealer  Guide 
C1*H-30A)  and  letters  to  field  ofllces  and  to  lending  institutions  all  stress  this 
i#liC7  and  outline  specific  steps  that  should  be  taken  by  the  lenders  and  FHA  field 
idlllces  to  control  the  operations  of  such  individuals. 

jlQaeetion  20.  Doesn't  FHA  regulation  VIII  (8)  under  title  I  require  the  insured 
PMlitation  to  approve  any  dealer  as  reliable,  financially  responsible,  and  qualified 
o  perform  and  service  the  work  to  be  done? 

Answer.  Yes.  If  the  proceeds  of  the  loan  are  not  delivered  directly  to  the  bor- 
€iwer  without  the  intervention  or  participation  of  the  dealer  or  other  inter- 
[feediary. 

Question  21.  Doesn't  the  same  regulation  require  this  dealer  approval  to  be 
evidenced  by  an  application  in  form  approved  by  the  FHA  Commissioner  signed 
CF  the  dealer  and  the  insured  institution  ? 

Answer.  Yes.  However,  this  dealer  application  did  not  become  mandatory 
mtil  the  amendments  were  made  to  the  regulations  on  October  28,  1953,  effective 
dtecember  1, 1953,  as  to  all  new  dealers,  and  dealers  from  whom  the  lender  had 
lot  purchased  title  I  paper  within  the  preceding  12  months, 
ir.  Question  22.  Will  you  supply  for  the  record  the  FHA  title  I  dealer  application 
btm  approved  by  the  FHA  Commissioner  and  cleared  with  the  Budget  Bureau? 

Answer.  The  form  is  attached. 
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FHA  TITLE  I  DEALER  APPLICATION   JSJ.rt'Htfc.ft 


(Iiwui^d  ImtlUatfon)  (D«te) 

nm  tollcmium.  infttwiation  f  ftinilahad  fter  Uw  purpo«o  of  Indnclng  you  to  ipprov  ay  (mr)  i#U 
tloa  —  >  dmmlor,  vnnnmt  to  tho  vrwluionm  of  Mgul>tloti  Till.  Soctlon  !(•)  loonod  »r  tto  Ndiwil 
CwiUolowor  uador  tkf  authority  eotitatnod  In  Tltlo  I  of  tho  Motlonol  HoiMilm  Act. 


raimM  RAM 
Mdrooo- 


(ttroot) 
Provlous  Addrooa  


(City) 


(Zono) 


(■tAtO) 


(ttroot) 


(City) 


Por  post pm 

Wot im 


TTR  or  mil 


(OoBor&l  eontroeting,   liaibor  yard,   hoatlng,   otc.) 
Dloio  Omor  OPartnorohlp 


.  Doto  lst«blislN4 

aCorporfttlM 


PUMCIFAU: 


(l«M) 


(Tltlo) 


M) 


(««M) 


(Tltlo) 


(■oM  AddroM) 


(««M) 


(Tltlo)  (Bom  AMtom) 

(l«BO  ovvplioro  of  nojor  produet*  flnancod  laidor  Tltlo  I  FIA) 


■An  or  D0O8IT    

■AVI  DiacomrtD  Pim  wmt 


(■«B0) 


pyoa 

Pron  . 


to    — 

(yoor)  (r 


(■■BO)  (Addrooo)  (yoor) 

If  pi^r  to  bo  flnancod  roprooonto  tho  solo  of  o  opoelalty  productf   Indlcoto  trodo  noao  and  i 


(Attach  doacriptlvo  lltoraturo  and  prlco  Hat) 


No.    of  Branchoa  _ 


Addraoa  of  Bratchoa 


Daacrlbo  any  guaranty  givan  huyara_ 


Pinaneial  atataawnt  aa  of  _ 


la  attachod. 


(Data) 

I  (wo)  undoratand  that  I  (wo)  ara  fully  raaponatbla  for  tho  Titia  I  activity  of  all  oaloo  poi 
that  athlcal  and  proper  aoHlng  practicaa  will  ba  followod,  and  that  iwaadiaf  attantlow  will  bo  j 
all  coa^lainta  involTinit  watarialat   workmanahip  or  aalaa  ropraaantationa. 

I  (wo)  certify  that  tho  atataiMnta  ara  true.  I  (wa)  undoratand  thla  application  ahall  raaata 
orty  of  tho  financial  inatitution  to  which  it  la  aubnittod  and,  if  roquoatod,  a  copy  aay  bo  ftinilJ 
tho  Padaral  Boualng  iUhiiniatration. 

Fim 


JTltUL. 


VAMfIRO:  Any  poraon  who  knowingly  nakaa  a  falae  atatancnt  or  a  Biaroproaantation  in  thla  cartiflea 
bo  oubjoct  to  a  fina  of  not  laora  than  $5*000  or  to  iipriaonmant  for  not  aoro  than  2  yaara, 
undar  provlaloqa  of  tho  Onttad  Sta'jrn  Criminal  Codo.  _ 
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»!•  »ACt  V9t  eW  •»  tlilLIB  IN  WPPLTINfl  AttlTIONilL  INTOBMATION 


THIS  SPACE  POR  USB  SP  IN8URBS  INSTITUTISN 

r  glvon  copy  of  Dealer  Quid* 

ind  all  principals  ehaeted  against  praeautlonary  Msaauras  Hat 


t  raport  datad  

NM  landers  eheeked 
of  buslneas  Inspected  by  _ 


>al*r  whose  application  appears  on  the  reverse  hereof  has  been  approved  after  mwb  inveetifla- 
B  consider  neceasary  to  establlah  that  the  dealer  Is  reliable,   financially  reepenslble  and 
to  perfom  satisfactorily  the  work  to  be  financed  and  to  extend  proper  senrlee  to  the  eustanar. 


196  _  By!  . 


■■rA-P«A-«a»k. 
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Qnestion  23.  In  that  form,  doesn't  each  dealer  certify  that  he  Is  folly  reapon- 
sihle  for  the  title  I  activity  of  all  sales  personnel? 

Answer.  Yes. 

Question  24.  In  that  form  doesn't  the  dealer  also  certify  that  ethical  and  proper 
selling  practices  will  be  followed? 

Answer.  Yes. 

Question  25.  Does  not  the  dealer  also  certify  in  that  form  that  Immediate  atta- 
tion  will  be  given  to  all  complaints  involving  materials,  workmanship,  or  Mki 
representations? 

Answer.  Yes. 

Question  26.  Doesn't  this  dealer  application  form  expressly  state  that  the 
information  given  in  it  is  furnished  for  the  purpose  of  inducing  the  lending  imdr 
tutlon  to  approve  the  dealer  under  regulation  VIII  issued  by  FHA  under  title  11 

Answer.  Yes. 

Question  27.  Doesn't  the  dealer  application  form  expressly  warn  that  any  ps- 
son  knowingly  making  a  false  statement  or  misrepresentation  in  the  certUlctte 
ib  subject  to  a  fine  of  not  more  than  $5,000  or  imprisonment  for  not  more  tbaii 
2  years,  or  both,  under  the  United  States  Criminal  Code? 

Answer.  Yes.  At  the  bottom  of  the  form  (FH-13)  and  below  the  signature  «C 
the  dealer  is  a  warning  to  this  effect. 

Question  28.  It  is  noted  that  FHA's  administrative  policy  under  title  I  statai 
that  the  insured  institution  may  be  called  upon  to  furnish  FHA  the  file  containiif 
the  institution's  approval  of  the  dealer,  where  an  insurance  claim  is  shown  to  law 
resulted  from  default  occasioned  by  fraud  or  faulty  performance  on  the  part  cf 
the  dealer.    In  how  many  cases  has  this  action  been  taken? 

Answer.  Beginning  August  14,  lft53,  the  Comptroller's  Division  was  instmetfd 
to  refer  to  the  Title  I  Division  all  claim  flies  containing  evidence  of  fraod  « 
serious  dealer  irregularity  in  order  that  the  insured  institution  could  be  adeel 
to  forward  its  dealer  file  for  review.  Our  records  show  that  flies  have  beta 
requested  in  38  specific  cases.  In  addition  dealer  flies  have  been  examined  by 
FHA  financial  representatives  in  their  routine  surveys  of  lending  institutionir 
and  many  have  been  examined  by  the  Washington  FHA  staff  in  considering  the 
institution  of  precautionary  measures.  However,  no  specific  flgures  are  available 
as  to  the  number  of  cases  reviewed. 

Question  20.  What  does  FHA  do  when  It  receives  such  a  file,  assuming  ethical 
and  proper  selling  practices  have  not  been  followed  or  that  attention  has  not 
been  ;dven  by  the  dealer  to  complaints  about  materials,  workmanship,  or  sales 
representation? 

Answer.  In  the  context  referred  to  In  the  preceding  question  (question  28).  the 
requirements  of  regulation  VIII  concerning  the  dealer  file  relate  to  the  lender's 
approval  of  the  dealer. 

When  the  requested  file  Is  received.  It  is  reviewed  to  determine  that  the  lender 
has  complied  with  these  requirements:  (1)  That  the  necessary  investigation 
has  been  made  to  determine  that  the  dealer  is  reliable,  financially  responsible, 
qualified  to  i)erform  satisfactorily  the  work  to  be  financed,  and  to  extend  proper 
service  to  the  customer;  and  (2)  that  the  approval  of  the  dealer  by  the  lender 
Is  evidenced  In  writing,  signed  and  dated. 

Since  the  amendment  to  regulation  VIII,  effective  Dec*ember  1,  10r>.S.  it  is 
required  that  the  lender's  approval  be  evidenced  by  an  application  si^ed  and 
dated  by  the  dealer  and  signe<l  and  dated  by  the  lender  on  a  form  approved  by 
the  Commissioner. 

When  it  Is  found  that  the  lender  has  not  satisfactorily  Investigated  and 
approved  the  dealer,  payment  of  claim  may  be  denied  or  withheld  until  investiga- 
tion establishes  the  necessary  points  to  justify  payment  of  claim. 

Question  30.  What  action,  if  any,  has  FHA  taken  to  see  that  an  approved  dealer 
honors  his  certification  that  he  is  fully  responsible  for  the  title  I  activity  of  all 
sales  personnel? 

Answer.  The  dealer's  certification  of  his  responsibility  for  the  title  1  activities 
of  sales  personnel  is  accepted  unless  the  FHA  is  put  on  notice  otherwise.  Id 
such  an  instance,  the  case  is  developed  and  if  the  ''ndincs  warrant,  the  FHA 
in.sists  that  necessary  corrective  action  be  taken  to  correct  mistakes  made  and 
to  prevent  re<'urrence.  Refusal  of  the  dealer  to  fully  cooperate  would  be  o<^n- 
sidered  grounds  to  request  the  lender  to  follow  the  precautions  outlined  in 
regulation  VIII,  section  2.  If  the  note  has  come  into  the  possession  of  the  PHA. 
the  matter  may  he  referred  to  the  Department  of  Justice  for  appropriate  action 

Question  31.  FHA's  administrative  policy  under  title  I  states  that  an  in.«5uraDce 
contract  may  be  terminated  with  respe<*t  to  any  future  business  ui)on  5  days' 
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written  notice  firom  the  FHA  Commissioner  where  it  appears  to  him  that  an 
Insured  institution  is  not  using  proper  credit  Judgment,  is  not  reasonably  safe- 
guarding its  outstanding  loans,  or  is  not  using  proper  care  in  selecting  those  from 
wboin  it  purchases  notes.    In  how  many  cases  has  FHA  taken  such  action? 

Answer.  Since  1950  it  has  been  necessary  for  the  Administration  to  notify  three 
lending  institutions  of  the  cancellation  of  their  contracts  of  insurance  because 
oC  seriously  unsatisfactory  or  unsound  operations.  Generally,  however,  because 
of  the  drastic  effect  of  cancellation  of  a  contract  it  has  been  FHA  policy  to  give 
lenders  an  oi^portunity  to  withdraw  from  the  program  rather  than  to  proceed 
with  cancellation.  It  is  made  clear  in  such  situations  that  should  the  lender 
dect  not  to  withdraw,  cancellation  would  be  necessary.  In  22  instances  since 
1060^  institutions  have  dropped  out  of  the  program  on  the  foregoing  basis.  In 
many  other  instances  FHA  has  notified  lenders  that  cancellation  was  under 
consideration  and  would  be  put  into  effect  unless  corrective  steps  were  taken. 
In  most  instances  this  notification  has  been  effective  in  bringing  about  prompt 
ImproT^nent. 

Question  32.  FHA  Regulation  VIII  under  title  I  excuses  the  need  of  a  dealer's 
approval  certificate  where  loans  are  disbursed  to  the  borrower  "without  the 
Intervention  or  participation  of  the  dealer  or  other  intermediary  in  any  manner 
in  such  disbursement."  What  does  FHA  consider  would  constitute  such  inter- 
vention or  participation?  Would  it  include  a  case  where  the  dealer  or  his 
Mlesman  orally  encourages  a  borrower  to  apply  for  a  direct  loan  from  the  lending 
hifltltuUon? 

Answer.  This  regulation  refers  only  to  intervention  or  participation  in  the 
dlidrarsement  of  the  loans,  for  example,  where  the  loan  is  disbursed  by  check 
BUide  payable  to  the  borrower  and  the  dealer  jointly.  It  would  not  include  a 
case  where  the  dealer  or  salesman  merely  encourages  a  borrower  to  apply  for  a 
loan,  but  it  would  include  any  case  where  the  disbursement  check  is  made  payable 
te  the  borrower  and  delivered  to  the  dealer  or  where,  at  any  stage  in  the 
tnuisaction,  the  dealer  or  salesman  obtains  from  the  lender  possession  or  control 
of  the  disbursement  check  or  cash  proceeds  of  the  loan. 

Question  33.  Regulation  VIII  under  title  I  also  requires  an  insured  institu- 
tion to  get  a  completion  certificate  signed  by  the  borrower  and  a  completion 
eertlflcate  signed  by  the  dealer  on  forms  approved  by  the  FHA  CJommissloner 
iMBfore  any  loan  proceeds  are  disbursed.  Please  file  in  the  record  a  copy  of 
fte  form  of  FHA  title  I  completion  certificate  approved  by  the  FHA  Commissioner 
and  the  Budget  Bureau. 

Answer.  The  completion  certificates  of  the  borrower  and  the  dealer  are  con- 
solidated on  one  form,  FH-2.     Revised  form  mandatory  January  1,  1954. 
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Question  34.  In  this  certificate  doesn*t  the  dealer  "certify  and  warrant,**  in 
order  to  induce  FHA  to  insure  the  loan,  that  the  work  or  materials  famisbed 
constitute  the  entire  consideration  for  the  loan? 

Answer.  Yes.  Specifically  the  form  states  that  "For  the  purpose  of  indudni 
the  payment  of  proceeds  of  this  loan  and  the  insurance  thereof  by  the  FHA  tlie 
undersigned  (dealer)  certifies  and  warrants  that — 

"1.  The  above  work  or  materials  constitute  the  entire  consideration  for 
which  the  loan  is  made.** 

Question  35.  Isn't  this  statement  in  the  certificate  false  if  any  part  of  tlK 
loan  proceeds  are  used  for  any  purposes  other  than  to  pay  for  the  work  (f 
materials? 

Answer.  Yes. 

Question  36.  If  any  part  of  the  loan  proceeds  are  used  for  purposes  otliff 
than  paying  for  the  work  or  materials  furnished  and  the  dealer  certifies  and 
warrants  that  the  work  and  materials  constitute  the  whole  consideration  ftf 
the  insured  loan,  knowing  such  a  statement  to  be  false,  isn't  the  dealer  liiUe 
to  criminal  prosecution  for  violation  of  title  18,  section  1010,  of  the  United  States 
Criminal  Code? 

Answer.  Yes. 

Question  37.  Moreover,  isn't  anyone  who  uses  any  such  false  document  knowiitf 
it  to  contain  any  false  statement  liable  to  criminal  prosecution  under  sectioo 
1001  of  the  United  States  Criminal  Code? 

Answer.  Experience  has  indicated  that  prosecution  under  section  1010  <rf 
the  Criminal  Code  is  more  successful,  but  it  is  believed  that  prosecution  under 
section  1001  of  the  Criminal  Code  might  also  be  possible. 

Question  38.  Have  any  such  cases  come  to  the  attention  of  FHA? 

Answer.  Yes. 
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Question  89.  What  action  has  FHA  taken  in  such  cases? 

Answer.  When  the  facts  warrant,  action  is  taken  to  place  the  names  of  such 
offenders  on  the  list  of  dealers  subject  to  the  precautionary  measures  outlined 
in  regulation  VIII,  section  2.  To  the  extent  possible  under  budgetary  limita- 
tions, such  cases  have  been  investigated  and  reports  of  investigation  have  been 
submitted  to  the  Justice  Department  for  prosecution  of  the  offenders.  In  some 
instances  action  has  also  been  taken  against  the  offenders  in  the  nature  of  a 
civil  suit  pursuant  to  the  provisions  of  the  so-called  fraudulent  claims  statute 
(81U.  S>C.  231). 

Question  40.  Doesn't  the  approved  form  of  completion  certificate  also  require 
the  dealer  to  certify  and  warrant  that  the  copy  of  the  contract  delivered  to  the 
borrower  and  the  lending  institution  contains  the  whole  agreement  with  the 
borrower  and  that  the  borrower  has  not  been  given  or  promised  a  cash  payment 
or  rebate  to  induce  him  to  carry  through  the  loan  transaction? 

Answer.  Yes,  warranties  No.  3  and  No.  4  of  dealer's  portion  of  the  completion 
certificate. 

Question  41.  Elave  any  cases  come  to  FHA's  attention  where  the  dealer  has 
signed  such  a  certificate,  but  the  borrower  has  received  a  cash  payment  or 
rebate? 

Answer.  To  our  knowledge  there  have  been  no  such  cases  coming  to  the  atten- 
tion of  the  FHA  where  the  new  form  of  completion  certificate  has  been  used. 

Question  42.  What  has  FHA  done  about  such  cases? 

Answer.  See  answer  to  No.  41. 

Question  43.  Doesn't  the  form  of  completion  certifk'ate  also  require  the 
dealer  to  certify  and  warrant  that  the  work  has  been  satisfactorily  completed 
or  materials  delivered? 

Answer.  Yes.    Warranty  No.  5. 

Question  44.  Isn't  the  dealer  liable  to  criminal  prosecution  for  knowingly 
making  such  a  statement  if  it  is  false? 

Answer.  Yes,  if  the  false  statement  is  made  for  the  purpose  of  obtaining 
proceeds  of  a  title  I  loan  and  the  other  elements  of  the  criminal  offense  are 
present. 

Question  45.  Have  any  such  cases  come  to  FHA's  attention? 

Answer.  Yes. 

Question  4^  What  action  has  FHA  taken  to  proceed  against  the  dealer  for 
knowingly  making  a  false  statement? 

Answer.  The  answer  to  this  question  is  the  same  as  indicated  in  the  answer 
to  question  No.  39. 

Question  47.  Doesn't  the  completion  certificate  also  require  the  dealer  to 
agree  to  repurchase  the  note  from  the  lending  institution  or  from  FHA,  which- 
ever has  it,  if  any  of  the  representations  made  by  the  dealer  in  the  completion 
certificate  prove  to  be  incorrect? 

Answer.  Yes,  since  January  1,  1964,  when  the  new  form  of  certificate  became 
mandatory. 

Question  48.  Has  FHA  ever  had  occasion  to  enforce  such  an  agreement? 

Answer.  There  have  been  only  two  cases  brought  to  the  attention  of  FHA  in 
Washington.  In  one  case  the  facts  were  discovered  by  the  lender  and,  on  re- 
quest, the  dealer  immediately  repurchased  the  loans  in  question.  As  a  result 
of  this  instance,  the  FHA  immediately  placed  limitations  on  the  dealer's  opera- 
tion with  resxiect  to  the  origination  of  further  business  under  title  I.  In  the 
other  case  the  dealer  was  unable  or  unwilling  to  honor  his  certification  on  the 
dealer's  completion  certificate  and  precautionary  measures  were  instituted  and 
the  case  will  be  considered  by  the  Legal  Division  with  a  view  of  instituting 
criminal  action. 

Question  49.  Isn't  it  true  that  the  completion  certificate  relegates  inspection 
to  the  dealer,  wherever  he  is  required  to  sign  a  completion  certificate,  since  the 
borrower's  portion  of  the  completion  certificate  expressly  states  that  **neither 
the  FTIA  nor  the  financial  institution  guarantees  the  material  or  workmanship 
or  inspects  the  work  performed"? 

Answer.  The  completion  certificate  places  a  Joint  responsibility  upon  both  the 
dealer  and  the  borrower  to  ascertain  that  the  work  has  been  satisfactorily  com- 
pleted in  order  to  make  proper  certifications.  Some  financial  institutions  do 
inspect  the  work  and  many  make  "spot  checks"  of  a  portion  of  the  Jobs  per- 
formed by  each  dealer.  Lenders  are  encouraged  by  the  FHA  to  make  such 
inspections. 
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Question  50.  Isn't  It  true  that  under  FHA  regulation  VIII  the  dealer  oMd 
sign  no  completion  certificate  if  the  insured  loan  is  disbursed  directly  to  tbe 
borrower  without  intervention  or  participation  of  the  dealer  or  other  intermedi- 
ary in  any  manner  in  the  disbursement? 

Answer.  Yes. 

Question  51.  In  the  borrower's  portion  of  the  approved  form  of  completion  cer- 
tificate, doesn't  the  borrower  certify  that  he  hasn't  been  given  or  promiaed  t 
cash  payment  or  rebate  as  an  inducement  to  carry  out  the  transaction? 

Answer.  Yes — exact  wording  is  "cash  bonus  or  commission  on  future  aalei." 

Question  52.  Doesn't  the  completion  certificate  also  expressly  warn  that  know- 
ingly making  a  false  statement  in  the  certificate  is  a  criminal  offense  under  tbe 
United  States  Criminal  Code? 

Answer.  Yes. 

Question  53.  Have  any  cases  come  to  FHA's  attention  where  the  borrower 
signing  an  approved  form  of  completion  certificate  has  received  cash  or  a  re- 
bate as  an  inducement  to  carry  out  a  section  2  loan  transaction? 

Answer.  To  our  knowledge  there  have  been  no  such  cases  where  the  borrower 
signed  the  new  form  of  completion  certificate  and  received  cash  or  a  rebate  if 
an  inducement  to  purchase. 

Question  54.  If  so,  what  action  has  FHA  taken  to  bring  the  borrower  to  a^ 
count  before  the  bar  of  justice? 

Answer.  See  answer  to  No.  53. 

Question  55.  Is  it  not  true  that  even  the  borrower  need  sign  no  completion  ce^ 
tificate  under  regulation  VIII  if  the  loan  is  made  directly  to  the  borrower  with- 
out intervention  by  a  dealer  or  other  intermediary? 

Answer.  Yes.     (See  also  answer  to  next  question.) 

Question  56.  Why  doesn't  FHA  require  a  completion  certificate  from  the  bor- 
rower in  all  cases  under  section  2  loans? 

Answer.  The  completion  certificate  was  designed  primarily  for  the  protectioD 
of  the  borrower  against  fraudulent  and  unscrupulous  dealers  and  salesmen. 
The  borrower's  representations  with  respect  to  the  use  of  the  loan  proceeds  are 
set  forth  in  the  credit  application.  In  the  direct-loan  transaction  it  Is  contem- 
plated that  the  borrower  will  be  able  to  obtain  the  loan  proceeds  in  advance 
of  the  performance  of  the  work  in  order  that  he  may  have  funds  to  buy  materials 
and  employ  workmen  of  his  own  choosing.  In  many  instances  he  does  some 
or  all  of  the  work  himself,  using  the  loan  proceeds  to  purchase  materials  only. 

Question  57.  In  the  case  of  all  loans  under  section  2,  doesn't  regulation  VI 
require  the  in.««ured  institution  to  obtain  a  credit  application  executed  by  the 
borrower  on  a  form  approved  by  the  FHA  Commissioner? 

Answer.  Yes. 

Question  58.  Why  doesn't  the  credit  application  contain  a  certification  by  the 
l)orrower  that  he  will  use  the  loan  proceeds  for  eligible  purposes  only? 

Answer.  The  credit  application,  FH-1,  contains  a  section  headed  "Proceeds 
of  This  Loan  Will  Be  I^sed  on  Above  Property  as  Described  Below."  There 
follows  a  space  for  borrower  to  fill  in  description  of  Improvements  and  cost 
thereof.  At  the  bottom  of  the  form  Is  a  certification  signed  by  the  borrower 
that  the  above  statement.*?  are  true. 

Question  50.  Regulation  Vll  preserves  the  eligibility  of  a  note  for  FHA  in- 
surance even  though,  after  the  loan  Is  made,  the  Insured  Institution  In  good  faith 
discovers  a  material  misstatement  or  misuse  of  the  proceeds  of  the  loan  by  the 
borrower,  dealer,  or  others?  Doesn't  this  remove  a  large  share  of  incentive  tor 
the  insured  In.stitution  to  police  the  loan  proceeds  properly? 

Answer.  It  has  been  the  posit i(m  of  the  FHA  in  the  past  that  allowing  Insured 
institutions  to  rely  on  statements  of  borrowers  In  their  credit  application  did  n<* 
sufficiently  increase  the  danger  of  misuse  of  proceeds  to  justify  the  expense  of 
requiring  actual  inspections  and  checks  in  all  cases.  This  question  Is  now  being 
carefully  reviewed. 

Question  60.  The  same  regulation  VII  requires  the  Insured  to  rejwrt  promptlT 
to  the  FHA  romniissioner  any  such  instances.  How  many  were  reported  to 
FHA? 

Answer.  The  regulation  xVhlch  specifically  requires  a  report  to  the  FHA  Is  regu- 
lation VI,  .section  2.  We  have  not  maintained  In  the  past  a  separate  numerical 
report  of  complaints  originating  In  this  fashion.  Such  reports  when  received  were 
handled  In  the  same  manner  as  reports  received  from  other  sources. 

Question  61.  Regulation  VII  under  title  I  requires  loan  proceeds  to  be  osed 
only  to  fhiance  alterations,  repairs,  and  improvements  begun  in  reliance  on  credit 
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fftcilitiee  provided  by  title  I.  What  measures  does  FHA  take  to  enforce  that 
part  of  the  regalation? 

Answer.  Enforcement  of  this  requirement  is  obtained  in  two  ways.  Financial 
representatives  of  the  FHA  making  service  calls  and  surveys  of  lending  institu- 
tloBB  make  spot  checks  of  the  lender's  loan  files  noting  violations  of  this  require- 
ment  as  well  as  others  and  when  claims  are  audited  the  application  for  credit  to 
the  lending  institution  must  be  submitted  to  FHA  for  examination.  This  and 
other  papers  in  the  lender*s  claim  file  indicate  whether  or  not  the  application  for 
CM'edit  preceded  the  making  of  improvements  cited.  If  evidence  is  negative, 
payment  of  claim  is  refused. 

Question  62.  Regulation  VII  allows  loan  proceed^  to  be  used  to  pay  architects 
and  engineers  services  connected  with  eligible  improvements.  What  measures 
has  FHA  taken  to  prevent  abuse  of  this  use  of  loan  proceeds? 

Answer.  This  provision  of  the  regulations  was  first  adopted  when  the  act 
authorized  insurance  of  loans  for  as  much  as  $50,000.  It  has  no  practical  im- 
portance at  the  present  time,  and  since  no  complaints  have  been  received  indi- 
eatings  abuse  of  this  provision,  no  preventive  measures  have  been  taken.  However, 
farther  consideration  will  be  given  the  matter. 

Question  63.  Regulation  VII  allows  an  insured  institution  acting  in  good  faith, 
unless  it  has  contrary  information,  to  rely  upon  factual  statements  of  the 
borrower  in  the  credit  application  in  determining  eligibility  of  the  improvements 
for  insurance.  Doesn't  this  remove  incentive  for  the  institution  to  check  into 
actual  eligibility  of  the  improvements? 

Answer.  Our  answer  to  this  question  is  the  same  answer  as  our  answer  to 
No.  59. 

Question  64.  Regulation  XI  requires  a  warranty  that  the  note  qualifies  for 
insurance  on  assignment  to  the  Federal  Government  when  a  claim  is  filed.  Isn*t 
this  inconsistent  with  regulation  VII? 

Answer.  No.  Regulation  VII  permits  the  insured  to  rely  on  the  statements 
of  the  borrower  in  his  credit  application.  This  is  a  part  of  the  insurance  con- 
tract and,  if  the  insured  has  so  relied  on  the  credit  application  and  has  been 
deceived,  it  is  nevertheless  entitled  to  payment  of  the  insurance  claim. 

Question  65.  Regulation  X  (10)  requires  loans  to  be  reported  to  FHA  within 
31  days  after  the  date  of  the  note  evidencing  the  loan  or  the  date  of  its  purchase. 
What  later  reports  are  made  to  FHA  on  such  loans? 

Answer.  No  further  reports  are  required  under  normal  operations  and  the  loan 
may  be  paid  in  full  without  this  ofllce  hearing  of  it  again.  However,  we  request 
annually  by  "Call  report"  a  report  of  all  loans  outstanding  as  of  March  'M  each 
year  and  of  the  number  of  loans  delinquent  90  days  or  more  with  the  corresiH)nd- 
ing  dollar  amount.  There  also  come  to  the  FHA  re<iuests  for  extending  the 
claim-filing  period  on  delinquent  accounts,  and  reports  of  new  notes  taken  to 
refinance  outstanding  obligations.  In  addition,  with  continued  default,  u  claim 
for  loss  is  submitted  with  which  lender's  complete  loan  file  is  forwarded. 

Question  66.  Is  it  fair  to  say  that  FHA  relies  heavily  on  the  insured  financial 
Institutions  to  see  to  it  that  the  section  2  home  repair  insurance  program  is 
properly  administered,  instead  of  performing  that  task  itself? 

Answer.  In  answer  to  this  question,  the  policy  of  FHA  in  the  past  has  been  as 
stated  in  the  following  quotation  from  the  explanatory  text  of  the  regulations : 

"The  title  I  program  provides  an  instrument  by  which  financial  institutions, 
the  building  and  allied  industries,  and  the  Federal  Government  combine  to  assist 
borrowers  to  make  eligible  improvements  to  their  property.  The  operathm  of 
the  title  I  program  is  based  on  the  good  faith  of  all  concerned — the  good  faith 
on  the  part  of  the  individual  borrower  who  applies  for  and  receives  a  loan,  the 
fcood  faith  of  the  dealer  or  contractor  in  carrying  out  the  terms  of  his  contract 
and  rendering  proper  service  to  the  customer,  the  good  faith  of  financial  insti- 
tutions in  acquiring  and  servicing  title  I  loans,  and  the  good  faith  of  the  Federal 
Housing  Administration  in  carrying  out  its  obligations  and  responsibilities. 
While  certain  regulatory  measures  are  necessary  to  effectuate  mutual  objectives, 
a  large  responsibility  Is  placed  upon  participating  lending  institutions  for  the 
exercise  of  sound  discretion  and  prudent  practices  in  carrying  out  the  program." 

The  continuation  of  this  policy  is  receiving  our  consideration. 

Question  67.  Obviously  FHA  has  recognized  in  its  administrative  policy  and 
regulations  under  title  I  some  of  the  dangers  of  abuse  of  the  home  repair  insur- 
ance program.    What  has  it  done  to  prevent  the  abuses  it  so  recognized? 

Answer.  Attached  is  a  copy  of  a  memorandum  dated  April  16,  1954,  setting 
forth  the  measures  taken  to  eliminate  the  irregularities  that  have  occurred  in 
the  title  I  repair  and  improvement  program. 
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Qaestion  68.  Have  FHA  or  HHFA  made  any  requests  for  changes  in  this 
legislation  to  prevent  abuses? 

Answer.  Please  refer  to  letter  of  transmittal. 

Question  69.  What  suggestions  do  you  have  for  improving  the  legislation  gor- 
erning  the  home  repair  insurance  program? 

Answer.  Please  refer  to  letter  of  transmittal. 

Qui^stion  70.  Should  the  insured  lending  institution  be  required  to  assume  a 
greater  share  of  the  loan  risk? 

Answer.  Please  refer  to  letter  of  transmittal. 

Question  71.  What  prompted  issuance  of  the  warning  letter  to  all  qnalifled 
title  I  lending  institutions  on  July  15,  1953,  to  consider  carefully  approval  of 
dealers  and  cautioning  against  the  hiring  of  itinerant  salesmen? 

Answer.  The  letter  of  July  15,  1953  (TI-99),  addressed  to  all  qualified  title  I 
lending  institutions  on  the  subject  of  approval  of  title  I  dealers,  was  prompted 
by  the  following  developments : 

1.  As  the  volume  of  home  modernization  business  increased  during  the  Unt 
6  months  of  1953,  many  newly  formed  dealer  companies  entered  the  title  I  pk- 
ture,  some  of  them  handling  new  and  relatively  untested  products.  One  purpose 
of  the  letter  was  to  emphasize  the  necessity  for  thorough  investigation  of  sadt 
dealers  and  their  products  by  the  insured  lenders  prior  to  approving  them  for 
title  I  financing. 

2.  Another  motivation  for  the  letter  was  the  fact  that  our  surveys  of  lending 
operations  disclosed  considerable  variance  among  qualified  title  I  lending  insti- 
tutions in  their  dealer  approval  procedures.  Although  the  title  I  regulations 
clearly  set  forth  the  responsibility  of  the  insured  lender  to  establish  that  the  I 
dealer  was  reliable,  financially  responsible,  and  qualified  to  perform  satisfactory  ' 
work,  we  felt  that  the  letter  would  be  helpful  in  pointing  out  specific  methods 
for  meeting  this  responsibility. 

Question  72.  The  Dealer's  Guide  issued  by  FHA  on  page  9  says  the  FHA  holds 
the  dealer  responsible  for  his  salesmen's  acts.  What  measures  does  FHA  take 
to  do  so? 

Answer.  When  irregular  acts  of  salesmen  are  called  to  the  attention  of  FHA, 
it  has  been  the  policy  of  the  Administration  to  insist  that  the  employer  (the 
approved  dealer)  make  such  adjustments  or  take  such  corrective  action  as  may 
be  called  for  by  the  circumstances.  If  the  dealer  refuses  to  recognize  his  respon- 
sibility for  the  acts  of  his  employees,  precautionary  measures  are  instituted. 

Question  73.  The  Dealer's  Guide  also  says  on  page  9  that  FHA  will  employ     j 
appropriate  measures  to  eliminate  abuses  by  dealers.    What  measures  has  FHA 
adopted  for  that  puri)ose?    In  how  many  cases  has  It  used  these  measures? 

Answer.  Where  dealer  abuses  have  come  to  the  attention  of  FHA,  the  provi- 
sions of  regulation  VIII,  section  2,  have  been  Invoked  and,  when  the  facts  war- 
rant, the  case  has  been  referred  to  the  Department  of  Justice  for  appropriate 
action.  A  total  of  1,378  Individuals  and  companies  were  made  the  subject  of 
precautionary  measures  in  the  past  3  years. 

[P.  25.  question  67] 

Apml  16,  la'H. 
To :  Mr.  Norman  P.  Mason,  Acting  Commissioner. 
From  :    Arthur  J.  Frentz. 

Pursuant  to  our  discussion  yesterday,  I  am  attaching  a  statement  setting 
forth  the  measures  that  we  have  instituted  to  minimize,  and  to  a  great  extent 
eliminate,  dealer  and  salesmen  abuse  and  Irregularities  that  occurred  in  the 
past  in  the  handling  of  title  I  loans  by  local  banks,  savings  and  loan  asso- 
ciations, mortgage  companies  and  finance  companies. 

Arthur  J.  Frentz, 
Assistant  Commissioner. 

Measures  Taken  to  Eliminate  Irregularities  That  Have  Occi^red  ix  thx 
Home  Repair  and  Improvement  Program  Under  Titi^  I  of  the  National 
Housing  Act 

The  insurance  of  repair  and  Improvement  loans  under  the  provisions  of  title 
I  of  the  National  Housing  Act  is  a  mass  volume  operation.  Last  year  approxi- 
mately 2  million  repair  loans  averaging  $500  each  were  rei)orted  to  the  Federal 
Housing  Administration  for  insurance  by  approximately  8,000  active  lending 
Institutions  and  their  branches. 

By  its  very  nature,  the  title  I  program  has  over  the  past  20  years  been  one 
of  good  faith.    Good  faith  upon  the  part  of  the  dealer  or  contractor  performing 
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the  work,  the  homeowner  who  contracts  for  the  Improvement,  the  lending  in- 
stitntion  that  advances  the  credit  and  the  FHA  which  insures  the  lending  institu- 
tion. In  this  chain  of  human  relations  involving  currently  an  estimated  two 
and  one-half  million  or  more  individuals  throughout  the  country,  the  task  is  to 
eliminate  acts  of  misjndgment,  irregularities,  abuse,  deceit,  and  fraud,  and  still 
have  a  type  of  operation  that  will  serve  properly  and  expeditiously  the  needs 
and  requirements  of  the  deserving  home  owner. 

The  probl^n  of  dealer  and  salesmen  abuse  has  long  been  recognized  and  the 
administration  has  conducted  a  constant  and  unrelenting  drive  against  irregu- 
larities of  any  nature. 

Regnlation  VIII  of  the  title  I  regulations  is  a  product  of  this  problem  and 
from  time  to  time  has  been  amended  and  strengthened  as  conditions  dictated. 
The  general  policy  pertaining  to  dealer  relationship  expressed  in  the  explanatory 
text  preceding  the  regulations  and  in  a  series  of  form  letters  to  the  industry, 
farther  amplifies  the  goal  desired  by  the  regulations. 

Since  lft50  the  yearly  volume  of  title  I  loans  has  practically  doubled  from 
over  $690  million  to  over  $1%  billion.  This  rapid  expansion  taxed  every  facility 
in  the  process  of  selling,  installing,  financing,  and  insuring.  As  abuses  and  ir- 
regnlarities  occurred,  steps  were  taken  to  control  the  situation.  The  more 
recent  measures  starting  in  the  middle  of  1053  are  as  follows : 

1.  Title  I  Advisory  Committee  to  the  Commissioner. — This  committee  was 
formed  to  meet  with  the  FHA  to  advise  on  current  operating  problems  with 
particular  emphasis  on  dealer  operations.  The  first  meeting  of  this  group  con- 
sisting of  seven  of  the  country's  leading  consumer  credit  bankers. was  on  June 
22,  1053. 

2.  Letter  to  all  qualified  title  I  lending  institutions  (TI-09)  dated  July  15, 
1958,  reviewed  the  standards  for  investigating  and  approving  dealers  and  re- 
peated the  warning  that  it  is  the  lender's  responsibility  to  do  business  only  with 
reliable  dealers  and  in  the  absense  of  the  proper  dealer  file  showing  their  ap- 
proval of  such  dealer,  the  loans  purchased  will  not  be  considered  as  meeting  the 
requirements  of  the  insurance  contract.     ( Exhibit  A . ) 

3.  Letter  to  directors  of  all  field  offices  directed  the  FHA  field  staff  to  nlake 
effective  the  policy  set  forth  in  the  above  letter  to  lending  institutions  (TIF-101 
dated  July  16, 1953 ) .     ( Exhibit  B. ) 

4.  Amendments  to  the  regulations. — On  July  81,  1953,  the  advisory  committee 
was  presented  with  certain  proposals  to  amend  the  regulations.  We  stated, 
"The  problem  is  one  that  no  longer  can  be  answered  by  an  attempt  to  seek 
voluntary  cooperation  or  by  correcting  individual  situations  when  they  arise. 
Instead,  it  resolves  itself  to  instituting  regulations  that  will  govern  the  operation 
of  all  participants  equally.*'  Following  a  second  meeting  with  the  committee 
and  discussions  with  representatives  of  industry,  the  regulations  were  amended 
on  October  28,  1953,  as  follows  and  announced  in  a  letter  of  instructions  to  all 
lending  institutions.     (Exhibit  0.) 

(a)  Dealer  application ;  This  is  a  new  form  required  of  all  new  dealers  showing 
their  names,  addresses,  principals,  references,  past  history,  sales  methods,  and 
financial  history.  It  is  required  that  the  dealer  certify  that  he  will  be  fully 
responsible  for  the  title  I  activity  of  all  sales  personnel,  that  ethical  and  proper 
selling  practices  will  be  followed,  and  that  immediate  attention  will  be  given 
to  all  complaints.     (Exhibit  D.) 

(6)  Lending  institution's  approval:  In  approving  the  dealer,  the  lending 
institution  must  make  an  affirmative  statement  that  the  dealer  has  been  in- 
vestigated and  is  considered  reliable,  financially  responsible  and  qualified  to 
perform  satisfactorily  the  work  to  be  financed  and  to  extend  proper  service  to 
the  customer.     (Exhibit  D — Reverse.) 

(c)  Dealer  record:  By  regulation  it  is  now  required  that  the  lending  institu- 
ticm  maintain  a  record  of  the  loan  experience  with  each  dealer.  Such  a  record 
will  reflect,  at  least,  the  volume  of  loans  purchased,  claims  filed  and  borrower 
complaints  or  irregularities. 

id)  A  revised  and  strengthened  completion  certificate: 

(1)  The  dealer  certificate  was  amended  to  outlaw  cash  payments  or  bonuses 
of  any  kind  as  an  inducement  for  the  purchase  and  require  that  all  bills  for 
labor  and  materials  have  been  or  will  be  paid.  A  total  of  eight  separate  war- 
ranties are  set  forth  and  the  dealer  must  certify  that  if  any  of  the  representa- 
tions prove  incorrect,  he  will  promptly  repurchase  the  note.  This  assumption 
of  liability  in  event  of  abuse  or  irregularity  is  extremely  eflfective. 

(2)  llie  borrower's  certificate  was  likewise  amended  to  include  a  certification 
that  no  cash  payment  or  rebate  or  cash  bonns  was  received  as  an  inducement 
for  the  purchase.     (Exhibit  E.) 
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(e)  Advance  notice  to  the  borrower :  This  is  a  new  requirement  and  is  fof  tbe 
purpose  of  bringing  about  a  closer  relationship  between  the  insured  institntiaD 
and  the  homeowner.  This  advance  notice  to  the  borrower  6  days  prior  to  dis- 
bursement of  the  proceeds  of  the  note  to  the  dealer  provides  a  cooling-off  period, 
during  which  time  the  homeowner  has  an  opportunity  to  register  with  the  lender 
any  disagreement  with  the  proposed  transaction.     (Exhibit  F.) 

5.  Letter  to  the  field  office  directors  over  the  signature  of  the  CJommissioiier 
asking  that  prompt  corrective  action  be  taken  when  any  type  of  irregularitiei 
are  brought  to  their  attention.     (Bxhibit  G.) 

6.  Letter  to  all  qualified  title  I  lending  institutions  calling  their  attention  to 
the  requirement  of  the  regulation  that  any  irregularity  must  be  reported  imine 
diately  to  the  Ck)mmissioner.     (Exhibit  H.) 

7.  Letter  to  all  field  office  directors  asking  that  they  cooperate  fully  with  the 
local  better  business  bureaus  and  similar  organizations  to  further  stamp  out 
unethical  practices.     (Exhibit  I.) 

8.  In  addition  to  the  above  external  operating  measures,  the  following  internal 
steps  were  taken  which  represented  the  maximum  increase  of  facilities  ponlble 
within  budgetary  limitations  for  the  fiscal  year  beginning  July  1,  1953. 

(a)  The  stafT  of  the  Investigation  Section  of  the  Legal  Division  was  increased 
from  5  to  8  to  investigate  alleged  irregularities  and  prepare  such  cases  tot 
submission  to  the  Department  of  Justice  for  legal  action. 

(6)  The  number  of  financial  representatives  was  increased  from  3  to  5  and 
were  instructed  to  concentrate  their  activity  on  strengthening  the  dealer  policy 
of  local  lending  institutions. 

(c)  The  institution  of  restrictive  measures  against  dealers  abusing  the  title 
I  financing  privilege  was  accelerated  and  was  applied  to  493  companies  and  indi- 
viduals in  1953.  In  the  past  3  years  the  total  numbered  1^78.  The  institution 
of  restrictive  measures  has  the  practical  effect  of  causing  lending  institutions 
to  refrain  from  further  financing  of  such  operations. 

(d)  Fin*ally,  the  entire  activity  was  knitted  into  an  effective  program  througb 
the  medium  of  daily  corresi)ondence,  personal  contact  with  individual  institutioM 
in  the  field  as  well  as  those  visiting  Washington,  and  meetings  with  trade  asso- 
ciations and  with  title  I  lending  groups. 

Ejxhibit  a 

FEDERAL  Housing  Apministration 

Washington  25,  D.  C. 

July  15, 1953 
(TI-fl9) 
To  :  All  qualified  Title  I  lending  institutions. 
Subject :  Approval  of  Title  I  dealers  (Regulation  VIII). 

In  view  of  the  increasing  activity  of  dealers  in  the  origination  of  businew 
being  reported  for  insurance  under  Title  I,  it  is  appropriate  that  insured  institn- 
tions  review  their  standards  for  investigating  and  approving  dealers. 

Regulation  VIII.  Section  1  (a),  provides  that  the  insured  institution's  dealer 
file  must  contain  its  signed  and  dated  approval  and  be  supported  by  information 
that  the  dealer  is:  (1)  Reliable;  (2)  financially  responsible;  (3)  qualified  to 
perform  satisfactorily  the  work  to  be  financed;  and  (4)  equippled  to  extend 
proper  service  to  the  customer.  The  absence  of  such  a  file  containing  the  insured 
institution's  signed  and  dated  approval  of  the  dealer  is  a  violation  of  this  regula- 
tion and  loans  purchased  from  such  dealers  do  not  meet  the  requirements  of  the 
insurance  contract.  Where  claim  for  reimbursement  is  shown  to  have  resulted 
from  default  occasioned  by  fraud  or  faulty  performance  on  the  part  of  the  dealer, 
the  insured  may  be  called  up<m  to  furnish  the  Commissioner  with  the  file  con- 
taining its  approval  of  the  dealer. 

Investigation  and  approval  of  dealers  should  not  be  considered  in  a  cursory 
manner.  The  role  of  the  dealer  is  one  of  great  importance  as  he  or  his  salesmen, 
in  effect,  represent  the  insurefl  institution  when  discussing  the  terms  of  financing 
with  the  homeowner  and  when  obtaining  the  execution  of  the  loan  documents. 
Thus  the  dealer  should  not  be  a  stranger  to  the  insured  but  the  latter  should  have 
full  knowledge  of  the  T>rincipals,  the  salesmen,  and  their  method  of  operation. 

The  require]  ntp  Regulation  VIII  constitute  the  basic  pattern  for  dealer 
approval  a»i "  h  invest ijrat ion  will  develop  sufiScient  information  to 
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enable  the  insured  Institution  to  make  a  sound  and  inroper  decision.  It  Is  con- 
trary to  the  policy  of  the  Federal  Housing  Commissioner  to  permit  lending  insti- 
tntions  to  use  the  insurance  coTerage  provided  by  the  National  Housing  Act  for 
the  purpose  of  testing  the  dependability  of  dealers  with  whom  they  have  had  no 
pterious  experience  and  with  respect  to  whom  they  do  not  have  adequate  and 
reliable  information. 

In  order  to  establish  comi^iance  with  Regulation  VHI,  the  insured  institution 
moat  ascertain  that : 

1.  The  dealer  it  reliable 

If  the  insured  institution  has  no  knowledge  of  the  reliability  of  the  dealer,  a 
thorough  chedlc  should  be  made  to  assure  that  the  dealer  is  honest,  trustworthy, 
and  can  be  relied  upon  to  fulfill  the  contracts  he  enters  into  with  his  customers. 
8a<di  information  may  include  the  experience  of  the  local  FHA  ofltee,  experience 
of  other  lending  institutions,  the  Better  Business  Bureaus  or  similar  agencies, 
and»  should  the  situation  demand,  the  experience  of  previous  customers. 

9.  The  dealer  U  financially  responsible 

Information  in  possession  of  the  insured  institution  should  clearly  indicate 
that  the  dealer  has  a  reputation  of  paying  his  bills  promptly  and  has  the  financial 
strength  to  operate  his  business  properly.  It  is  a  sound  practice  to  obtain  from 
the  dealer  his  current  balance  sheet  and  profit-and-loss  statement  which  in  turn 
may  be  supported  by  a  commercial  credit  report.  Periodically,  this  financial  in- 
formation should  be  brought  current  and  the  dealer *s  financial  soundness  re- 
viewed in  the  light  of  current  operations. 

S.  The  dealer  is  qualified  to  perform  satisfactorily  the  work  to  be  financed  and 
f  is  equipped  to  ewtend  proper  service  to  the  customer 

i         TbB  requirements  of  the  specific  case  will  dictate  the  information  necessary  to 
ascertain  that  the  dealer  is  experienced  in  the  business  he  is  conducting  and  has 
1     the  labor  and  equipment  to  perform  the  work  and  extend  proper  service  to  the 
f     customer.    In  the  absence  of  personal  knowledge  of  the  dealer,  it  is  recommended 
f     that  a  representative  of  the  institution  call  upon  the  dealer  at  his  place  of  busi- 
ness and  prepare  a  report  clearly  showing  that  the  dealer  possesses  the  required 
qualifications. 

While  the  foregoing  constitute  a  guide  that  may  be  followed  in  approving 
dealers,  it  is  equally  important  that  the  following  aspects  of  a  dealer  operation 
be  considered: 

1.  Salesmen, — ^Dealers  should  be  cautioned  as  to  hiring  itinerant  salesmen, 
those  whose  identity  cannot  be  verified,  and  individuals  whose  Title  I  activities 
are  subject  to  the  provisions  of  Regulation  VIII,  Section  2.  It  is  recommended 
that  frequent  meetings  be  held  with  salesmen  and  supervisory  personnel  to  make 
certain  that  they  are  properly  instructed  as  to  the  insured's  credit  and  general 
lending  policies,  as  well  as  the  spirit  and  letter  of  the  'Htle  I  Regulations. 

2.  Improvements  to  be  financed. — ^The  dealer  file  should  contain  information 
showing  the  type  of  work  done,  the  kind  of  materials  used,  the  manner  of  installa- 
tion and  the  price  range.  This  may  be  supplemented  by  descriptive  literature 
used  by  the  dealer  in  the  prcHuotion  of  his  business  and  such  other  informational 
material  as  may  be  available.  Title  I  loans  should  not  be  used  to  finance  prod- 
ucts of  doubtful  merit  or  those  being  sold  at  an  infiated  sales  price. 

8.  The  dealer's  record, — As  a  basis  for  determining  whether  continued  dealer 
approval  is  warranted,  sound  lending  requires  establishing  a  control  record.  It 
la  well  to  know  the  number  and  dollar  amount  of  loans  purchased  and  rejected 
and  to  know  the  loans  that  have  terminated  in  claims  and  the  reason  therefor. 
There  should  also  be  a  record  of  service  complaints  and  irregularities  and  their 
ultimate  disposition. 

It  is  essential  that  the  officers  and  employees  of  the  insured  institution  who 
'are  responsible  for  handling  Title  I  loans  thoroughly  understand  and  carry  out 
the  provisions  of  Regulation  VIII  in  purchasing  dealer-originated  loans.  We 
urge  that  operating  personnel  not  only  be  guided  by  the  contents  of  this  letter  but 
also  study  the  material  appearing  in  the  administrative  text  of  the  Title  I  Regu- 
lations booklet  appearing  under  the  heading  "Dealer  Relationship." 
Very  truly  yours, 

Arthub  J.  Fbentb, 
Assistant  Commissioner, 
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Exhibit  B 

Federal  Housing  Administiation 

Washington  25,  D.  G. 

J1117  16.1S63 
(TIF-iai) 
To :  Directors  of  all  field  offices. 
Subject:  Approval  of  Title  I  Dealers  (Regulation  VIII). 

The  attached  letter  (TI-99)  to  all  title  I  qualified  lending  institntions  empbt- 
sizes  the  requirements  of  regulation  VIII  as  it  pertains  to  approval  of  de^ 
operating  under  the  title  I  program. 

Particular  attention  is  directed  to  the  fact  that  loans  purchased  from  detkn 
who  have  not  been  properly  approved  by  the  lending  institution  do  not  meet  the 
requirements  of  the  above  regulation. 

If  a  lending  institution  in  the  opinion  of  the  EKrector  does  not  observe  accept- 
able standards  in  approving  dealers  and  continues  to  disregard  the  Director's 
advice  after  attention  is  called  to  the  shortcoming,  a  recommendation  should 
be  submitted  to  this  ofiice  as  to  continuation  of  the  institntion's  contract  d 
insurance. 

It  is  the  objective  of  the  Administration  to  eliminate  irregrilar  dealers  and 
salesmen  from  the  title  I  program.     All  directors  and  members  of  their  stalb  are 
asked  to  work  with  the  lending  institutions  in  their  jurisdictions  in  makini 
effective  the  policy  set  forth  in  this  letter 
Very  truly  yours, 

Amtbjjm  J.  Fbena^^ 
Assistant  Commissiumer. 
Exhibit  C 

Federal  Housing  Administiation 

Washington  25,  D.  C. 

October  28, 190 

(TI-lOl) 
To:  All  qualified  title  I  lending  institutions. 

Subject :  Amendments  to  part  I  of  the  title  I  regulations ;  amendment  to  regnli- 
tion  III,  section  3;  amendment  to  regulation  VIII,  sections  1  (a),  1  (b). 
1  (e).  and  section  3;  amendment  to  regulation  XI,  section  2,  section  3,  and 
section  5  (d)   (3). 

The  home-improvement  program  under  title  I  of  the  National  Housing  Act  was 
instituted  with  the  primary  objective  of  assisting  homeowners  in  maintaining 
better  housing  standards.  Full  attainment  of  this  objective  has  been  made  dilB- 
cult  because  of  the  activities  of  a  relatively  few  unscrupulous  dealers  and  sales- 
men who  have  taken  advantage  of  the  basic  good-faith  concept  on  which  the 
program  is  founded  to  virtiniia^  property  owners  through  unethical  business 
practices. 

The  Administration  has  vigorously  opposed  such  practices  and  has  adopted 
a  number  of  procedural  steps  designed  to  eliminate  the  unethical  operator  from 
the  home-improvement  field.  With  the  tremendous  increase  in  title  I  volume 
in  recent  years,  however,  reports  of  irregular  dealer  activities  have  continued  to 
come  to  our  attention. 

In  order  to  provide  the  homeowner  with  further  protection  against  sudi 
abuses.  Commissioner  Guy  T.  O.  HoUyday  has  amended  today  part  I  of  the 
title  I  regulations.  A  copy  of  the  new  amendments  is  attached  and  there  folloir? 
a  summary  of  the  chanjjres  with  pertinent  comment. 

Dealer  nppJication,  form  FH-l.^ — Rrpulatiou  VIII,  section  1   (a) 

Effective  December  1,  1953,  it  will  be  required  that  the  approval  of  the  dealer 
by  the  insured  be  evidenced  by  an  application  signed  and  dated  by  the  dealer 
on  a  form  approved  by  the  Comniissionor.  It  is  further  required  that  the  sl^ed 
and  dated  approval  by  the  insured  i»e  on  a  form  approved  by  the  Commissioner. 
These  required  forms  have  been  consolidated  into  the  attachcKl  form  FH-lS 
supplied  by  this  Administration.  Approval  to  reproduce  these  two  forms,  jointlT 
or  separately,  is  hereby  given  provided  there  is  no  omission  of  any  of  the  contents. 
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It  is  not  required  that  the  prescribed  application  be  obtained  from  dealers 
previously  approved  by  the  insured  and  to  whom  the  insured  has  disbursed  loans 
during  the  12-month  period  prior  to  December  1,  1953. 

The  items  of  information  on  the  dealer  application  form  are  considered  to  be 
minimum  and  it  is  urged  that  lenders  obtain  such  additional  data  as  may  be 
warranted  under  the  circumstances  of  the  individual  case.  It  frequently  may  be 
desirable  to  have  a  dealer  furnish  the  names  and  addresses  of  all  sales  personnel 
inresently  employed  in  order  that  the  antecedents  and  other  background  infor- 
mation on  these  individuals  may  be  obtained 

The  amendment  now  makes  it  mandatory  that  the  insured  maintain  a  record 
of  its  experience  with  the  loans  originated  henceforth  by  all  of  its  approved 
dealers.  Such  record  should  reflect  at  least  the  volume  of  loans  purchased, 
claims  filed,  and  borrower  complaints  received  or  irregularities  discovered. 

Liending  institutions  are  urged  to  review  the  subject  of  dealer  approval* dls- 
nuBsed  in  the  explanatory  text  in  the  printed  regulations  booklet  and  also  review 
ttur  letter  of  July  15, 1953  (TI-99),  on  the  same  subject. 

Failure  on  the  part  of  the  insured  institution  to  have  in  its  file  the  signed 
tnd  dated  application  of  the  dealer  together  with  supporting  information  and 
the  insured's  signed  and  dated  approval  shall  be  considered  a  violation  of  the 
regulations  and  loans  purchased  from  such  dealer  will  be  considered  as  failing 
.o  meet  the  requirements  of  the  insurance  contract. 

^arroicer-dealer  completion  certificate — Reffulation  VIII,  section  1   {h) 

This  amendment  stipulates  that  loans  originated  under  the  inducement  of  a 
x>]iU8  promise  or  a  cash  payment  will  not  be  accepted  for  insurance  if  the  in- 
mred  institution  has  knowledge  of  such  practices.  The  completion  certificate, 
rorm  FH-2  (copy  attached),  has  been  revised  so  that  both  the  borrower  and 
Che  dealer  must  certify  that  no  bonus  or  cash  payment  was  given  or  promised  in 
connection  with  the  transaction.  The  insured  may  rely  upon  the  statements 
of  the  borrower  and  the  dealer  in  their  completion  certificate  in  the  absence  of 
Information  to  the  contrary. 

The  completion  certificate  has  been  further  revised  so  that  the  borrower 
makes  an  aflBrmative  statement  that  he  understands  that  the  selection  of  the 
dealer  and  acceptance  of  the  materials  and  workmanship  are  his  responsibility 
'imther  than  that  of  the  lending  institution  or  the  Federal  Housing  Administra- 
tion.    In  the  dealer's  portion  of  the  certificate  there  has  been  added  a  statement 
..that  all  bills  for  labor  and  material  have  been  or  will  be  paid  and  further,  an 
agreement  by  the  dealer  to  repurchase  the  note  if  any  of  his  representations 
*  made  on  the  certificate  are  found  to  be  incorrect 

^  ^Existing  stocks  of  completion  certificates  may  be  used  until  exhausted  but  in 
no  event  after  January  1,  1954.  In  accepting  the  old  completion  certificate 
'forms  lending  institutions  should  be  alert  for  any  evidence  of  bonus  sales  prac- 
^tices  or  promises  of  cash  payment.  It  is  well  to  caution  all  dealers  against  the 
^aaeof  such  sales  methods  in  connection  with  title  I  transactions. 

The  new  form  of  completion  certificate  may  be  reproduced  provided  the  mini- 
'mnm  size  is  8  by  7  inches  and  there  is  no  deviation  as  to  content  or  format. 

Advance  notice  to  the  borrower — Regulation  VIII,  section  1  (c) 

This  subsection  is  new  and  requires  the  insured  institution  to  deliver  a 
notice  to  the  borrower  of  the 'approval  of  his  credit  application.  This  notice 
mast  be  delivered  to  the  borrower  at  least  C  calendar  days  prior  to  the  disburs- 
ing the  note  proceeds  to  the  dealer.  For  example,  if  the  advance  notice  is  mailed 
on  the  1st  day  of  the  month,  disbursement  shall  not  be  made  until  the  7th 
day  of  the  month  or  thereafter. 

It  is  not  required  that  the  borrower  acknowledge  receipt  of  the  notice.  How- 
ever, the  insured  must  have  a  record  of  having  mailed  or  delivered  such  notice. 
An  acceptable  record  of  delivery  would  be  a  dated  carbon  copy  of  the  notice 
or  a  dated  entry  in  the  borrower's  loan  file. 

The  purpose  of  the  advance  notice  is  to  bring  about  a  closer  relationship 
between  the  insured  institution  and  the  homeowner  and  to  make  certain  that 
the  homeowner  understands  the  basic  terms  of  the  transaction. 

This  form  will  not  be  supplied  by  the  Administration  as  it  is  believed  that 
Inatitutions  should  issue  the  notice  on  their  own  stationery.  As  the  Regulations 
require  such  notice  on  a  form  approved  by  the  Commissioner,  this  letter  shall  be 
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considered  as  official  approval  of  any  notice  that  contains  in  its  text  the  fol- 
lowing minimum  data : 

[Letterhead  of  InBtitution] 

Advance  Notice  to  Applicant  fob  FHA  Title  I  Loan 

Date 


( Borrower's  name ) 


(Address) 
We  have  approved  your  FHA  application  for  credit  in  the  net  amount  of 

$ ,  for months  under  title  I  of  the  National  Housing 

Act  as  presented  to  us  by 

(Dealer) 
Please  notify  us  immediately  if  you  have  any  questions  regarding  the  tnuii- 
action. 


(Name  of  inititntion) 
Lenders  are  encouraged  to  add  this  notice  any  additional  material  that  mK$ 
be  helpful  to  the  homeowner  in  fully  understanding  the  transaction.  Notieei 
already  in  use  by  some  lenders  indicate  the  gross  amount  of  the  loan,  tbe 
amount  of  the  monthly  payment  and  the  finance  charge.  Frequently,  a  wandng 
is  expressed  against  bonus  selling  and  the  borrower  is  cautioned  that  the  com- 
pletion certificate  should  not  be  signed  until  he  is  satisfied  as  to  the  compIeticB 
of  the  Job. 

Direct  loans — Regulation  VIII,  section  S 

This  section  stipulates  that  the  provisions  of  section  1  and  section  2  sbiO 
not  apply  to  those  loans  where  the  proceeds  are  delivered  directly  to  tbi 
borrower.  However,  if  the  dealer  participates  in  the  disbursement  in  any  manBOr, 
such  as  having  the  proceeds  check  (although  made  payable  to  the  borrower) 
delivered  to  the  dealer  by  the  insured  institution,  or  if  the  dealer  accompaolei 
the  borrower  to  the  institution  on  the  occasion  of  disbursement  for  the  obvlona 
purpose  of  receiving  the  proceeds,  then  the  provisions  of  section  1  and  section  t 
must  be  followed.  Insured  institutions  should  be  on  the  alert  to  see  that  Um 
protective  measures  prescribed  for  use  in  connection  with  dealer  originated 
loans  are  not  avoided  by  any  subterfuge. 

Claim  after  default — Regulation  XI,  section  2 

There  has  been  some  question  as  to  how  soon  a  claim  for  reimbursement  for 
loss  may  be  submitted  to  the  Administration  in  view  of  the  parenthetical  clause 
in  regulation  XI,  section  2  indicating  that  default  was  the  earliest  installment 
for  which  full  payment  has  not  been  received.  The  amended  regulation  remoTca 
this  restriction  so  that  claim  may  be  made  any  time  after  default  in  any  pro- 
vision of  the  note  provided  demand  has  been  made  on  the  debtor  for  the  foil 
unpaid  balance. 

Maximum  claim  period — Regulation  XL  section  S 

The  word  "section"  is  substituted  for  the  word  ^'regulation"  to  avoid  anj 
misunderstanding  as  to  the  maximum  claim  period  prescribed  by  this  section. 

Claim  amount,  attorney  fees — Regulation  XI,  section  5  (d)   (5) 

This  amendment  now  provides  additional  reimbursement  to  the  insured  for 
obtaining  Judgment  in  instances  where  the  action  is  contested.  The  insured  maj 
claim  $50  plus  5  percent  of  the  balance  due  on  the  note  if  Judgment  Is  recovered 
in  a  contested  action.  This  is  in  addition  to  the  $25  (or  15  percent  of  the  balance 
due)  permitted  by  section  5(d)   (2). 

Eligible  notes,  payments — Regulation  III,  section  3 

The  amendment  to  regulation  III,  section  3.  now  permits  an  adjustment  of 
either  the  first  installment  or  the  final  installment  provided  such  payment  is  not 
less  than  one-half  or  mor«  than  one  and  one-half  times  the  amount  of  regular 
installments. 

A  sypply*  of  the  new  forms  (dealer  application,  form  FH-13  and  completion 
certificate,  form  FH-2)  are  now  being  shipped  to  the  FHA  field  offices  and 
lending  institutions  may  obtain  a  working  quantity  within  the  next  few  day* 
Lenders  are  requested  to  cooperate  by  deferring  their  requisitions  for  a  butt 
shipment  until  after  the  initial  distribution  has  been  effected. 
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lentatioiis  and  sales  Irregularities  have  no  part  in  the  title  I  program, 
that  the  steps  now  being  taken,  coupled  with  the  united  effort  of 
:  Institutions  and  responsible  dealers  throu^out  the  country  will 
ound  operation  for  the  benefit  of  the  entire  community, 
truly  yours, 

Abthur  J.  Fbentz, 
Assistant  Commissioner, 

r  TO  Past  I  of  the  Regulations  of  the  Federal  Housing  Commib- 

OVEBNINO    PBOPERTY    ImPR0\^MENT    LOANS    EFFECTIVE    JULY    1,    1947 

r  the  Regulations  of  the  Federal  Housing  Commissioner  Governing 
mprovement  Loans,  effective  July  1,  1947/  as  amended,  is  further 
hereinafter  provided, 
id  sentence  of  regulation  III,  section  3,  is  hereby  amended  to  read  as 

t  installment  or  the  final  installment  may  be  more  or  less  than  the 
Iments  provided  that  it  is  not  less  than  one-helf  or  more  than  one  and 
les  the  amount  of  a  regular  installment." 
>n  vni  is  hereby  amended,  effective  December  1,  1953,  to  read  as 

rsement. — Before  disbursing  the  proceeds  of  a  loan,  the  insured  shall : 
iler  approval. — Have  approved  the  dealer  after  such  investigation  as 

considers  necessary  to  establish  to  its  satisfaction  that  the  dealer  is 
ancially  responsible,  and  qualified  to  perform  satisfactorily  the  work 
ed  and  to  extend  proper  service  to  the  customer.  This  approval  shall 
d  by  an  application  signed  and  dated  by  the  dealer  and  signed  and 
e  insured  on  forms  approved  by  the  Commissioner.  The  dealer  appli- 
approval  by  the  insured,  together  with  supporting  information  and  a 
le  insured's  experience  with  the  loans  originated  by  such  dealer  shall 
isured's  file.  New  dealer  applications  and  dealer  approvals  need  not 
I  in  connection  with  dealers  who  have  been  approved  and  to  whom  the 
3  disbursed  loans  during  the  12-month  period  prior  to  December  1, 

the  purpose  of  this  regulation  the  term  'dealer*  means  the  one  who 
e  dealer's  completion  certificate. 

Completion  certificates. — Obtain  a  completion  certificate  signed  by  the 

and  a  completion  certificate  signed  by  the  dealer  on  forms  approved  by 
nmissioner.  An  insured  shall  not  disburse  the  proceeds  of  a  loan,  if,  as 
cement  for  the  consummation  of  the  transaction,  the  borrower  has  been 
1  or  promised  a  cash  payment  or  rebate  or  it  has  been  represented  to  the 
er  that  he  will  receive  a  cash  bonus  or  commissions  on  future  sales.  In 
«  of  information  to  the  contrary,  the  insured  may  rely  upon  the  dealer's 
ent  in  his  completion  certificate  as  to  such  bonus  selling.  If  there  are  2 
eligible  borrowers  involved  in  a  transaction,  only  1  signature  is  required 
jwer's  certificate. 

horization  to  pay  loan  proceeds. — No  change. 
criptions  of  improvements. — No  change. 

mnce  notice  to  applicant. — Mail  to  the  borrower  or  personally  deliver 
•ower  written  notice  of  approval  of  the  application  for  credit  on  a 
>ved  by  the  Commissioner.  Such  notice  shall  be  directed  to  the  bor- 
r  to  disbursement  of  the  loan  and  in  no  event  less  than  6  calendar  days 
;h  disbursement.  A  record  of  such  notice  showing  the  date  of  mailing 
to  the  borrower  shall  be  in  the  loan  file. 
utionary  measures. — No  change. 

Hions. — The  provisions  of  sections  1  and  2  of  this  regulation  shall  not 
ans  made  directly  to  the  borrower  or  borrowers  where  the  proceeds 
ed  directly  to  such  borrower  or  borrowers  without  the  intervention  or 
>n  of  the  dealer  or  other  intermediary  in  any  manner  In  such 
nt" 

on  XI,  section  2,  is  amended  to  read  as  follows : 

»  after  default. — Claim  may  be  made  after  default  provided  demand 
lade  upon  the  debtor  for  the  full  unpaid  balance  of  the  note." 
on  XI,  section  8,  is  amended  to  read  as  follows : 

nwm  claim  period. — For  the  purpose  of  determining  when  a  claim  must 
ier  the  provisions  of  this  section,  any  payments  received  on  an  account, 
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including  payments  on  a  Judgment  predicated  thereon,  shall  be  applied  to  the 
earliest  unpaid  installment,  and  in  the  case  of : 

"(a)  Yearly  installment  notes. — No  change. 

"(b)  All  other  installment  notes. — No  change. 

"(c)  Military  service  cases. — No  change. 

Regulation  XI,  subsection  5   (d),  is  hereby  amended  effective  as  to  daims 
certified  for  payment  on  or  after  December  1,  1953,  to  read  as  follows: 

*'  (d)  Attorney's  fees  actually  paid  not  exceeding : 

"(1)  No  change. 

"(2)  No  change.  - 

"  (3)  Fifty  dollars  plus  5  percent  of  the  balance  due  on  the  note  as  an  additional 
fee  where  the  action  is  contested  and  Judgment  is  obtained." 

Issued  at  Washington,  D.  C,  October  28, 1953 

Guy  T.  O.  Hollyday, 
Federal  Housing  Commissioner. 
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(EXHIBIT  D) 
FHA  TITLE  I  DEALER  APPLICATION       I*''  •»:'—-  .     ..  .., 


(I— fd  iMtlUitlon)  (D«t«) 

»  rDllovliig  iBfvraAtloii  Is  fteralalMd  fbr  ttaa  purpoM  of  1iiAm1i«  you  to  t^proyf  ay   (oar)  i^llea- 
b  doftlor,  pttTMMit  to  tlM  proviolona  of  llo«aotioB  ¥111,   toctlon  1(a)    lamod  bjr  tho  PMoral  Houolnc 
NMr  undor  tho  autterltj  oontainod  In  Tltlo  I  of  tho  lotionol  llouoii«  Aet. 


Citroot)  (City)         (Zono)        (ttoto) 


par  post yooro 


drooo ibr yooro 

(■tro«t)  (City)  (ttoto) 


.  Doto  lotobliahod  . 


(Oonoral  eontraetlng,  liaibor  yard,  hoatlng,   ote.) 
OSolo  Omor  QPartnorahip  □Corporation 

(■■■a)                          '                              (Titlo)  (Hom  Addroaa) 

(■■■a)                                                       (Titlo)  (Hom  Addroaa) 

(■■M)                                                         (Titlo)  C 

(Rana  a«vpllora  of  najor  producta  finaneod  undor  Titlo  X  PHA) 


PU 


(Addrooa)  (yoar)  (yoar) 


Pron to 


(■aio)  (Addrooa)  (yoar)  (yoar) 

to  bo  rinanood  raproaanta  ttaa  aalo  of  a  spoeialty  product,   Indleato  trada  naa»  and  naauraeturor 


(Attash  doooriptlvo  litoratiiro  wid  prldo 'liat) 
No*   of  Branchoa  . 


any  (uaranty  glvan  buyora. 


1  atatonant  as  of la  attaeliod. 

(Data) 

«o)  ondoratand  that  X  (va)  aro  nilly  raaponalbla  fbr  tha  Titlo  I  activity  of  all  aaloa  poraonnal, 
leal  and  propor  aalling  praetieoa  vlll  ba  follovod,  and  that  innodlato  attantion  vill  bo  glvan  to 
lalnta  imrolvinc  natorlals,   aorlsunship  or  aalaa  roproaantatlona. 

:«o)   eartlfy  that  tha  atatananto  ara  truo.    X   («o)  undoratand  thia  application  ahall  raaain  tha  prop- 
tho  financial  Institution  to  ahich  it  la  sUbnlttad  and,   if  roquoatad,   a  copy  nay  bo  fbmiahad  to 
rral  ■ousing  Ateinlatration. 

Pim 


(Titlo) 


i  Iny  person  sho  knowingly  nakoa  a  falao  atatanant  or  a  niaraproaantatlon  In  thla  cortlfleato  ahall 
ba  asbjact  to  a  flna  of  not  noro  than  $8,000  or  to.  ia|>riaonnont  for  not  nora  than  2  yoara,    cr  both, 
'  provisions  of  tho  Bbitod  SUtos  Crlnlnal  Coda. 
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K  •F  BlilLII  III  SUmTINfl  ABHTIONilL  INPMMATIM 


THIS   SPACE   FOR  USB  OP   INSUIIB*   INSTITUTION 

O   D««l«r  given  copy  of  Dwaler  Oul<to 

O   r\rm  and  all  principals  ch*clmd  against  prscautlonary  lasaaurss  list 

O   Rsfsrsness  checked 

□   Credit  report  dated .. attached 

O   Previous  lenders  checked 

D   Place  of  business  inspected  by       Date  


Remarks  . 


The  dealer  whose  application  appears  on  the  reverse  hereof  has  be«n  approved  mftmr  sueh  iavsstlir 
tion  as  we  consider  necessary  to  establish  that   the  dealer  is  reliable,    finanelAlly  r««poffWible  Ml 
qualified  to  perform  satisfactorily  the  work  to  be  financed  and  to  extend  proper  service  to  the 


Dealer  Approved  . 
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PHA  TITLE  I  COMPLETION  CERTIFICATE     SSJi'i:^^ 

(WOBS  DONB  OB  MATXBIALS  DBUVBBSD) 
..Of.. 


tuUtotiMi)  iAMttm) 

bMeordaaee  with  ray  (oor)  Credit  Application  dated ,  for  a  loan  pnranant  to  tha 

inMuiii  of  Title  I  of  tha  National  Hoaaing  Act: 

|n  mU  V  LOAN  IS  to  pay  IOI  cost  op  MATIUALS  AND  INSTALUTION. 

I  (Wa)  har^  eertify  that  all  artielca  and  materiala  have  been  furnished  and  installed  and  the  work  satisfactorily  eomplatad 
^mwnmiam  indkatcd  in  ray  (onr)  Credit  Application. 

Hi  warn  »  LOAN  covus  only  tni  purchasi  op  matirials. 

J  (We)  kereby  adoBonHadc*  receipt  in  satisfactory  condition  of  the  naterials  described  in  ray  (our)  Credit  Application. 
M  (Wa)  eertify  that  I  (we)  have  not  been  given  or  promised  a  cash  payment  or  rebate  nor  has  it  been  represented  to  me  (as) 
L_I  (wa)  will  receive  a  caah  bonoa  or  commission  on  futare  sales  as  an  inducement  for  the  consommation  of  this  trana- 
■k  I  (we)  understand  that  the  selection  of  the  dealer  and  the  acceptance  of  the  materials  used  and  the  work  performed  is 
4fMar)  reapoasibiiity  and  that  neither  the  FHA  nor  the  financial  institution  guaranteea  the  material  or  workmanship  or 
■Mi  tta  work  pcrfomad. 

DO  KOT  SIGN  11111  carfifiorfa  until  you  ora 

mmCM       iotitfiad  ttwrf  ffca  daolar  has  carried  out  hit 

.iw  oblisorions  to  you  and  tnot  ttia  woHt  of  ttia     Simatura 


motarioli  hov  bean  lotisfactorily  eomplatad     „  (««ad  wom  aMaamj) 

; ; f- C Borrower 

or  oalivarad.  Signature 


(BBAO  BBTOBB  nCNING) 


pte  tiia  purpose  of  indudng  tha  payment  of  proceeds  of  this  loan  and  the  insuranee  thereof  by  tha  FHA  tha  undarslgnad 

MB  and  warrants  that: 

(1)  Tha  above  work  or  materials  constitute  the  entire  conskieration  for  which  this  loan  is  made.    (2)  A  copy  of  tha  contract 

IHi  wigttment  has  been  delivered  to  the  borrower  and  the  above  financial  institution.    (8)  This  contract  contains  the  whole 

mmma/t  with  the  borrower.    (4^  The  borrower  has  not  been  given  or  promised  a  cash  payment  or  rebate  nor  has  it  been  repre- 

■■  to  the  borrower  that  he  wiH  receive  a  cash  bonus  or  commission  on  future  sales  as  an  inducement  for  the  consummation  of 

faaivaBction.    (6)  The  work  has  been  satisfactorily  completed  or  materials  delivered.    (6)  The  above  certificate  was  sicned  by 

sNWWwer  after  such  completion  or  delivery.   (7)  The  signatures  hereon  and  on  the  note  are  genuine.    (8)  All  bills  for  labor  or 

■ftfa  have  been  or  will  be  paid. 

Iff  any  of  the  above  reoreaentations  prove  incorrect,  tha  nnderdgnad  agrees  to  promptly  repurchase  tha  note  from  tha  financial 

' — ^"1  or  from  tha  FuA  as  tha  case  may  be. 


D I A  L I R  (Hinirw^sitor' 

SIGN  HIM     _ 

By .-: . — 


IXNING :  Any  person  who  kaowtngly  makes  a  false  sUtcmeat  or  a  misrepresentation  In  this  certificate  ahall  be  subject  to  a  fine 
ait  mare  than  $5,000  or  to  imprisoMacat  for  not  more  than  2  years,  or  bath,  under  provlsiaas  of  tha  United  SUtea  Criadaal  Cade. 


Exhibit  F 

[Letterhead  of  institution] 

Advance  Noti<3e  to  Applicant  for  FHA  Title  I  Loan 

Date 


(Borrower's  name) 
(Address) 

We  have  approved  your  FHA  application  for  credit  in  the  net  amount  of 

\ ,  for months  under  title  I  of  the  National  Housing 

ict  as  presented  to  us  by 

(Dealer) 

Please  notify  us  immediately  if  you  have  any  questions  regarding  the  trans- 
ction. 


(Name  of  institution) 


Exhibit  G 


December  22,  1953. 
(TIF-108) 
o  :  Directors  of  all  field  offices. 

abject:   The   director's  responsibility   In   the   title   I   property    improvement 
program. 

J  recently  signed  certain  amendments  to  the  title  I  regulations,  which  I  hope 
ill  be  effective  in  eliminating  abuses  that  have  subjected  the  program  to  criti- 
am  in  the  past.    To  assure  full  attainment  of  our  objectivet  it  is  necessary 
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that  each  director  maintain  close  watch  over  title  I  operatioiifl  In  hit  ant  ni 
that  prompt  corrective  action  be  talsen  when  any  type  of  irregrnlaritles  ooetr. 
Very  truly  yours. 

Out  T.  O.  Holltdat,  Comm(tff<OMr. 


BXHIBIT    H 

Dbcbmbbl  28,  VXSi 
(TI-IW 

To:  All  qualified  title  I  lending  institutions. 

Subject:    (1)    Supplement   to   master  list  of   dealers,    (2)    reporting 
irregularity. 

Attached  is  a  supplemental  list  of  trade  styles,  dealers,  and  salesmen 
title  I  activities  were  made  subject  to  the  provisions  of  r^K^ulation  YIII,  i 
2,  during  the  period  from  February  1,  1963,  through  November  30,  1968.  Ill 
list  should  be  incorporated  with  the  master  list  dated  January  81,  1968L  !■ 
warded  you  with  our  letter  TI-96,  dated  March  2, 1963. 

In  furthering  our  mutual  effort  to  control  those  firms  or  indlTidoals  Ik  fl 
title  I  program  who  are  unreliable  or  who  have  conducted  their  operatkns;! 
an  irregular  manner,  we  request  the  cooperation  of  all  participating  hMM 
tions.  Your  attention  is  called  to  the  requirement  of  regulation  VI,  aeettai 
of  the  governing  title  I  regulations  wherein  it  is  stated : 

'*If ,  after  the  loan  is  made,  an  insured  who  acted  in  good  faith  discovefs  n 
material  misstatements  or  misuse  of  the  proceeds  of  the  loan  by  the  borrows 
dealer,  or  others,  the  eligibility  of  the  note  for  Insurance  will  not  be  affectn 
However,  the  insured  shall  promptly  report  such  discovery  to  the  Commlssloiiar. 

There  have  been  a  f^w  cases  coming  to  our  attention  where  there  have  bet 
material  misstatements,  misuse  of  the  proceeds  of  the  loan,  or  other  iirqil 
larities  in  connection  with  the  transaction  and  the  insured  failed  to  repot 
such  facts  to  the  administration. 

Transactions  of  this  type,  particularly  if  attributable  to  the  dealer  or  nlei 
man,  shall  be  immediately  reported  in  writing  to  your  local  FHA  Director. 

In  submitting  such  cases  the  institution's  report  should  include : 

(a)  Name  and  address  of  the  borrower,  date  of  the  note  and  face  arooant 

(6)  Name  and  address  of  the  dealer  and  salesman  involved. 

(c)  Date  of  the  "loan  report"  submitted  to  FHA. 

id)  Full  details  as  to  the  irregularity,  citing  specific  dates,  places,  and  names 
supported  by  a  report  of  your  investigation. 
Very  truly  yours, 

Arthur  J.  Frentz, 
Assistant  Commisswnfr. 


ExHisrr  I 

Federal  Housing  Administration, 
Washington,  D.  C,  January  IS,  19S^. 

(TIF-104) 
To :  Dlre<»tors  of  all  field  offices. 
Subject :  Better  business  bureaus. 

As  a  further  step  In  cimtroUing  the  activity  of  unethical  dealers  and  saleaneB 
who  may  endeavor  to  operate  in  the  title  I  program,  we  ask  that  each  direct« 
(>.«tabll.««h  a  working  relationship  with  the  local  better  business  bureaus  and  similti 
organizatitHis  o])erating  in  his  Jurisdiction.  A  list  of  the  cities  in  which  bettei 
business  bureaus  are  locateil  is  attached. 

In  keei-in?  with  the  directive  of  the  Commissioner  In  his  letter  of  December  22 
195.3  (TIF-KW),  we  l»elieve  that  fk>se  cooi)eration  with  your  local  better  boslntf 
bureaus  will  serve  as  one  means  of  maintaining  a  close  watcli  over  title  I  opffi 
tions  in  your  area.  EKperlentv  has  shown  that  homeowner  complaints  recdw 
by  the  local  better  business  bureau  may  indicate  a  dealer  operating  warrantim 
pnmipt  action  on  the  part  of  the  local  lending  institution  and  by  your  office. 

It  is  fyi**^'       ^rlj  important  that  the  UK*al  bureau  fully  understand  the  Insof 

nn  koeration  of  this  Administration,  as  well  as  the  lending  reap)* 

institution.     Review  the  pertinent  regulations.  expUioiW 

1       the  measures  the  financial  institution  no* 

in  giving  the  homeowner  an  advance  w^ 
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nld  yoa  have  any  questions  concerning  this  matter  or  should  any  unusual 
^ments  occur  in  your  relationship  with  the  local  bureau,  refer  the  matter 
Assistant  Commissioner  for  title  I  with  a  copy  to  your  regional  director. 
Very  truly  yours, 

Walter  L.  Greene, 
Deputy  Commissioner. 

Roster,  Association  of  Better  Business  Bureaus,  Inc. 


,  Ohio 

aerque,  N.  Mex. 
Ho,  Tex. 
:a,  Qa. 
I,  Tex. 
sfleld,  Calif, 
lore,  Md. 
Bouge,  La. 
amton,  N.  T. 
1,  Mass. 
;port.  Conn. 
Q.  N.  Y. 
jston,  W.  Va. 
>tte,  N.  O. 
fO,  111. 
nati,  Ohio 


Cleveland,  Ohio 
Columbus,  Ohio 
Corpus  Christi,  Tex. 
Dallas,  Tex. 
Dayton,  Ohio 
Denver,  Colo. 
Des  Moines,  Iowa 
Detroit,  Mich. 
Elkhart,  Ind. 
Fort  Wayne,  Ind. 
Fort  Worth,  Tex. 
Fresno,  Calif. 
Grand  Rapids,  Mich. 
Hamilton,  Ohio 
Hartford,  Conn. 
Honolulu,  T.  H. 


Houston,  Tex. 
Huntington,  W.  Va. 
Indianapolis,  Ind. 
Kansas  City,  Mo. 
Lima,  Ohio. 
Lincoln,  Nebr. 
Long  Beach,  Calif. 
Los  Angeles,  Calif. 
Louisville,  Ky. 
Marion,  Ohio 
Memphis,  Tenn. 
Miami  Beach,  Fla. 
Milwaukee,  Wis. 
Minneapolis,  Minn. 
New  Orleans,  La. 
New  York,  N.  Y. 


he  following  list  of  dealers  subject  to  the  provisions  of  regulation 
,  section  2,  title  I,  were  ordered  inserted  in  the  record ;  see  p.  1396 : ) 


44750  O     84     pt.  3- 
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LIST   OF   DEALERS 

SUBJECT   TO   THE   PROVISIONS   Of 

REGULATION   VIII,   SECTION   2 

(REVISED  JAMUARY  31.    1953) 


1953 
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DAIB 


ROCriON  00. 

BvusTille.   iDd. 

R-2B-51 

EcmiC  HOU^,    INC. 

Lynbrook.  N.  Y. 

3-31-49 

lUTlNG  C30IIPANY 

8t.  LouU.   Mo. 

3-26-48 

ffTTWCTORS  k  BUIUERS  OOBP. 

BrooUjn.  N.  Y. 

5-12-47 

0orif*G  COWANY 

ProYideoce.  R.   I. 

6-1-50 

HOI£  IHPROVQIEm'  CORP. 

Buffalo.  N.  T. 

6-17-46 

BRUCE  H. 

Dm  Moines,  lovm 

12-13-36 

.  H.   DUDLBT 

CttlTer  Citj,  calif. 

1-15-47 

ON.   DAVID  ROBERT 

St.  Pavl  ft  Miimei4K>lis,  Minn. 

11-17-41 

ON.   LOUIS 

St.  Paul  ft  Minneapolis.  Minn. 

11-17-41 

H.  onuy 

CulTer  Citj,  calif. 

1-15-47 

smjOs  H. 

Pittskxirgb,  Pa. 

11-5-46 

BWIS.    DC. 

IngleiQod.  Calif. 

3-25-46 

mwaaj. 

Ingleiood.  Calif. 

3-25-46 

mo  SBiVICE 

Muncie.  Ind. 

3-26-52 

RHBAD  DOOR  00. .    HC. 

Ghicaco,   111. 

1-6-46 

BOROE  M. 

AtlanU.  Ga. 

1-17-41 

OANIBL 

Philadelphia.  Pa. 

3-26-46 

ON  OOTTAGE  OONBTHDCTION 

Dsjton.  Ohio 

4-21-50 

OONBIROOnON  00. 

Newark.  N.  J. 

4-21-50 

ROOPUIG  00. 

IndlanvoHs,   Ind. 

6-27-51 

tniiUM 

arookljm,   N,   Y. 

5-12-47 

1.   B. 

J^icholtsTtlle,  Ky. 

6-15-80 

AVID  BH« 

Nicbolasrllle.  Ky. 

6-15-50 

OONBTRUCnON  00. 

Brookljm,  N.  Y. 

6-6-50 

R. 

Jaclmon.    Tcnn. 

12-30-47 

HOOPING  00. 

Biralnghaa.  Ala. 

12-9-52 

ROOPING  ft  INBULAnON  00. 

Birainghas.  Ala. 

12-9-52 

ROOFING  ft  SIDING  00. 

Birainthaa.  Ala. 

12-9-52 

D.  A. 

Reading.  Pa. 

11-26-51 

JACK 

Portland,  Ore. 

7-3-40 

:  (AIAISANI),    IHBODORB 

Flushing.  N.  Y. 

7-20-51 

'.    BESNARD  D. 

Des  Moines.  loea 

2-26-46 

\  PAUL  M. 

Des  Moines.   la. 

4-17-52 

NBlRUCnON  00. 

BelleTille.  N.  J. 

11-17-46 

lA  OONBTHUCnCN  00. 

Aleiandrla.  va. 

9-27-46 

ALLBt)  NORMAN  JOH) 

Los  Angeles.  Calif. 

6-12-51 

IMCTING  00. 

Clayton.  Mo. 

9-19-52 

ROOFING  00.    (TIC) 

Angelica.  N.  Y. 

12-17-51 

'" 

Los  Angeles.  Calif. 

11-13-51 

PROVQIEMT  00. 

Oil  City.  Pa. 

12-22-48 

AliJM)  JOMI 

Sen  Antonio,  V»i. 

7-13-51 

0»H 

Buffalo,    N.   T. 

7-15-47 

DRRIS  G. 

CMden.  N.  J. 

2-3-47 

f.   P. 

Indianapolis,   Ind. 

4-1-46 

r.   P.   HEATING  SERVICE 

Indianapolis.   Ind. 

4-1-46 

A.   JOB 

ll««pJiis,   Tvon. 

6-26-48 

KM!  F. 

Los  Angeles.  Calif. 

3-2-46 

RJILDING  00. 

Union  City.  N.  J. 

1-26-51 

WLim  &  HEATING  OORP. 

Chicago,   111. 

6-20-52 

lISmtBUIDES 

New  Orleans.  La. 

l-26'>53 

nam  RaiQiiLiNG  oo. 

Lawrence.  Msss.  Rutland  ft  Burlington. 

Vt.  6-30-52 

ML£S  CXWAKir 

Portland.  Ore. 

11-30-51 

HARRIETT  (IBS.   LBRIS) 

Portland  ft  Bugeoe.  Ore. 

6-30-52 

UBffIS 

Portland  ft  Eugene.  Ore. 

6-30-52 

JOMI 

Detroit.  Mich. 

12-3-48 

B  HBAHNG  00. 

Kansas  City.  Mo. 

3-7-51 

:  INaULAHNG  00. 

Houston.  Tsi. 

2-3-46 

'  TI1B  ALmiNUM  AiNINQB 

Buffalo.  N.  Y.  ft  Pittsburgh.  Pa. 

2-10-80 

e  O0lf>ANY 

Hialeah.  Fla. 

6-20-52 

U.  ALF0N9O 

BrooUyn.  N.  Y. 

3-30-42 
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iiilOMA.  EHML 

ALTBMAN.   SittL 

ALD-GRAPmS  00. 

ilLmiMII  BDILDINO  MAIBUilLS  00. 

ilLmiMII  OQNSmJCTZOM  CD 

iUMamm  hohe  iwrnwrn^a  oo. .  mc. 

iHmCAN  BUILDI  >6  00. 

ICAN  CXJNSnUJCTIOK  CO. 

HOME  E»G  I  NEEDING  00. 

ICAN  HOI£  Itf'ftOVDaifr  00. 
iUHUCAN  IMDIBTRIB3 

iMDUCAN  PROPANE  OODP. 
AIBUCAN  RADIiUfT  ISATING  00. 
AHDUGAN  SMt  CORPORATION 
AIBUCAN  BtORSi  HEATING  00. 
AMBUCAN  STORH  WINDOW  00,      INC. 
AMBIICAN  TIt£  CORPORATION 
AMERICAN  WATBl  80PIB1ER  00. .    INC. 

AM06.   L. 
jmaOBL,  SAMOH. 
ANCHHl.   aniARD  B. 

LIEP  B. 
I  &  LINDBflMLD.    INC. 

ANDY 
AMnSON.  BILL 
iMSRSON.   CHARI£B 


AWBiSON.   J. 
AWBiSON,   NEiSii  WELDON 
ANDHISON,    ROY  J. 
ANDHtSON.    ROT  J.   LANDSCAPE 

DESIGNER 
ATOGRSON,    ROY  J.   LANDSCAPING 
ANDERSON,    WIU.IAM  C.    (JR. ) 
ANDRBOLE.    HAROLD 
ANDRBOLE.    MARINO 
ANDRBB.   JOIW 
ANDREWS.   0.    T.    (SR. ) 
AKNUNZIATO.    FRANK 
APPROVED  CONSTRUCTION  00. 
APPROVED  OOHBIWUCTORS.    INC. 
AQUA  SOFT  OOIPANY 
ARAOONA,    DQMONIOX 
AROe»  aweTHOCTION  00. .    INC. 
ARMN5AS  SPETIALTY  00. 
ARMSTRONG.   DOUGLAS 
ARMSTRONG.   HASKOi.  W. 
ARMSTRONG  PLUMBING  &  HEATING  CO. 
ARNREITER,   T.    V. 
ARPIN.   F.    D. 

ASKsroa  prohjcts  oo. 

ASOi.  CHARLES  H. 

ASH.  CLAUDE 

ASH.  H) 

ASHBAUdl.  P.  E. 

ASSOCIAIED  BUILDING  CRAFTS 

ASBOCIATH)  INSULATION  00. 

AS80CIATH)  MAINTENANCE  &  BUILDHIB 

ASBOCIATH)  ROOFING  &  SIDING  00. 

ASTUEY.  M. 

ATGHLEY.  LEE 

ATHDIS  LUMBER  00. .  INC. 

ATKINSON.  JOMI  B. 

ATLANTIC  HEATING  00. 

2 


Sacraaento.  Calif. 

Sacraaento.  Calif. 

Ghicaco,   111. 

ButUr.  Pa. 

Buffalo.  N.  Y. 

Daa  Moinea,  lova 

Port  Artbnr  ft  oorpua  ChriaU.  Tbz. 

BelleTille.  N.  J. 

Jaaiica.  N.  Y. 

OMaha.  Neb. 

Loa  Angel ea.   South  Gate.  Ea<Ie  Rock  ft 

BeTerlj  Hilla.  Calif 
Nonrichft  ffaterford,  Oonn. 
Brookljn.  N.  Y. 

Santa  Ana  ft  CulTer  City,  calif. 
Bellport.  L.I.,  N.  Y. 

COluabua,    Ohio 

Los  Afieeles,  South  Gate.  Eagle  Rock  ft 

BeTerlj  Hilla.  Calif. 


IM. 
IJT 


Detroit.  Mich. 

/f 

Rockavaj.  N.  J. 

e-H 

Corona.  L.  I.,  N.  Y. 

io-i*N 

Umbrook.  L.  I..  N.  Y. 

9-lH 

Lynbrook.  L.  I..  N.  Y. 

J-JI- 

BllQii,  Miss. 

\'W 

St.  Louia.  Mo. 

vxt 

St.  Louia.  Mo. 

3-t^ 

Butler.  Pa. 

7-tf 

Boiae.  Idaho 

\HrtA 

Bilozi,  Misa. 

1-lM 

Portland.  Ore. 

5-l>" 

Portland,  Ore. 

5-l»- 

Portland,  Ore. 

S-l> 

Marshall.  111. 

10-19- 

New  London.  Conn. 

9-21- 

New  London.  Conn. 

9-2^ 

Newark.  N.  J. 

4-21- 

Oakland.  Calif. 

11-21- 

forces ter  Mass. 

3-31- 

North  Hollywood.  Calif. 

3-11- 

North  Hollywood.  Calif. 

3-11- 

Burhank.  Calif. 

9^ 

Brooklyn.  N.  Y. .  N.  Y. 

2-11- 

Flushing.  N.  Y. 

7-29- 

Jonesboro.  Ark. 

4-11- 

Los  Angeles.  Calif. 

e-tt- 

Hopkinsville.  Ky. 

T-lt- 

HopkinsviUe.  Ky. 

7-19- 

Portland.  Ore. 

ll-I^ 

WeBt  OraUKe  N.  J. 

5-19- 

St.  I^iUa,  Mo. 

9-21* 

Heaphls,  Tenn.   Dallas.  Tex. 

9-29' 

Indianapolis.  Ind. 

5•l^ 

Kent.  wash. 

5-19- 

San  Antonio.  Tex. 

9-29- 

Dayton.  Ohio 

9-2I- 

Richmond  Heights.  Mo. 

6-39- 

iDdianatxilU.  Ind. 

5-I2- 

Chicago.  111. 

2-M^ 

Lawrence,  Mass. 

9-29^ 

Meaphis.  Tenn. 

9-2M 

Morgantown.  W.  Va. 

9-39H 

Dayton.  Ohio 

9-»H 

Mt.  Cleans.  Mich. 

4-3H 
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ttlCTION  00. 

San  Diego.  Calif. 

6-23-48 

APPLIANCE  00. 

Garden  City.  L.  I..  N.  Y. 

9-3-48 

IMPROVEMOrr  00. 

Detroit.  Mich. 

12-14-49 

as 

San  Antonio.  Tex. 

12-9-49 

Newark  ft  Woodbridge.  N.  J. 

9-7-39 

B,  J. 

Roebling.  N.  J. 

7-6-48 

ran  B. 

Noblesville.  Ind.  MllwauKee.  Wise. 

B 
Ile^>hi8.  Tenn. 

10-9-39 

ANCE  00. 

1-16-51 

«. 

Los  Angeles.  Calif. 

12-14-42 

Bogalusa.  La. 

11-25-39 

Minneapolis.  Minn. 

5-7-52 

tt)  p. 

Bogalusa.  La. 

11-25-39 

.  L. 

Miami.  Fla. 

9-25-44 

1 

Laguna  Beach.  Calif. 

3-6-41 

aN  D. 

Syracuse.  N.  Y. 

8-27-41 

1 

Teaneck  &  W.  Englewood.  N.  J. 

11-28-51 

S  R. 

New  Haven.  Conn. 

1-10-51 

Roosevelt.  Utah 

4-12-49 

Salt  Lake  City,  Utah 

1.  J. 

Baltimore.  Md. 

4-28-52 

I  A. 

Los  Arigel*?:s  Cal  f. 

6-12-51 

WIU.IAM 

West  New  York.  N.  J. 

6-30-50 

A. 

Redding,  Calif. 

11-13-40 

PH 

Wilmington.  Calif. 

10-13-47 

lRLES 

Elmhurst.  L.  I..  N.  Y. 

8-1-52 

WE 

Scranton.  Pa.   Rlverton.  N.  J. 

12-13-48 

rwjcriON  00. 

Detroit.  Mich. 

1-27-50 

.BO 

Arlington.  Va. 

3-10-49 

[N 

Milwaukee.  Wise. 

8-30-40 

If. 

Boston.  Mass.  Manchester.  N.  H. 

1-22-43 

IN  E. 

Los  Angeles.  Calif. 

9-7-51 

IK  E. 

Dayton,  Ohii> 

12-11-46 

[ON 

west  New  York.  N.  J. 

6-30-50 

f,  Hollywood,  ft  Oakland.  Calif. 

11-21-51 

tD  J. 

rvlngton  i  lest  Orange.  N.  J. 

5-21-42 

Ft>rest  Hilla  L.  1. »  N.  Y. 

3-17-48 

East  Rutherford,  N.  J. 

Los  Angeles,  Caltf. 

10-1-51 

Rirm 

Memphis.  Tenn. 

10-21-48 

Memphis  ft  Nashville.  Tenn. 

5-3-45 

Little  Rock.  Ark.  Jackson.  Miss. 

>c. 

Memphis.  Tenn. 

10-21-48 

:e  niANcis 

Karusas  Cic>,  Xah. 

5-19-45 

VARD 

Corona.  L*  I^  N.  Y. 

10-31-47 

\LE 

Portland.  Ore. 

7-3-40 

:l 

Brooklyn.  N.  Y. 

6-27-50 

A.  L. 

Covington.  Ky. 

9-21-39 

1.' 

Yakima.  Wash. 

12-11-41 

ME  APPLIANCE  OORP. 

Brooklyn.  N.  Y. 

8-17-48 

LDING  SPECIALTIES 

Milwaukee.  Wis. 

6-2-50 

KD   L. 

Portland.  Ore. 

10-18-48 

NG  &  PLUMBING 

Boyne  City  ft  Mancelona,  Mich. 

1-11-51 

»H  J.  (SR. ) 

Boyne  City.  Mich. 

1-11-51 

«  J.  (JR. ) 

Mancelona.  Mich. 

1-11-51 

H  J.  &  SON 

Boyne  City  ft  Mancelona.  Mich. 

1-11-51 

JUJES  L. 

Louisville.  Ky. 

9-14-50 

C. 

Hattiesburg.  Miss. 

6-13-49 

L. 

New  Orleans.  La. 

8-5-47 

AMIN 

Albuquerque,  N.  M.  Memphis.  Tenn. 

-28-48 

IG  00. 

Columbus.  Ohio 

1-12-51 

IG  &  INSULATING  CO. 

Columbus.  Ohio 

1-12-51 

;t 

Columbus,  Ohio 

1-12-51 

Bvansville,  Ind. 

8-31-51 

Atlanta.  Ga. 

11-14-50 
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BBCKER.    IRVING  I. 
BESUCAN.   LEE 
BBGLEY.   EDUARO  L. 
BBQieR.   S.    G. 

BELL  CONTRACTORS 

BELL.   ROBEftT 

BEUAMTr     C     *. 

BRLI.EFQNTAINE  OONSTROCTION  00. 

fiELLEnOSE  CDNSna'CTION  00. 

nujVBm,  i£o  A. 

BELMONT  LUMBBl  00. .    INC. 
BOIDBl.    BBWARD 
BOIDBl.   JACK 

BBDER.   SAM  G. 

BDiGOR.    WILLIAM 
BBiJAMIN.    NATHANIEL 
BBmETT.   J.    W. 
BBWETT.    MAX 
B84NErr.   ORMAN 
BOeON.   0.    6. 
BB«TON.    CARL 
BBRG.    DAVID 
BBIG.   FRED 
BBIG.    NATE 

^antja^  oonstructigw  oo. 

BOtGOl.  MAURICE  (MAUREY  or 

WOEREY)  J 
f.\-r.iT.      -MK-^l^   J. 
BB16E31E.  MAURICE 
BERGERON,  P.  E. 
BERCSION  SUPPLY  00. 
BERNARD.  JERRY 
BERNARD.  JOSEPH 
BERNS.  JACK 
BERNSTEIN.  IRWIN  J. 
BBV6TEIN.  ISADORE 
BERNSTEIN,  SOLOMON  ALBERT 
BERRY  BROTHERS 
BERRY.  HARRY 
BERRY.  JAMES  R. 
BERRY.  JEROME 
BERRY.  LESLIE  E. 
BERRY.  WIU.IAM 

BERRY.  WILLIAM  &  00. 

BERTHIAUME.  M.  J. 

BEIHE.  CHARLES 

BETHLEHEM  PLASTER  BRICK  CO. 

BETTER  HOME  Ilf>R0VE2SENT  00. 

BETTER  HOMES  CONSTRUCTION  CO. 

BETTER  HOMES  INBULAHON  00. 

BETTER  IK)M5S  SERVICE  00. 

BETZIG.  HARRY  E. 

BOZ I G -PORTER 

I-  ^i  y^-     'imH  J. 

BIEISSTEIN.    DAVID 

BILLETT,    E.    R.    (BUD  JR. ) 

BINDER.    JERRY 

BINGHAM.    RAYMOND 

BIRZER  BUILDING  00. 

BISHOP.   JOHNNY 

BISHOP.    MAX 

BIXLER  &  STORY  LUMBER  00. 


Brooklyn.  N.  Y. 

BaltlBore.  Md. 

Los  Angeles.  Calif. 

AtlanU.  Ga. 

Clayton.  Mo. 

Chicago.  111. 

Chicago,  111. 

Bellefontalne,  Ohio 

Bellerose.  L.  I.,  N.  Y. 

Springfield,  Mass. 

Taapa,  Pi  a. 

Dayton,  Ohio  Indianapolis,  Ind. 

Hanllton.  Cincinnati  ft  Liaa.  Ohio 

Connersville,  Ind. 

Hanilton,  Cincinnati  &  Liu.  Ohio 

rr^Ti'  .   .  .  ;-.   Ind. 

Syracuse.  N.  Y. 

New  York.  N.  Y.   Lakewood.  N.  J. 

Chicago.  111. 

Terre  Haute.  Ind. 

Cleveland.  Ohio 

Atkin,  Minn.   Superior.  Wise. 

Lakewood.  N.  J.  New  York.  N.  Y. 

Los  Angeles,  Calif. 

Chicago.  111. 

Cleveland,  Ohio 

Newark.  N.  J. 

Fresno.  Oakland  &  Los  Angeles.  Calif. 

Los  Angeles.  Calif. 

Fresno  ft  Oakland,  Calif. 

Oolenan.  Wis. 

Coleman.  Wise. 

Miami.  Pla. 

Newark.  N.  J. 

Buffalo.  N.  Y. 

Buffalo.  N.  Y. 

Buffalo.  N.  Y. 

Hollis.  L.  I..  N.  Y. 

Brooklyn.  N.  Y. 

Fresno.  Calif. 

Brooklyn.  N.  Y. 

Fresno.  Calif. 

Philadelphia.  Pa. 

Atlantic  City.  N.  J. 

Pleasantville.  N.  J. 

Atlantic  City.  N.  J. 

Pleasantville.  N.  J. 

Daly  City.  Calif. 

St.  Louis.  Mo. 

Buffalo.  N.  Y. 

Los  Angeles.  Calif. 

Jacksonville.  Fla. 

East  Orange.  N.  J. 

St.  Louis.  Mo. 

Pittsburgh.  Pa. 

Pittsburgh.  Pa. 

N.  Hollywood.  Calif. 

New  York.  N.  Y. 

Oakland.  Calif. 

Philadelphia.  Pa. 

Tulsa,  Okla. 

Cincinnati.  Ohio 

Birmingham.  Ala. 

Birmingham,  Ala. 

Steele.  Mo. 
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Steele.  Mo. 

10-8-52 

Huilton.  Cincinnati  ft  Liu.  Ohio 

1-31-49 

D 

Missoula.  Mont. 

1-31-46 

lY 

Picayune.  Miss. 

7-21-50 

S 

Fresno  ft  Oakland.  Calif; 

2-29-52 

30. 

St.  Louis.  Mo. 

3-31-52 

:.  (B.) 

Tuscaloosa.  Ala. 

6-29-51 

B. 

St.  Louis.  Mo. 

3-26-48 

Fresno  ft  Oakland.  Calif. 

2-29-52 

Jamica.  N.  Y. 

5-21-42 

JL  H. 

Jamica,  N.  Y. 

5-21-42 

.   W. 

Binshaaton  ft  New  York.  N.  Y. 
Hazelton.  Pa.  Nutley^  N.  J. 

10-23-50 

Providence.  R.  I. 

6-14-45 

ProTidence.  R.  I. 

6-14-45 

rioN  00. 

Pittsburgh.  Pa. 

11-8-48 

Pittsburgh.  Pa. 

11-8-48 

Long  Beach.  Calif. 

11-21-51 

WAGE  00. 

Kansas  City.  Mo. 

9-20-51 

HIS  B. 

Cleveland.  Ohio 

12-17-51 

D 

Bronx.  N.  Y. 

12-5-46 

IN  D. 

New  York.  N.  Y. 

9-29-49 

IZCTRIC  APPLIANCES 

New  York.  N.  Y. 

9-29-49 

New  York.  N.  Y. 

9-29-49 

S. 

Port  Arthur  ft  Corpus  Christi.  Tex. 

5-21-48 

B. 

Long  Beach.  Calif. 

11-21-51 

Kelly.  La. 

9-23-46 

PROVEMH*!  00. 

Mansfield.  Ohio 

1-19-49 

San  Diego.  Calif. 

6-1-43 

Reading.  Pa. 

11-29-51 

S 

Tallahassee.  Fla.  Dayton.  Ohio 

9-12-42 

Detroit.  Mich. 

5-10-46 

Milwaukee.  Wis. 

5-23-42 

SteubenviUe.  Ohio 

6-16-52 

Haddonfiel<l.  N.  J. 

1-10-46 

ajL 

Los  Angeles.  Calif. 

4-17-52 

Alexandria,  La. 

5-23-41 

Brooklyn.  N.  Y. 

8-17-48 

New  York.  N.  Y. 

5-12-50 

R. 

West  Haven.  Conn. 

U-5-48 

3. 

Seattle.  Wash. 

3-22-48 

2 

San  Antonio.  Tex. 

11-28-52 

C. 

Brooklyn.  N.  Y. 

7-27-49 

Los  Angeles.  Calif. 

9-24-40 

(THE) 

Port  Wayne.  Ind. 

3-18-49 

West  Aliquippa.  Pa. 

7-30-47 

1.  (RICHARD) 

Fort  Wayne.  Ind. 

3-18-49 

Biminghan.  Ala. 

6-6-52 

Los  Angeles.  Calif. 

4-16-52 

Houston.  Tex. 

8-31-51 

Brooklyn,  ^.  Y. 

5-12-47 

W. 

PHUadelphU.  Pa. 

6-27-50 

\. 

Boston,  Mass, 

4-26-47 

3S  T. 

Son  APtonlo,  Tex. 

7-23-48 

OakUnd,  calif. 

11-29-51 

H. 

Ikajton,  Ohio 

8-31-51 

Bdffalo,  H.  Y. 

5-2-51 

Portland,  On*. 

2-2-50 

I. 

Port  Worth,  Tex. 

9-13-48 

Shreveport.  La. 

6-4-52 

Chicago.  111. 

7-13-50 

01 

Lan&dovne,  Pa, 

3-14-46 

SMAN 

PhiUdelphU,  Pa. 

3-29-46 

San  Antoolo,  Tex. 

7-13-51 

.TER  (JACK) 

Niagara  F^ls.  N.  Y. 

3-29-46 

acx  G. 

Chicago.  111. 

3-14-47 
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BRIC  8IDIN0  mSDLAnON  8ERYLCR 
BRISBMB.  WIULIAM 
BRITlAlN.  ALBBTIA  D. 


Stocktoo.  Oalif. 
Watertcwn.  N.  T. 


BRIITAIN.   GRAYDON  EL 

SMian,  Kan. 

BROCHD.  JOBffH  W. 

Lor&in,    OAio 

BROGAN.   JOHN 

RDcbester,  Min/i* 

BRONEnCAD.   AIIJM 

Meridian,  Glen  Rose  & 

l&lDut  s|)riR£s,   Tex. 

BRQNeriBIN.  SAMDOi 

Keptune  City  It  Linden,  N.  J. 

BROOKS.  CLARHICB 

Brooklyn,  N.  Y. 

BROOKS,    I.  J. 

Buffalo.  N.  y. 

BROOKS.  USR. 

Dea  Moinaa.   loaa 

BROOKS.   R.   8. 

Dallaa.  Tbz. 

BROflDMN.  ALBERT 

New  York.  N.  T. 

Forest  Hills.   L.   I..  N.   Y. 

Eftst  ftuth^rford,  N.  J. 

BR06MAN.   ALLDI 

Brooklyn  *  BronK,   N.   Y. 

Be!l€ViUe.   N,  J, 

BROSBMAN.   ALBHCT  (ALAN) 

R^lT?\r  k  BellewllU,   N.   J. 

Buffkdo  i  Hem  Vork,    N.    Y. 

BROmAN.   BH« 

Chicago.   11       HflflBood  »  Oary. 

BROW.  ALBERT  T. 

G&rdem.  oalif. 

BROW,  J.  Hom 

St.  Louin,  »D.     Moakotae.  Okla. 

BROW,   M. 

Oa&l&Dd    Cal  f . 

BROW.  MAXlBi. 

Watarbarj.  Conn. 

BROW.  MAXWBi.  00. 

Watarterj.  Conn. 

BROW,   PASKBi.  McOOWBiL 

Dal  1  as     "tej. , 

BROW,  PAUL 

MlQtieapQas    Minn. 

BR0IN,  SMI 

HepLun«  &  Linden.   N.  J. 

BROW,  SMI 

Cleveland  Heights,  Ohio 

BROW.  SMI 

Mlaai,  Fla. 

BRORK.  SIMON 

Brooklyn.  N.  T. 

BRUC8.  mwm 

Dea  Moinea,   Iowa 

BHDSnN.   CHARLB5  W. 

Brockton.    Mass, 

BRYANT  OONBTROCTIGN  00. 

Dea  Moinea,   Iowa 

BRYANT.   BDRARD  H. 

New  York  R  Mt.  Vernon.   N.   Y. 

BYRANT.   MARSHALL  B. 

Dea  Moinea,   loaa 

BUCHANAN,    DON  L 

Chicago.   111. 

BUCKEYE  CONSTRUCTION  00. 

Haailton   &  Middletown.  Ohio 

wjEDOaom,  0,  p. 

Memhia.  Tenn. 

mumm  mm  improvbsmt  oo. 

Dea  Moinea.   Iowa 

wjujoai,  %  E. 

St.  Louis.  Mo. 

BIWCH.   HE«nf  C. 

Loa  Angelea,  Calif. 

BUNSEN  HEAT  Jb  OOLD  00. 

Detroit,  Mich. 

BDRDimE,    IRA 

Oakland,  oalif. 

BDRGSS.   C.  H. 

Brighton,  Maaa. 

BURK.   OH)RGE  A. 

Towaon  R  Baltlaore.  Md. 

BURK,   S.    R. 

Newark.  N.  J. 

BDRRE.   JOSa>H  T. 

St.  Paul,  Minn. 

BURKE,   RUSSELL  P. 

BURKE.   WARRB4  K. 

Hem  Bedford.   Mass. 

BURI£8QN.    ROMA 

A^fa^vllU.   N.  C. 

BUnCTT.    IRA 

Oakland,   calif. 

BURNS.   ROBERT 

Iiil*^.j.-.'    Wis. 

BURNB.    ROY 

Oakland.  Calif. 

BURNBTEIN.   ABRAHAM 

St.  Clair  Shores  R  Detroit.  Mi 

BURRIS.   HAROLD  D. 

Freeport.  L.   I..  N.   Y. 

BUTLER  LUWER  00. 

Toledo.  Ohio 

BUTLER,    RAYMOND  C. 

Toledo.  Ohio 

BUTTEHnRlH.    H)ffARD 

Greenville.  Miss. 

BYERLY.   JACK  IIPROVBSMT  00. 

Dallas.   Tex. 

BYERLY,   JACK  R. 

Dallaa.  Tex. 

BYERS.    P.   B. 

later  loo   R  Dea  Moines.   Iowa 

Ind. 


S  00. 


Chicago.  111. 
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KM 

Houston,  Tex. 

1-12-51 

Misai.  Pis. 

8-20-52 

ShreTsport.  Ls. 

5-4-51 

Springfield.  Msss. 

11-9-50 

Los  Angeles.  Cal  f . 

7-6-51 

Chicsfo,  111.  Houston.  Tex. 

1-31-51 

Chicsfo.  111.   Houston.  Tex. 

1-81-51 

SscrsMnto.  Calif. 

11-20-50 

HSOPTENBl  00. 

Sui  Jose,  cslif. 

0-6-51 

MC. 

Dalles.  Tex. 

12-28-51 

San  Antonio,  lex. 

7-13-51 

.  INC. 

San  Antonio.  Tex. 

7-13-51 

Des  Hoines  a  Ftirt  Dodge.  loea 

8-10-51 

tferldiun.  Glea  Rose  ft 

3-10-49 

f&lnut  soringa  Tex. 

IBEROO. 

Meridian.  Glen  Rose  ft 
t&!nut  Springs,  Tex. 

3-10-49 

AM  F. 

Nonv&lli,  Ctmn, 
»hlt&  Plains,  N.  Y. 

12-11-51 

M6  GO. 

8.  Ozone  Park  L.  I. .  N.  Y. 

5-29-52 

(JR.) 

S.  Ozone  Park.  L.  I. .  N.  Y. 

5-29-52 

Newark.  N.  J 

10-5-39 

S  ft  ASSOCIATES.  INC 

.  Chicago.  Ill   Houston.  Tex. 

1-31-51 

Chicago.  111.  Houston.  Tex. 

1-31-51 

Initials  Unknovn) 

Powma.  cali 

9-27-51 

lAM  D. 

Los  Angeles  Calif. 

11-25-41 

ING  00. 

Rochester,  inn. 

5-31-50 

PRovBiarr  oo. .  inc. 

Springfield.  111.  Milwaukee.  Wis. 

4-17-52 

AN 

Jackson.  Tenn. 

12-30-47 

Springfield.  Mus. 

11-12-46 

S  D. 

Brooklyn.  N.  T. 

5-12-47 

JACK) 

Los  Angeles.  Calif. 

3-30-51 

Portland.  Ore.   GtK>kane.  lash. 

11-30-51 

Boise.  Idaho 

5-23-47 

MS.) 

Boise.  Idaho 

5-23-47 

C  J. 

Chicago.  111. 

12-15-50 

Portland.  Ore.  GtK>kaoe.  wash. 

11-30-51 

&  SIDING  00. 

Chicago.  111. 

1-31-51 

CIS  M. 

Meaphis.  Tenn. 

2-17-49 

OMbridge.  Mess.  Alton.  111. 

6-10-52 

Greenville.  Miss. 

7-22-48 

Davenport.  Iowa 

11-28-51 

Nutley.  N.  J. 

7-23-51 

J. 

ChlcAgo,  U 

2-8-50 

Affhevllle  N.  C. 

1-3-49 

Detroit.  Mich. 

1-16-51 

nPANY 

Detroit.  Mich.  Marlow.  Okla. 

1-16-51 

Duncan.  Okla. 

4-11-51 

!. 

Paducah.  Ky. 

8-24-50 

San  Antonio.  Tex. 

11-28-52 

M. 

PMhicah.  Ky. 

8-24-50 

Fresno.  Calif. 

11-3-42 

St.  Louis.  Mo. 

3-31-52 

f. 

AtlanU.  Ga. 

12-19-39 

Wilkes-Barre.  Pa. 

5-1-45 

(MRS.  JAMES  A. ) 

Wilkes-Barre.  Pa. 

5-1-45 

L 

Pittsburgh.  Pa. 

5-16-45 

)  R.  (AL. ) 

Bethesda  ft  Silver  &Dring.  Md. 

2-14-49 

S  (CHUCK) 

Bethesdaft  silver  Spring.  Md. 

Fairfax,  va. 

White  sulphur  Springs,  w.  Va. 

2-14-49 

t 

Bethesda.  Md. 

2-14-49 

Pasadena.  Calif. 

11-13-45 

Brooklyn.  N.  Y. 

3-20-42 

jcnoN  CO. 

Kennewick.  Wash.  Portland.  Ore. 
Black  Bagle.  Mta. 

7-20-51 
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CMBinr.  J.  K. 

GASIUE.  SIDND 
QIKILDO.  JOSVH 
GMXMDO  nOOmiG  00. 
GMB0  BUIMS  O0lf>ANT 

GMBBT.  ansB. 

GBmBt  POINT  IffiTAL  m 
CBRM.  BQIIPMBfT  ft  SOPFUr  00 
CBRM.  HBATINQ  ft  HOI 
00. 

cBRMLoiL  oammt 

CBRM.  SlQIttiWIMni  00. 
CBWOBf  BPmWB  ODWOT 

cmiPiB)  ooNBmcnoN  ooip 

WA180N  R. 
R. 


BMHMviek  ft    a^oluuM.  luh. 
Portland.  Ore.    Black  Bade,  Mta. 
awth 


CHAFPB.  (GHtfPUJB)  BML 
GHAnVJL.   IVilN  P. 


GBMBKIN.  HAROU) 

CHUVQBOTTl.    ROSE 

an  c AGO  BuiLL>ai£ 

on  [TM^     ^^;,>^■^  p. 
CmSTIiMBBI  ft  BONCH 
CmSTIiMBBI  HBATINQ  ft  1 
HnMLOO. 

OrnXSTtM^Bi.  MDU  B. 
OmiSnAIIBSV.  RUTH 
CHRISTOPHER.    P. 

cmzfijB  (xiNSTRocncw  00. 
ciri^i^  HGiiE  irfK>VQii7rr  co. 

CITHIV     SAMUQ.  H. 
CtHf  OOrGTKLTCnON  CO. 
cm  tCEAriNG  Ct>MPANY 
CLARE.   J.   niQMAS 

B. 


CLARK.   HARRI 
CUML,  R.   H. 
CLAMB.   J.    B. 
CLARf .   BARION  W. 
CLAnON.   FRHHUCK  A. 


CUBmJX)  MGOBWIZAnON  BUREAU 

CLEVSICai.    A.   A. 

CLIPPORD.   JAMEB  H. 

CLIMAN.  ALLBf 

CLDIAN.   JOm  H. 

CLIMB.   JACK 

CLUfTON.    B.    B. 

CUmVLTfR.   J.   W. 

CLOUn.   A.   J. 

QlfttE,    ISADOf^  UAa> 
WOE^^iM.   F    H 
CODDINCrnB     tllLlAM  B. 
OQMM.  HARRT 
OQMM.   PHIIi.IP 
OQMM.  PHILLIP  J. 
OQMM.   SEYBOUR 


■oroeater.  Baaa. 
■oroeater,  Mua. 
Harriaao,  Ark. 
Harriaon.  Ark. 

BlntPKhaa,    Ala. 

Atlantic  citjr  ft    Trentoo.  N.  J. 

AUaatic  Citjr   ft    Trentoo.  N.  J. 

AUaatic  City  ft    Trentoo.  N.  J. 
Atlantic  Citjr  ft    Treotoo.  M.  J. 

Dps    fcijLriHh,    iowt 

Bontclalt,  M.  J. 
OLklaoil,  CaJlf, 
arlac^aga.  Ala. 
lAdliaapons,   Ind. 
Ranaaa  ctty,  Ito. 
Poaactan.  Calif. 
Ittoni  ft   Hialeah.  Pla. 
Los  Angelea,   c^if. 

Chicaao.  111. 
Biaai.  pia. 
Chicaao.  111. 
Loa  iBiielaa.  oalif. 

diatoB.  la. 

diatoa.  la. 

Loa  An«elaa.  oalif. 

Nilea.  BiGii. 

Oakland,  calif. 

Loa  Ancelea.  calif. 

1tiit«  Sulphur  Springa.   W.   Va. 

Detroit.  Bich. 

AtlanU.  Ga. 

}ia»  hotidon,  conn. 

Tovaoo  ft    BAlClaore.   Bd. 

Bobile.  Ala. 

Biloxi  a  Beridian.  Biaa. 

But  Orance.  N.  J. 

San  Antonio.  Tex. 

Port  Wajne.  Ind. 

Pittsborsh.  Pa. 

Ho:  .;.  iL.^;>ir.^r^,  Calif. 

Loe  An£«l«5,  Caiif. 

Jersey  Citj,  N»  J. 

Cleveland.  Ohio 

Ctdar  Rapids,  la. 

Cranatoo.  R.  I. 

ajrracuse.  Trpor  a    Albany.  N.  Y. 

arracose.  -„j    a   Albany.  N.   I. 

Qpartanaburt.  &  c. 

Lob  Ane^lSE,   Calif. 

W.  Pain  Beacb.  Pla. 

Detroit,  hicb. 

port  Wayne.  Ind. 

RiTerside.  Calif. 

Yonkers.  N.  T. 

Houston.  Tex.  ChicacD.  111. 

Portsaootb.  Obio 

Dayton.  Obio 

Brooklyn.  N.  T. 
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snnm  l. 

OoluBbus.  Ohio 

1-18-52 

aSY  MELLON 

Los  Angeles.  Oallf. 

8-28-41 

D.    (JR.) 

Los  Angeles,  Calif. 

12-29-41 

»Y 

Chicago.  111.     Houston.  Tex. 

1-31-51 

ems  J. 

Centralis.   111. 

7-25-40 

PRANX 

Newark,  N.  J. 

9-15-39 

JOE 

Minneapolis.  Minn. 

5-7-52 

yoiy 

Cliicago.   111.  Houston,   Tex. 

1-31-51 

R. 

Chicago.   111. 

1-27-50 

RICHARD 

Chicago.   111. 

1-27-50 

1.  JOSEPH 

Los  Angeles.  Calif. 

11-8-50 

3N5TRDCTION  00. .    INC. 

Brighton,   Mass. 

11-21-51 

y/R  UPROVEMEMT  00. 

Washington.  D.  C. 

12-15-49 

HOME  IMPROVCMEKTS  00. . 

Salina.  Kan.      Oklahoaa.City.  Okla. 
DenTer.  (X>lo. 

3-10-52 

HOie  Il^%)VQ£Kr  CO. 

Los  Angeles.  Calif. 

7-11-51 

UTILITIES  CO,    INC, 

Los  Angeles.  Calif. 

7-11-51 

T^    SOFTEfiHl  00. 

Los  Angeles.  Calif. 

4-16-52 

E.    PELIX  J      (JR.) 

New  Orleans.  La. 

8-18-48 

E,    FELIX  J     (JR.  )  &  CO. 

New  Orleans.  La. 

8-18-48 

ALin  FVRNACE  00, 

Chicago.   111. 

10-24-51 

¥  CONTRACTOfiS 

Clayton.  Mo. 

9-19-52 

If  H<)ISECFUFT,    INC. 

Bethesda.  Md. 

2-14-49 

CHARLES  W. 

Bellerose.  N.   Y. 

3-27-46 

EDWARD  J. 

Stockton.  Calif. 

12-13-48 

ROBBUT  L. 

Stockton.   Calif. 

12-13-48 

PRANK 

Buffalo.  N.  Y. 

11-15-51 

(SORGE  L. 

Lo8  Angeles,   Calif. 

2-27-48 

ATED  HEAHNG  00. .    INC. 

BaltiBore.  Md. 

4-28-52 

ATED  HEATING  &  AIR 

lONING  00. 

Los  Angeles.  Calif. 

10-22-48 

ATED  SASH  &  SCRmV  00. 

Detroit,   Hlch. 

6-30-52 

TION  SPECIALTIES  CORP. 

Miaai.  PI  a. 

8-31-51 

.    FRANK 

Caabridge.  Mass.    Alton.   111. 

1-1-43 

lAL  CONSTRUCTION  00. 

Biminghaa.  Ala. 

7-17-51 

06TA  HOUSING  00. 

Oakland    ft    Berkeley.  Calif. 

3-3-48 

ORS  ROOFING  ft  SIDING  OORP. 

Nutley.  N.  J. 

7-23-51 

OR  SALB5  00. .    INC. 

Los  Angeles,  Cftlif. 

9-6-51 

.    P. 

Detroit    Mich. 

6-19-45 

EUEMCR 

0«eJiEboro.    Ky. 

4- 16-42 

JOBSFH 

Terre  Haute.   Ind. 

2-17-49 

HEET  M?rAL  00. 

Terre  Haute.    Ind. 

2-17-49 

CECIL 

Los  Angeles.  Calif. 

9-20-51 

FREDBUCX  C. 

Kings  Park.  N.   Y. 

9-4-52 

J.    M. 

Abbeville.  Ga. 

8-9-40 

nVE  ROOFING  00. 

Rochester.  N.  Y. 

11-7-50 

.  EDWARD 

Newark,  N.  J. 

12-29-48 

AY  (ROY) 

salt  Lake  City.   Utah 

11-29-51 

.    AL 

San  Diego.  Calif. 

6-23-48 

1HUR 

Los  A^ieeleg,  Oallf. 

9-7-51 

0OFIN6  00.    (THE) 

Atlantic  City     N.    J. 

11-15-51 

.   CHARLES 

Oakland.  Calif. 

11-21-51 

AMES  E. 

Loe  Angeles.  Calif. 

1-8-50 

OBHkT 

Kansas  City.  Mo. 

6-26-46 

.   N. 

Dallas.   Texas 

9-1-48 

NCEOO. 

Dallas.  Tex. 

9-1-48 

.   GEORGE  C. 

Stockton.  9alif. 

4-7-47 

CLA0Y8  SATHBl 

Tacoaa.  Wash.  Cantaor,  Ore.  Boise,   Idaho 

5-16-45 

WILLIAM  H.    (RlirK) 

TacoM.  wash  Canby.  Ore.   Boise.   Idaho 

5-16-45 

EDWARD 

Plainfield.  N.  J. 

12-2-48 

MB  SQIVICE  00. 

Houston.   Tex. 

1-10-51 

IB  SERVICE  00. 

Grand  Island,   Neb. 

11-30-51 

S. 

Azuza.  oalif. 

4-16-52 

E.   D.   E. 

Pasco,  Wash. 

4-24-52 

UNTRY  BUILDERS 

Woofteere,  L.   I..  N.   Y. 

2-2-50 

.   HBIRY  P. 

Boston.  Mass. 

6-5-47 
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cauMP.  J.  0. 

CmAtPACKEE.    B    C. 
CRUMPTDM.    OLIVDi  WEMDELL 
OUnUHEK.   MARTIN  L. 
CUFF    JAMES   (JIM} 
CURTIS.   J.   H. 
CUSHIM6.   THBOOORE  K. 


D  &  C  BUILDING  &  IMPROVBftMT  CO. 

D  &  C  IIPROVBOIT  COMPANY 

D  &  C  TILE  COMPANY 

DAHL.  SIDNEY 

DAILEY.   GEORGE 

DALE.   JOMI 

DALE.   0.   P. 

DAI£.   PEARCE 

OMUE.   T.   P. 

DALLAS  tl«tiL-100L  CO. 

DMiT     A.    JAUES 

D.vNFK.    ^lARTIN 

DANGHtPIEIi).   LeROY 

DANIEL.    LON 

DANIEUS.    R.    L. 

DANIELS.   S.    (SnPHEM) 

DANIEUS.   SIOAJND  L. 

DARBY     JOSEFIi 

DARNABY.    FRANK 

DAVIDSON.    B.    (MRS.) 

DAVIS  &  ASSOCIATES 

DAVIS.  HAROLD  B. 

DAVIS.  HARRY 

DAVIS  HOME  IMPROVEMENT  00. 

DAVIS.  JACK 

DAVIS.  LESriER  HAROLD 

DAVIS.  RUSSEIi. 

DAVIS.  WILLIAM 

DAVIBOW,  ROBERT 

DAVE,  CHAB1££  R. 

DAY  AND  Niarr  PLUMBING  00. 

DAY.  JIIMY 

DAYE.  ARTHUR  E. 

DeBEIiJ^,  MARIO 

DePORO.  CALVIN  L. 

DePORO  INSTALUTION 

nSERICHS.  JOE  H. 

DEEP,  E. 


DEIBLER.    ROY  E. 
DOJWEY,    E.    E. 
DO^ANEY'S.    INC. 
DeLBEU.   ARTHUR 

DeLUCA.  BEN  J. 

DoLUCA.  JO  ANN 
DiNBY.   MARK 

DIMNI8.  OBDRGE  B 

DENTON.  E. 

n»TON,  E.    C. 

ION,  E     i' 

it)N,  F5 


D 


(JR.) 


Ind. 
Ind. 
Ind. 


Calif. 


Reading.  Pa. 

Des  Moines.    Iowa 

Little  Rock.  Ark. 

Nashville  &  Murfreesboro.  Tenn. 

Portland.  Ore. 

SanU  Monica.  Calif. 

Cliicago.  111. 

D 

(3ilcaco.  111. 

Chicago,  111. 

(3ilcago.  111. 

Azuza,  Oallf. 

White  Plains.  N.  Y. 

Bogalusa.  La. 

Crane  &  Martinsville. 

crane  ft  Martinsville. 

crane  k   Martinsville. 

Dallas.  Tex. 

Pittsburgh.  Pa. 

Rahwajr.  N.  J. 

Los  Aageles  &  n  Monte. 

Kansas  City.  Mo. 

Oraha.  Neb. 

Jacksonville.  Pla. 

Jacksonville.  Pla. 

Los  Angeles,  calif. 

Cincinnati.  Ohio 

Los  Angeles.  Calif. 

Milwaukee.  Wis. 

Benton.  111. 

Brookline  ft  Newton.  Mass. 

Benton.  111. 

Brooklyn.  N.  Y. 

Lisbon.  Ohio 

M  Iwmjltee  Wis. 

Detroit.  Mich. 

Belleville.  N.  J.  New  York.  N.  Y. 

1.   liuiiifitvKtd  ti   Oakland.   Calif. 

port  forth.   Tei. 

Pensaeola,  Pi a. 

JacksoavH  e,   Pla. 

Brooklyn.   N.    Y. 

Hawthorne  ft  Oakland.   Calif. 

Hawthorne  &  Oakland.   Calif. 

Dallas   ft  Houston.   Tex. 

East  Orange.  N.   J. 

Bound  Brook*  PI ainfield.  n.  j. 

Birainghan.  Mobile  \  Montgooery.  Ala. 

BiminghaiB.  Mobile  &  Montgonery.  Ala, 

Brooklyn  &  BroD^.  N.  Y.  Belleville  N.  , 

BiloK   Hiss 

Lexington.  Ky. 

Lexington.  Ky. 

Detroit.  Mich. 

Inglewood.  Calif. 

Cincinnati.  Ohio 

Ohio 

Ohio 

Ohio 

Ohio 
Md. 


7 
7 
3 
I 

9 
11 
11 


Cincinnati. 
Cincinnati. 
Cincinnati. 
Cincinnati. 
Baltimore. 
Montgonery.  Ala. 
Youngs town.  Ohio 
Des  Moines  ft  port  Dodge. 
N.  Y. 


Iowa 


10 


Digitized  by 


Google 


HOUSING  ACT   OF    1954 

1917 

ADDREBB 

DA1B  ISSUED 

jcnoN  00. 

Meaphis.  Tenn. 

10-24-50 

aim   lEOH 

Houston.   Tex. 

9-26-47 

> 

N.  Hollywood.  Calif. 

9-20-51 

HarysTille  ftOroville, 

,  calif. 

9-11-46 

OOMPilNY 

Harysville  &  Oroville. 

.  Calif. 

9-11-46 

oxmoN  00. 

nd  i  iiniipa  1  i  H ,    Ind. 

8-31-51 

East  Orange  &  Newark, 

N.  J. 

8-23-46 

)  B. 

Hanilton    &  Middletoim.  Ohio 

1-31-49 

U)  L. 

Dayton.  Ohio 

4-21-50 

[E  ANN 

Dayton.  Ohio 

4-21-50 

3S 

Pooona.  Calif. 

9-27-51 

UIIN  (BEMNIE) 

Detroit.   Mich. 

10-8-52 

MIIN.    INC. 

Detroit.  Mich. 

10-8-52 

[E  BUILDING  00. 

Detroit.  Mich. 

10-8-52 

UCK 

Nutley.  N.  J. 

7-23-51 

IMPROVDiEMT  00. 

Atlantic  City  &  Pleasantville.  N.  J. 

5-2-50 

\EL 

Belleville.  N.   J. 

3-12-48 

NS  &  SIDING  CO. 

Belleville,   N.   J. 

3-12-48 

[CHAO. 

Buffalo.  N.  y. 

9-17-48 

[ON  00. 

Jackson.  Miss. 

10-6-48 

[ON  ca 

Memphis,   Tenn. 

10-28-48 

X  S. 

Detroltp   Uich. 

1-16-51 

[CX  E. 

Knoxville,   T^nn.     - 

1-10-42 

S  W. 

son  Dleso.  calif. 

3-27-42 

I  B. 

Kturgls^   Mich. 

10-17-52 

H. 

Corpus  Christ I,  Tex. 

1-16-51 

Los  Aneeles,    C&lif. 

4-16-52 

Colunbus.  Ohio 

5-29-52 

Portland.  Ore. 

6-30-52 

>  W. 

Flint.   Mich. 

9-15-52 

moN  CO. 

Chicago,   111. 

1-3-49 

<ARD  S. 

Jamaica.   N.   Y. 

4-19-48 

KU 

Los  Angeles.   Calif. 

10-3-46 

Norwich,  Conn. 

7-8-49 

IT  P. 

Bronx    ft   New  York.   N. 

Y. 

11-29-51 

Walthan.  Mass. 

9-28-50 

Madison.  Wis. 

6-14-48 

Fresno  ft    Bakersfield, 

Calif. 

4-V39 

Philadelphia.  Pa. 

5-12-52 

New  York,   N.  Y. 

9-26-44 

JKT 

New  York.   N.  Y.      Belleville,   N.   J. 

6-21-45 

H. 

Des  Moines.   Iowa 

8-10-51 

i 

Minneapolis.   Minn. 

5-7-52 

i 

Minneapolis.   Minn. 

5-7-52 

Oakland.  Calif. 

7-20-41 

Norfolk.   Va. 

1-16-45 

Pasadena.   Tex. 

8-11-50 

U«  J 

Flushing.  Brooklyn  ft 

Kingston.   N.   Y. 

6-23-41 

Jonesboro,   Ark. 

6-29-51 

). 

Sacramento,  Calif. 

11-20-50 

Shreveport.  La. 

6-4-52 

r 

Los  Angeles.  Calif. 

6-17-49 

4. 

bain  mure     Hd 

12-18-40 

Cast  Orarjge,    H,    J. 

10-28-48 

WIULARD 

P*Misfti^iiU      F\n. 

6-5-46 

2 

Fresno   ft  Oakland.  Calif. 

2-29-52 

\. 

Venice.  Calif. 

7-31-51 

Kansas  City.   Kan. 

9-15-41 

9^ 

Kansas  City.   Kan. 

E 
1.  Dayton,  Ohio 

9-15-41 

UJILDING  INSULATORS  CO 

9-30-48 

:0N  &  ROOFING  00. 

Sheboygan.   Wis. 

12-19-49 

INSULATION  CO. 

Sylacauga.  Ala. 

5-3-48 

ICTION  00. 

Wenatchee.   Wash. 
Wenatchee.  Wash. 

10-1-52 
10-1-52 

11 
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BOONOMY  ooNsnuxrnoN  00. 

WalthaM.   Maas. 

\ 

BOONOMY  F\BHMX  00. 

Lisbon,  Ohio 

BOONOMY  GARAGBB 

St.  Louis.  Mo. 

BOONOMY  R0OPIM6  &  SIDIM6  00. 

MMsillon.  Ohio 

1 

BCIOR.   R.   D.   A.   JONBB  (MRS.) 

Houston.  Texas 

EDDY.   DWIGHT  H. 

Los  Anteles,  Calif. 

EDDY.   RAYMOND  N.    (RAY) 

N.  Hollywood,  calif. 

EZELMAN.    JACK 

Louisville,  %s 

EDIAR06.   A.   G. 

Duncan  h  M«j-1p«,   Okla. 

HMIARD6.  EARL 

I&dl&a^pol Is.   Ind. 

EDIARDS.    J. 

Cl)ica«D,    111 

BMAROS.   BEM 

Dayton.  Ohio 

1 

EDIIARD6.   HERMAN 

Detroit.  Mich. 

EDMAR06.    RONALD  L. 

Biram^oiB.  Mich. 

EDilARDS.    VANCE 

Houaton.   Tei. 

EDiARDS.    ilU^IAM  H.    (JR. ) 

Louisville,  Ky. 

BGAN.     CHARUBS  H. 

Plyaouth,  Mass. 

EGAN.  JOHN  M. 

Pittsburgh  ft  McKees  Rock,  Pa. 
Cleveland.  Ohio 

BGGERS.   OTTO  K. 

Saginaw,  Mich. 

BICKHOLT.   ARLO 

Toledo.  Ohio 

EICXHOLT.    ARLO  OOMPANY 

Toledo.  Ohio 

EISENBHUS.   MAX   (MARK.    MACK^MICHAQ.) 

rviFi^ton^  Newark.  N.   J. 

Phniid«lphlv   Pa^ 

HiBCTRO-SOPT  OOMPANY 

Montf^hPlln     f}alif. 

ELLIOTT.   HARRY   (HENRY)  CLAYTON 

Kansas  City,  Mo. 

QJLIOTT.    MARK 

Los  Angeles,  Calif. 

BLLIOTT.    MORHMQl 

Janica.  N.  Y. 

EUilOTT.   NATHAN 

Los  Angeles.  Calif. 

aJLIOTT.   OMER  N. 

Houston,  Tex. 

ELLIS.   HUGH 

Houston,  Tex. 

1 

ELLIS.   JOHN  H. 

Knoxville.  Tenn. 

1* 

ELLIS.   MAX 

Pontiac.   Mich. 

BtLGWDRlTI.   XEMhTEHi 

North  Sacranento.   Calif. 

RIT^SlOft'm  SEPTIC  TANK  00. 

North  Sacrarcnto.   Calif. 

ElfEXSON.    ABRAHAM  J. 

RichBwnd  Hill.   N.   Y. 

ElMEaUIAN.    ABRAHAM  J. 

RichBond  Hill.   N.    Y. 

EitOHY  P^K  kOOHNQ  CO. 

Asheville.   N.   C. 

EWIRE  rT-ivsTHJirrros  ro. 

Chicago.    111. 

ENDURO  ALUMINUM  AWNINGS 

Chicago.   111. 

EMGLE.    RALPH 

Grand  Rapids.   Mich. 

En<l.ISIi.    MILLQ^  L. 

Buffalo.   N.   Y. 

S>PE     SAM 

NewarkA  Atlantic  City.   N.   J. 
Philadelphia.   Pa. 

I 

EPSTEIN.    BUDDY 

Brooklyn  &  New  York.   N.   Y. 

EESTEIN.    ISAOORE 

Brooklyn  ft  New  York.   N.   Y. 

B>STEIN.    KEN^EHTl 

Brooklyn  ft  New  York.   N.   Y. 

H»STEIN.    PHILLIP 

Chicago.   111. 

EPSTEIN.    WALTW 

Brooklyn  ft  New  York.   N.   Y. 

EROMAN.    CHARLES  E. 

Hyattsvilleft  Baltinore.   Md. 

1 

ERJON  CONSTRUCTION  00. 

Brooklyn.   N.   Y. 

1 

ERMAN.    WIU.IAM 

St.   Louis.   Mo. 

ESCO.   LBO 

Dayton,  Ohio 

1 

ESCOVITCH.    LED 

Dayton.   Ohio 

I 

ESTIU..    ROBERT 

BeauBont.  San  Antonio  &   Houston. 

Tex. 

EVANS.    A.    B. 

Medford.   Ore.      Oakland.   Calif. 

EVANS.    C.    C. 

Medford.   Ore.     Oakland.   Calif. 

EVANS  OONSTWXrnON  CO. 

Medford.   Ore. 

EVANS.    E.    E. 

Oakland.   Calif. 

EVANS.    W.    R. 

Houston.   Tex. 

EVANSVIU^  ROOFING  CO. 

Evansville.    Ind. 

EtINO.    H.    J. 

Jacksonville.   Pi a. 

1 

EatlNE.    BETiTAMIN  B. 

Alexandria.   Va. 

1 

FAIRBAIRN.    J 
12 
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DATE 


IBU),   SIONBr 

1.  BMARD  J. 

I.  JOeVH  HyiAiO) 

L.  JOSffH 

LL.  HAROLD 

S.  jom  L. 

M,  J08VH 

TT.   L.   G     (JR.) 

JIBR.   J.   H 

TBE  INEDLAHON  00. 

nS.    DONIVAN  C. 

Ms  cot^snoxnon  oo. 

ML  roH.  SAVINQ6  00. 
UV.  mC  MODHWIZERS 
lAL  INSDUTION  00. 
IILVEK.   ALVIN 
(ILVER.   HARRY 
IILVHI.    IRWIN 
M.    MAMIT 
R.   HAROLD 


M.   JACK 


aCB.   WILLIAM  H. 
8.    GUS  DAVID 
m,   FRANC 

16,    KQtCTH 

n.  A.  R. 

CE  MORTGAGE  00. 

JOm  H.    (JR. ) 

ALLEM  (A/K/A  -lit.   ALI0IO 

NATHAN 
ar,  G.  A. 
MmrrioNEHiiNG  oo. 

[EK     GEDRCE  £, 

It  HBATING  00. 

R.    M.    B.    CBERT-) 

R.    MARTIN  M. 

lAM    SAM  E 

BRALD.    DobcLAS  (DOUG) 

PATRICK,   FRANC  E. 

3IM0N5,    W.   H. 

STAR  WHNm  k  APPLIANCE  00. 

IfiAN  PAINTING  &  DECORATING  00 

iGAN.  SAMUEL  K. 

■R.  BEN 

JACK  E. 
MG.  l£STHl  C. 
MR.  0.  D. 
:.  EDWARD 
3M  BUIIi)ERS 
m  HOIC  IMPROVEMENT  00. 
■8.  LI8T0N 
K   I.  J. 
i.  EDWARD 
r,  D.  F. 
t8K.  JOE 

DAVID  R. 
Ifff.  CURHS  M.  (CURT  or  KURT) 
IAN.  J.  M. 
UIOBR.  SAMUEL  A. 
DAVID 

ns.  JESSIE  MAE 
GB.  W.  F. 
gaCK.  GBDRGE  R. 


Calif.  4-16-52 

Detroit,  Mich.  11-1-45 

Detroit.  Mich.  11-1-45 

Detroit.  Mich.  Il-]r45 

Los  Angeles,  oalif.  5-1-52 

Lakeside.  Calif.  3-27-42 

Detroit.  Mich.  11-1-45 

Minneapolis.  Minn.  9-12-44 

San  pranclsco,  Calif.  7-9-41 

Nlcholasville,  Ky.  6-15-50 

Firtland  Ore,  6-30-52 

Kansas  citj  Mo.  2-1-49 

Portland.  Ore.  10-18-48 

Dallas.  Tex.  12-28-51 

San  Antonio.  Tex.  7-23-48 

Newark.  N.  J.  11-22-40 

Neirark.  N.  J.  11-22-40 

Newark.  N.  J.  11-22-40 

Miaai.  Fla.  5-19-52 

Kansas  City.  Mo.  Milwaukee.  Wis.      11-27-42 
Mankato  ft  Duluth.  Minn.  Burlington  ft 
Council  Bluffs.  Iowa  Dallas.  Texas 
N.  Hollywood.  Hawtbor;  e  K 
Inglewood.  Calif. 
Norfolk.  Va. 
Los  Angeles,  calif. 
Des  Moines.  Iowa 
Yakiaa.  wash. 

Portland.  Ore.  SDokane.  Wash. 
Caaden.  N.  J. 
Wrenthaa.  Mass. 
Buffalo.  N.  Y. 
Buffalo.  N.  y'. 
Lyaan.  S.  C. 
PainesTille.  Ohio 
Shebo>^n,  vis 

St,  LouU&iebfit«r  Groves.  Mo. 
North  Hollywood,  calif. 
St.  LoulaftWebater  Groves.  MO. 
San  Dieeo.  C^Hf. 
Richoond  Heights,  Mo. 
Si  v«r  Spring,  Md. 
BFCK:kton&  S^  Weyaouth,  Mass. 
Ptiilsdelphia.  Pa. 
Lockeford.  Calif. 
Lockeford.  Calif. 
Gay  ton,  Ohio 
Springfield,  Haas. 
Washington,  B^  C. 
Sabring,  Fla. 
Portland.  Ore. 
Jacksonville.  Fla. 
Ja^^kai^iivl  1 1  e.  Fla. 
Detroit.  Mich. 
P'^r*!^~d,  Ore. 
Kansas  City.  Mo. 
Reading.  Pa. 
Dallas.  Tex. 
Portland,  Ore. 

Los  Angeles,  Calif.  San  Antonio.  T?x. 
Milwaukee,  Wis. 
Baltiaore.  Md. 
Syracuse.  N.  Y. 

Meridian.  Glen  Rose  ft  Walnut  Springs,  Tex 
Dayton  ft  Cleveland.  Ohio 
Plainfield  ft  New  Albany.  Ind. 


4-9-51 

7-3-46 
8-28-41 

11-30-50 

12-11-41 

12-28-51 
7-26-39 
2-21-46 
8-16-51 
9-20-51 

11-27-42 
4-16-52 

12-19-49 
11-8-50 
7-20-41 
11-8-50 
6-23-48 
8-12-49 
5-10-48 
5-16-51 
3-29-49 
1-21-53 
1-21-53 
6-18^40 
11-9-50 
10-7-49 
4-11-42 

11-22-49 

7-28-52 

6-4-48 

12-14-49 
6-30-52 
11-9-50 

11-29-51 
7-11-47 

11-21-51 

6-12-51 

8-30-40 

4-21-41 

3-8-40 

.  3-10-49 

11-20-47 
2-13-45 
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FUU.BI-BURKE  OO. 
fUlXER.    JOHN  H, 

FimLOUGH,    WILLIE  J. 

•pauaim  ncHANGB* 


Q-   I.   GONflMCTniG  00. 

6.  ft  M  mKnm  *  oil 

00. 

QMMK  mum 

10. 


CMLLAOm.  JC»N  V. 
WUjO,  LOD 

LOUIS  L. 

pimiJPB. 
J.  r 


OMtPIBJ)  OONBiraiCTIOII  00. 

QMUriBU).   RBDBiN  (ROBIN).   J. 

OAIVIBJ).   RBDBiN 

GARLAND  LOMBBI  00. 

GARLAND.   THOMAS 

GARNBR.    (BDUAMIN) 

GARNBT.   GBORCE 

GARRITY.  JAIES 

GARRITY  SALES  00. 

GARY  OONSTRUCnON  00. 

GAYLORD,   ALBERT 

GBCmi.   MILTON 

GDBRAL  ALUMINai  SAUB8  00. 


OONSnUOTION  INDUSmiES 
OP  AMERICA 
GBCRAL  HEAnNG  ft  APPLIANCE  00. 
QBIHIAL  HEATING  ft  OOmRACTING  00. 
GDERAL  MAINTENANCE  OORP. 
GDERAL  ROOFING  ft  PAINT  00. 
GENBUL  l>AIJBS  ft  APPLIANCE  00. 
GBOROE.   RAYMOND  L. 
GBDRGB.   ROBHIT 
GBUUar.   ANDY 
GIBOCrr.   FHANCIS  C. 
GIBRALTAR  BUILOBRS.    INC. 
GIBSON  OONBTRUCnON  00. 
GIBBON.   JOSEPH  R. 
GIBSON.   ROULIB  JACK 
GIGANn.   (SORGE 
GILBANK.  KBWEIH 
GILBBR8QN.   WIU.IAM  P. 
GIIAGRT.   J. 
GILBBTT.   JOE  W. 
GILBBIT.  MORTON 

14 


Nsvurk,  N.  J* 


Dttroit,  Mich. 
Brooklju,   N.   y. 
Shlnfilehoiise.   Pa. 
illDlaffioa,   c&llf. 
Cbicafo,    11 
Lai^oa  Bebch,   CAlif. 
Pbilftdelpbl&,  Pa. 
PittslRirgli.  Pa. 
Nav  York,  N.  Y. 
Nav  Badford.  Maaa. 
Nav  Badford.  Maaa. 
NevtoQ,  Iowa 
Dallaa,  Tei. 
PiHrtlaiid,  Otbi 

O 

St«  Loola.  Mo. 


Nawaric,  N.  J. 

Loa  Antalaa  ftAlhairiira.  Calif. 

Oakland  ft  Ban  Pranciaco.  Calif. 

Pbrtland,  Ore. 

PittabuiA  Pft. 

Mt.  Vtmon,  N.  Y. 

Mt.  Vtnnn,  N.  Y. 

Cbicaff).   II]. 

PitUborsH  %  HeKaaa  Bock.  Pa. 

Cleveland,  Ohio 

Loa  ikicalaa.  Oalif. 

Chlcafo.  111. 

Loa  Amalea.  Calif. 

Nutlay.  Jeraay  Citjr  ft  Bood-Ridce.  N.  J. 

NaUay.  Jeraay  City  ft  Bood-Ridce.  N.  J. 

AtlanU.  Ga. 

Paabina.  N.  D. 

Peabina.  N.  D. 

Newaitft  Irrinston.  N.  J. 

BaltlK>re.  Md. 

Toledo.  Ohio 

Toledo.  Ohio 

Bronx  ft   New  York.   N.   Y. 

Vlui  Niiya.  Oalif. 

LouiaTille.  Ky.   Portanouth.  Ohio 

Preeport.  L.   I..  N.  Y. 

He^;>atead.  L.   I..  N.  Y. 


Loa  Angelea.  Calif. 

Loa  Angelea.  Calif. 

New  York.  N.  Y. 

Union  City  ft  E.  Rutherford.   N.   J. 

Ttilaa.  Okla. 

Nonvich.  Conn. 

Grinnell.  loaa 

Loa  Antelea.  Calif. 

SteubenTille.  Ohio 

salt  Lake  City.  Utah 

Loa  Angelea,  Calif. 

Boonton.  N.  J. 

Boonton.  N.  J. 

Flint.  Mich. 

Brooklyn,  N.  Y. 

Yakiaa.  Waah. 

St.  Louia,  Mo. 

Toledo.  Ohio 

Penaacola.  Fla. 

Dallaa.  Tex. 
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D/nE  ISSUED 


ntiCE 


IR8I  L. 

nniAN 
;iBNEr 

XXJIS  R. 
HARBY  J. 
LOUIS  B. 
Oi  A. 
BER1HA 
LTI£  M. 

BBUAMIN 
SBUU) 
UBDTORS 
tRT 
:k  E. 
(A  BARON 
lAU) 
SAM 
lY 
[CE 

lARD 

3EPH 

)£ 

ARTHUR 

JOSEPH 

josam 

)LD  A. 
IILIP 

[N 

r. 

rAMSS  G. 

)ND 

SB>ING  SHOPS 

WIEL 

:bcil  r. 
1.  s. 
0. 
/AN 
3C 
BIE 
JL 
OiY 


(AL) 


)MAS 

MAS 

iLPRQ) 

)LD 

UUY 

3B0RGE  M. 

)RCE 

•N 

.lAM  T. 

IT  H. 

S  HEATING  AND  AIR 
HTIONING  OOMPANY 
iARRY  A. 


B.  BDStoo.  SoMnrllle.  Lwrrence  k 

2-3-48 

North  AdMB.  MMS. 

B.  Bostoo.  SoMnrllle.  LMrrence  k 

2-3-48 

North  AdaM.  Mms. 

Brooklyn,  N.  Y. 

11-1-46 

Hsjti.  Mo. 

10-27-39 

Brie.  Pft. 

12-18-44 

Oaion  City.  N.  J.  Bronx.  N.  Y. 

1-26-51 

Clereland.  Ohio 

3-6-46 

Pmlo  Alt43  fi  saa  Jom.  Calif. 

7-25-41 

Jersey  Clty«  K,  J. 

6-15-49 

AtlaBtic  City,  N.  J. 

3-25-52 

Lo8  Anceles.  Calif. 

10-1-51 

Bvansvllle.  Ind. 

4-21-49 

Sallna.  Kan. 

3-10-52 

Sallna.  Kan.  OklahoM  City.  Okla. 

3-10-52 

Denver.  Colo. 

Clevelaud.  Ohio 

2-3-48 

Los  Angeles,  Calif. 

8-11-50 

Newark.  N,  J. 

8-24-50 

Los  Angeles.  Calif. 

9-20-51 

Levlttovn.  L.  I. .  N.  Y. 

8-30-50 

Levlttown,  L.  I.,  N.  Y. 

8-30-50 

WiathaB.  Mass. 

9-28-50 

Cleveland.  Ohio 

10-10-47 

Toledo.  Ohio 

3-1-40 

Chicago.  111. 

12-28-51 

Mlaal.  Pla. 

6-17-42 

Pittsburgh.  Pa. 

2-18-46 

Miaai.  Pla. 

6-17-42 

Minneapolis.  Minn. 

5-7-52 

Chicago.  111. 

12-28-51 

Mlaal.  Pla. 

6-17-42 

Mlaail.  Pla. 

6-17-42 

Los  Angeles.  Calif. 

4-17-52 

Chicago.  111. 

2-27-43 

Louisville.  Ky.  Jeffersonvllle.  Ind. 

1-12-50 

San  Antonio.  Tex. 

12-9-49 

San  Antonio.  Tex. 

12-9-49 

Bronx.  N.  Y. 

5-17-48 

salt  Lake  Cltj.  Utah 

8-16-51 

Buffalo,  U.    Y. 

8-15-45 

Iowa  F%IU  ii   Mason  City.  la. 

12-9-52 

64iita  Iim1ca«  Calif. 

1-12-42 

Jones bo ro,  Ark. 

6-29-51 

Jonesboro,  Ark. 

4-11-51 

Little  Rock.  Ark. 

11-1-50 

Los  Angeles.  Calif. 

12-29-41 

Montgomery.  Ala. 

10-25-49 

E<  Boston,  soAierviile,  Lawrence  ft 

2-3-48 

Korth  Adans  Mass. 

Los  Angeles.  Calif. 

9-6-51 

Johnstown,  Pa. 

7-18-50 

Detroit.  Mich. 

5-20-52 

Atlanta.  Ga. 

4-30-51 

BroNZ.  N.  Y. 

10-29-48 

Oakland.  Calif. 

8-28-46 

Houston.  Tex. 

2-3-49 

Brooklyn  ft  New  York.  N.  Y. 

9-26-44 

Los  Angeles.  Calif. 

9-6-51 

Portland.  Ore.  Helena  ft  Missoula.  Mont. 

2-29-52 

Great  Falls.  Mont. 

2-21-50 

Brooklyn.  N.  Y. 

3-8-45 

Chicago.  111. 

10-24-51 

Tucson.  Ariz. 

7-31-40 

54— pt.  3- 


-40 
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IMS 


(TH» 


M.   L. 

PAUL 
ATT.   BBI 
OONBTUCnON  00. 
J.    B. 
J.    R. 
PAOL 
T.   P. 
W.   L. 
GUPPIN.   GBUtti)  E. 
GUPniH  *  O0lf>ANY 
GRIGGB.    WnXI/W  H. 

ones.  D.  S. 

GBOGB.    RUPHtT  M. 

GBOGSMAN.   ALBBIT 

GUASANIS  ICAnNG  *  HOOPING  CD. 

OUARANTBE  HOME  DTOVBIHrr  00. 

u      .         .  -    MAINIBIANCE  00. 


E.  P. 
GDHKA.   M.   W. 
GDPFBT.   nUD 
GDNIHHI.   CARL 
GDNTIiat  HEATING  00. 
GUmiAN.   JACOB  S. 
GUT  DISIKIBOTING  00. 
GUT  ROSB  ROOFING  00. 
GTMf.    S. 


HAAS, 

HAAS, 

HAGB< 

HAGE7«, 

HAGBi, 

HAQER, 

HAGER, 

HAOGBHUM, 

HAfilN.   M. 

HAW.    NORMAN 

HAIMOVITZ.  PAUL 

HAU7.  CHARLIE 

HALL.  ARTHUR  (ARA) 

HALL.  EARL 

HALLER.  FLOYD  S. 

SOL 
JOSEPH 
NORMAN  J. 
W.  B. 

VICTOR 

J. 

MORRIS 


HERMAN  B. 
HARRY 
M. 

CHARLES  E. 
CHARLES  E. 
P.  E. 

HJSIE 


(JR.) 


HAU^IN. 

HAMILL. 

HAMIU.. 

HAMilN. 

HAMMOND. 

HAND.  E. 

HANDLER. 

HANSB«.  JOE 

HANSON.  WILLIAM 

HAPGOOO.  JACK 

HARDING  HEATING  CO. 

HARDING.  SAMUEL  E. 

HAROMAN.  L.  W. 

HARDMAN.  RICHARD  N. 

HARDY.  S.  C. 

HARMON.  E.  V.  (JR.) 

HARMON.  HIERO  H. 

HARPER  HEATING  &  IMPROVEMB^  CO. 

HARREXii.    J.   E. 
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Salt  Lftke  City.  Utah  U 

Not  Bedford,  mas, 

Blmlndm  ft  Ttacaloou.  Ala. 

til  Us  torn  P&rk,   L.I. .   N.    T.  I 

lUaliUtOfi.   C&Hf.  U 

illlistoft  P*rt.   L.I.,   N.    T.  I 

Utah  k  Colo. 

Utah  k  Colo. 

»i    .  f  F^rk    L.I..   N.   Y.  I 

Plttsbortb.  Pa. 

Knoiville.  Tnm. 

Das  Moines.  Iowa 

Bur:.i;  .  ral  If. 

Los  Anceles.  Calif. 

Los  Anceles.  Calif. 

BelleTille.   N.  J.    Not  York.  N.   Y. 

BinlngfaaB  k  Ttiacaloosa.  Ala. 

Arllnftoo.  VS. 

Portland.  Ore. 

San  Antonio.  Tei. 

San  Antonio.  Tex. 

San  Antonio.  Tex. 

St.  Joseith.  Mo. 

Baltlnore.  Md. 

Baltiw>re.  Md. 

Chicago.   111. 

Portland.  Ore. 

Portland.  Ore. 

Cleveland.  Ohio 

H 

Los  Angeles.  Calif. 

S>encer.   la.  lorthington.   Minn. 

Brockton.  Mass. 

Mlani.   Pi  a. 

Oil  City.  Pa. 

Washington.   D.  C. 

PitUburgh.  Pa. 

N.  Hollywood.  Calif. 

Miani.  Pla. 

Onaha.  Neb. 

Tanpa.  Pla. 

San  Antonio.  Tex. 

San  Antonio.  Tex. 

Rochester,  N.  Y. 

St.  Louis.  Mo. 

Norfolk.  Va. 

Detroit.  Mich 

Los  Angeles.  Calif. 

Houston.  Tex. 

Hollywood.  Calif. 

Houston.  Tex. 

Mobile.  Ala.  Biloxi  ft  Meridian.   Miss. 

Palo  Alto  ft  San  Jose.  Calif. 

Portland.   Ore. 

Portland.  Ore.  Spokane.  Wash. 

Nashville  ft  Chattanooga.  Tenn. 

Nashville  ft  Chattanooga.  Tenn. 

Reading.  Pa. 

Reading.  Pa. 

Stockton.  Calif. 

San  Antonio.  Tex. 

Gardena.  Calif. 

Detroit.  Mich. 

Menphis.  Tenn. 
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ADDRESS 

DATE  ISSUED 

H   BROlHHtSft  00. 

Boston,  maa. 

9-29-48 

N.  MICHAEL 

Boston.  MBB8. 

9-29-48 

N.  WILLIAM 

Boston.  Mass. 

9-29-48 

Norfolk.  Va. 

1-16-45 

fuuor 

Rockaway.  N.  J. 

6-24-44 

OSffH 

Rockaaay.  N.  J. 

6-24-44 

36H>H  *  SONS.  INC. 

Rockaaay.  N.  J. 

6-24-44 

LEON  A. 

Montclalr  N.  J. 

8-11-45 

S.  W. 

Miaai.  Pla. 

8-26-52 

ACKSON 

Los  Angeles.  Calif. 

3-2-49 

RLBB 

Bovling  Green  ft  Perry burg.  Ohio 

7-6-41 

NARD 

Portland.  Ore. 

11-17-41 

ax^TRucnoN  oo. 

Louisville.  Ky. 

1-12-50 

JOSffH  MILTON 

Louisville.  Ky. 

1-12-50 

IRVING  P. 

Louisville.  Ky.  Chicago.  111. 
Houston.  Tex. 

5-20-47 

JACK  (P) 

Chicago.  111.  Houston.  T^x. 

1-31-51 

fi. 

N.  Hollywood.  Calif. 

7-26-51 

URNACE  00. 

lova  palls.  la. 

12-9-52 

HOWARD  C. 

Chelsea.  Itiss. 

5-20-48 

BDRGE  A. 

Syracuse  ft  Watertown.  N.  Y. 

11-16-42 

liARLES 

Indianapoils,  Ind. 

4-21-50 

fCK 

El  ^r*^.    -aUf. 

3-23-42 

SON  PLUMBING  00. 

Indianapolis.  Ind. 

4-21-50 

Mlaai.  Pla. 

2-11-52 

ROBHIT 

Portland.  Ore.  Stmkane.  Wash. 

10-29-51 

BBRT  A. 

Tucson.  Ariz. 

7-31-40 

BtALD  P. 

Medford.  Ore. 

10-25-49 

.  W. 

Knoxville.  Tenn. 

8-13-47 

LIP  CONSTRUCTION  00. 

Miaai.  Pla. 

6-17-42 

MBS 

Hillside.  N.  J. 

3-22-41 

FHIGHUTION  CORP. 

Brooklyn.  N.  Y. 

6-27-50 

OZA 

Biloxi.  Miss. 

7-21-50 

JAMES  (JIM) 

Des  Moines.  la. 

4-16-52 

PAUL 

Buffalo.  N.  Y. 

11-15-51 

AlAJEH 

Lexington.  Mass. 

12-23-41 

.  P.  M. 

PI  int.  Mich. 

1-27-49 

UGEIC  J. 

Pennsauken.  N.  J. 

6-9-52 

GBORGE 

Los  Angeles.  Calif. 

9-7-51 

JACK 

Los  Angeles.  Calif. 

11-7-50 

.  P. 

San  Antonio  tt  Houston.  Tex. 

3-9-42 

J.  P. 

Los  Angeles.  Calif. 

4-16-52 

PAUL 

ColuBbus.  Ohio 

1-18-52 

H. 

San  Antonio.  Tex. 

3-7-40 

PAINT  ft  WAIii  PAPSl  00. 

San  Antonio.  Tex. 

3-7-40 

CATHERINE  ALICE 

Louisville.  Ky. 

9-14-50 

.  E. 

turtle.  Tex. 

5-6-42 

EHRY   W. 

valley  Streaa.  L.  I..  N.  Y. 

9-9-48 

EMRY  W. 

WoodMre.  L.  I..  N.  Y. 

2-2-50 

ILLIAM 

Detroit.  Mich. 

9-29-50 

JOHN 

Rockaav ft  Newark.  N.  J. 

6-24-44 

MAJOR  PAUL 

LfiK      :  :-.  Calif. 

3-6-41 

WARD  J. 

Massillon.  Ohio 

8-31-51 

D.  E. 

Buffalo.  N.  Y. 

7-15-47 

N 

Jonesboro.  Ark. 

6-29-51 

Portland.  Ore. 

12-3-41 

.  D. 

AtlanU.  Oa. 

1-17-41 

.  J. 

Oakland.  Calif. 

1-10-42 

LFRH) 

Pittsburgh.  Pa. 

11-29-45 

N.  ALFRED 

Pittsburgh.  Pa. 

11-29-45 

PRANK  C. 

Canden.  N,  J. 

7-26-39 

OLD 

5.  Portland,  Me. 

1-8-48 

.  P.  (JR.) 

Indlaoapolts.  Ind. 

4-1-48 

.  P.  (SR.) 

Indiaitopolia.  Ind. 

4-1-48 

.  P.  FURNACE  00. 

tndiana(K>Us.  Ind. 

4-1-48 

W. 

San  Antonio,  Tex. 

11-28-52 
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DAVIS 

DAVID*  00. 
H. 


ttOJLLYICOD  WMR  imOVBBfT  00. 
HDlJUEiS.   JAJRRAr  ■. 
HOLT.  BBI 

HOLT  BDIIDINa  k  imOVBIBfT  00. 
HOLT  DKVBiJPINB  00. 
HOLT.  WBJERM. 
HQLIQN.  W.  L. 
HQLIQN.  fflU^IAII  M. 
HOLZHAN,    miRRAir 
»0I^  BEAUTIFTESS  QOm/m 
BEAUTIFUL     INC. 
:  CX)li=^ItT  INSULATIOH  00. 
OOPBlHUCTIOfi  00. 
MOtCTEAFT  PRODUCHS  00.,    INC. 
EgUIPIffiKT  00. 

00. 
00. 
00. 

00.  OPOKLAHGIIA 
IMWVBBfT  SBIVICI 
IMWVBBfT  k  SDFPLT  00. 

DcajmoN  00. 
oenAnoN  00. 

nmjITION  UAraJFACTURIMG  00. 

im.  iWE) 

INBDUnON  AND  ffGAlllStsritIP 
C30.      IMC. 

MOOe^IZATION  A  IIPftOVBIB^T 
HOMB  OWHiS  CX^KSTRUCnON  OD. 
HOME  OiNHlS  IIDDBRiVfZATIOfi  OO, 
HOMB  OWHIS'    SERVICE  COMPANY 
HOME  GWERS  SUPPLY  CO. 
HOIB  SAI£S  00. 

BIBl  ROOPING  ft  SIDING  00. 
HCJNR  COirANY  (THE) 
1         RTruARD  PAUL 


BnfAao.  N.   T. 
Lm  ADfelM,  calif. 
Los  ADfelM,  calif. 
Miaai.  na. 
Applatoo,  Wia. 
Dallaa.  Ita. 
B.  Detroit,  Mich. 
Sichnood  Hill,  N.  T. 
Teiarkatu,   Ark. 
HotjfltoQ,  Tex 
Tei&rk«aa,   Ark* 

Portland,  Ore. 
Cuddy,  Pa, 

RietaMBd  Hill.  N.  r. 
Broektoo*  s.  wemsath. 
Cranatoii,  R.  I. 
Das  Moinas.  la. 
OaortatoiD,  Ohio 

IndianELpoUfl,    Ind. 

Levi t town,   L.   I.,  N.   T. 

Houstonp    Tern, 

BlnalQB^flD.   Ala. 

Huakogee,  OkU, 

Duncan*  Harlow.  Okla. 

Lake  Ch&rles,  Lft. 

Jeffersonvilla,  Ind.  LouiaTilla.  Vf. 

Tulaa,  Qkla. 

Ht.  vamon.  Cairo.  111. 

Loot  Beach.  Calif. 

Lonf  Beach,  Calif. 
OO.Loe  Ancelea  *  North  Holljiood.  Calif. 
Brookline.  liiaa. 
San  Diego.  Calif. 
Dallas.  Tex. 
San  Dieeo.  Calif. 
Tuscaloosa  ft  Besseaer.  Ala. 
AtlanU.  Ga. 
Indianapolis,  Ind. 

Washington.  D.  C  Syracuse.  New  York 
Washington.  D.  C.  Sirracuse.  N.  Y. 


M. 

West  Haven.  Conn. 

{ 

Newark.  N.  J. 
San  DiegD.  Calif. 

k.  n. 

Seattle.  Wash. 

ARTHUR  N. 

Philadelphia.  Pa. 

C.  P. 

Greenville.  S.  C. 

C.  P.  ROOPING  00. 

Greenville.  S.  C. 

»>.  CLAIR  V. 

HyatUvilleft  Nt.  Rainier. 

Md. 

.  OBRYL  N. 

S&n  Antonio,  Tei, 

-  .  GIfiRSaN 

Sapulpe,  Okla. 

OONBTRUCTION  00. 

San  Pedro.  Calif. 

W. 

San  Pedro.  Calif. 

LBONARD 

Lacrosse.  Wis. 

M  *.  BRYAN 

Grinnell.  Iowa 

CONSTRUCTION  00. 

Dorchester.  Hass. 

JIAN.  LOUTS 

Newark.  N.  J. 

1W  R    T  G. 

Los  Angeles,  calif. 

H^..   00. 

North  Bergen.  N.  J. 

«•»        w. 

TUskegee.  Ala. 
San  Jose.  Calif. 

.  r    U)  C 

Righy.  Idaho 

..  1   »«| 

Los  Angeles.  Calif. 
B.  Orange.  N.  J. 
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■AID 

Nemrk.  N.  J. 

8-31-49 

1  B. 

OiMha.  Neb. 

9-1-48 

BBtT 

TUscalooM.  Ala. 

11-4-48 

■8  OOMPANT  (IHB) 

Tuscaloosa,  Ala. 

11-4-48 

lUmCN  00. 

Lsmcnmrst.  N.  J. 

9-26-44 

LAnCN  00. 

Ljodhnrst.  N.  J. 

1 
Steubenville.  Ohio 

9-26-44 

DIG  00. 

6-16-52 

AlEU>IIi3  00. 

Medford.  On. 

10-25-49 

NsnucnoN  oo. 

Indiana.  Pa. 

12-15-49 

HEATING  *  AIR  CnNDITION- 

Topeka.  Kan. 

3-3^48 

iOUBB 

Covington,  Ohio 

1-7-48 

N  *  SON 

Covinftoo.  Ohio 

1-7-48 

SIROCnON  00. 

Gax7.   Ind. 

2-2-42 

OORPOUnON 

JaMica.  N.  T. 

7-27-51 

0ODCT8.    INC. 

Chicago.   111. 

12-28-51 

*  APPLIANCE  CO. 

Hattiesburg.  Miss. 

6-30-48 

00.   OP  NEW  ENGLAND.    INC. 

Nonwlk,  coim,       fhite  Plains.  N.  Y. 

12-11-51 

B  WUDQl  00. 

Bay  City    Mich. 

6-29-48 

KAL  HEATING  00. 

Clevelaad,  Ohio 

3-10-48 

nUL  UeULATIQN  00. 

Bdlae     Idshg 

5-23-47 

ooNSTHOcnoii  oo. 

Canbrlclge.   Mass. 

6-30-52 

PLASnC  TIU.    INC. 

PitUburgb.  Pa. 

10-13-48 

ROOFING  *  SIDING  00. 

AtlanU.  Ga. 

11-14-50 

lUMS  00. 

Des  Moines.   lova 

4-12-49 

IIPROVBBfT  CO. 

Des  Moines.  loea 

11-30-50 

PH 

Brooklyn.  N.  Y. 

4-8-42 

H. 

Seattle.  Wash. 

1-21-53 

MAX  (MARK.   MACK.   MICHAOi) 

Irvington.  N.  J. 

2-28-41 

R. 

Brooklyn.  N.   Y. 

3-20-42 

HALT  ROOFING  00.    (IHE) 

Coraai.  N.  Y. 

J 
Coluiibus.  Ohio 

8-11-50 

DBIS 

5-29-52 

RING  *  HEATING  00. 

Philadelphia.  Pa. 

11-29-51 

ML 

Chicago.   111. 

11-29-45 

NSIRDCTION  00. 

Detroit.  Mich. 

11-1-45 

ARRY 

Cincinnati.  Ohio 

9-11-50 

BWEIHC. 

San  Antonio.  Tex. 

11-28-52 

ITANY.    INC. 

Cincinnati.  Ohio 

9-11-50 

CHARLES 

Los  Angeles.  Calif.      Miaul.  Pla. 

3-18-42 

WIIJ.IAM  M. 

Los  Angeles.  Calif.      Helena.  Mont. 

8-9-40 

PAUL 

Detroit.  Mich. 

7-14-50 

OUOE 

TacoM.  Wash. 

12-9-52 

B.   *  H.    INC. 

Brooklyn.  N.  Y. 

3-20-42 

om 

Los  Angeles.  Calif. 

4-16-52 

AC 

AtlanU.  Qa. 

4-17-52 

ARMSfJ. 

Chicago.  111. 

1-31-51 

OBHTT  K.    (MRS. ) 

Tallahassee.  Pla. 

4-4-52 

RLES 

Miaaii.  Pla.     Los  Angeles.  Calif. 

3-18-42 

m  APPLIANCE  CO. 

Philodelplila.  Pa. 
PhUadelphU.  Pa. 

6-27-50 
6-27-50 

IB  IlffROVBCNT  00. 

DIG  *  SUPPLY  00. 

Sturgls,   Mich. 

10-17-52 

NO  OO. 

Rochester.  N.  Y. 

2-21-50 

NET)  ABE 

Pittsburgh.  Pa. 

10-13-48 

NET)  ADELIFE 

Pittsburgh.  Pa. 

10-13-48 

C. 

huuiituiJ^     'IVl, 

3-5-43 

SALVATORE 

Brooklyn.  N.  Y. 

5-12-47 

.   C. 

Dallas.  Tex. 

12-28-51 

PUANCE  *  FUWIIURE  00. 

Little  Rock.  Ark. 

8-20-52 

RtHDR 

Vancouver.  Wash. 

12-11-41 

8ESR)6  00. 

W.  Pais  Beach.  Pla. 

12-28-51 

yDGDBT 

Stockton.  Calif. 

8-8-41 
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Mmm 

i.   PLOTD  H. 

JQWBQI 

1.   OBDMBR. 

Mmm 

i.   J.  D. 

JQWBQI 

i.  JACK 

JCUPOW.   JiHBB 

JOmSQM.   L.   D. 

JOmSQN.   LMBT  B. 

joaeoN.  neBTT 

jomsiQN  TsnaTBOo. 

JOmSlQN.    W.   J.    (JR.) 

JQLLSf 

Slim  R. 

jDfes. 

CIMBS 

JONEis  ao«smucnoN  oo. 

JQWB. 

HARRT  H. 

JQIB. 

J.   BDVARD 

JQMB, 

MORGAN  I. 

JQWB. 

R.   V. 

jams. 

RALPH 

JOillAN, 

,   J.   PAUL 

JOTCB. 

CHARUB 

JOnS  FBCB  O0lf>AMr 

JWPP.  \ 

lALlHlH. 

W.  Pmlm  BBMh.  Pla. 
UtUe  Rock.  Ark. 
Nemrk.  N.  J. 
Cmdm.  N.  J. 
PortlMid.  Or*, 

■.  V%lm  Besclt.   Pla. 
j»el^ofi«^lUv.   Pla.  Brocktoo. 
pTovtdeQc«^   R.   I. 
danoa.   Rich. 
Mootfownr.  Ala. 
Mootp)WX7.   Ala. 
Central  valley.  Calif. 
St.  Loula,  Mo. 
CaDOOsburc.  Pa. 
New  Hartford.  N.  T. 
Lo8  Anceles.  Calif. 
CaDooslnrg.  Pa. 
JasiMr.  Tex. 
JacksoQ.  Tenn. 
Detroit.  Mich. 

St.   l4Hli8.    Mo. 

faahlngton,  a  C. 
Milwaukee.  Wis. 


HARRT  C. 
KAIMOIH.  R08B  OCHER  MICHABUB 
KAINB.  HARRY 
KAINRAIH.  JQSBU 
KAISA  CONTRACTING  CO. 
KAISER.  GILBOrr 
KAISai.  M.  E. 
KAISHl  R.  P. 

KALAMAZOO  SALES  ft  SERVICE  CO. 
KAJUUANS,  UAURICE  A. 
KANDS..  S.  K. 
KANE.  EARL  H. 
KANE.  HARRY 

KANE  HOME  IIPROVEMEMT  CO. 
KANOIL  INOORPORATQ) 
KANTSl.  RUBIN 
KANTOR.  HARRY 
KANTOR.  SAMUQi 
KANVASSSl.  LOU  H. 
KAPLAN.  EDDIE 
KAPLAN.  IRVING  L. 

KAPLAN.  ISIDORE 

KAPLAN.  MARTIN 

KAPLAN.  WILLIAM 

KAPLOW.  ROBERT 

KARABELNICK.  AARON  L. 

KARABEMICK.  GEDME 

K  :       ilARflY 

KARR.  A.  M. 

KARR.  JACK  L. 

KARR.  MAURICE  M. 

KARTUB.  NATHAN  C. 

KASZUBSKI.  LOUIS 

KATZ  CONSTRUCTION  CO. 

KATZ.  JACK  CONSTRUCTION  CO. 

KATZ.  SOL 

KAY.  DANIEL 

KAY.  J.  E. 
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FbttsTille.  Pa. 

Ckicaco.  111. 

Chicago.  111.  Houflton.  Tex. 

Chicago.   111. 

Lidgereood.  N.  D. 

Los  Angel ea.  Calif. 

Lidgenrood.  N.  D. 

Lidgervood.  N.  D. 

Caabridge.  Mass. 

Nev  Britain,  Oonn. 

Newark.  N.  J. 

Norwich.  Conn. 

Chicago.  III.  Houston.  Tex. 

Norwich.  Conn. 

Brooklyn,  N.  Y. 

'§.   Los  Angeles.  Calif. 

Brooklyn.   N.   Y. 

Brooklyn.  N.   Y. 

Los  Angeles.  Calif. 

Onha.  Neb. 

W.  He^^stead ft  Flushing.   N.  Y. 

Fairfield.  Conn. 

W.  Heapsteadft  Flushing.   N.   Y. 

Fairfield.  Conn. 

Flushing.   N.   Y. 

Brooklyn.  N.   Y. 

Newark.  N.  J. 

St.  Clair  Shores  ft  Detroit.   Mich. 

St.  Clair  Shores  ft  Detroit.   Mich. 

Los  Angeles.  Calif. 

AtlanU.  Ga. 

Atlanta.  Ga. 

AtlanU.   Ga. 

McKeesport.  Pa. 

SUten  Island.  N.  Y. 

Chicago.   111. 

Dallas.   Tex. 

Chicago.   111. 

Newark.  N.  J. 

Charleston.  W.   Va. 
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Charleston.  W.   Va. 

3-25-48 

Irvington,  N.  J. 

3-11-40 

ACE  &  SUPPLY  CO. 

Charleston.   W.   Va. 

3-25-48 

wi  Hsm 

Nartti  Holly«oodft  Los  Angeles.  Calii:. 

6-2-50 

Kt  L. 

T^lM^i    fJhlo 

11-6-47 

MJL  R. 

Taunton.  *  pall  River.  Mass. 

2-13-40 

TIN  E. 

Union  City  *  E.  Rutherford.   N.  J. 

12-28-51 

IN  P. 

East  Orange.  N.  J. 

7-29-46 

P. 

Port  Wayne.   Ind. 

1-22-47 

P.   COMPANY 

Port  Wiiyne.   Ind. 

1-22-47 

J. 

Portland.  Ore. 

1-27-50 

RL 

Oakland.  Calif. 

12-14-49 

MES  E. 

Oakland.  Calif. 

12-14-49 

MES  E.    (PETE) 

Bimingban  *  Tuscaloosa.  Ala. 

1-6-49 

S.   COMPANY 

Cleveland.  Ohio 

1-3-49 

ilN  D. 

Maiden.  Mass.     Washington.  D.   C. 

11-22-46 

RY 

Montclair.  N.  J. 

4-23-48 

H. 

Arcadia.   Ind. 

11-15-41 

3HN  L. 

Chicago.   111. 

7-9-40 

H.    (SOL) 

Chicago.    111.     AtlanU.  Ga. 

1-23-42 

D 

Charlotte,    K   C. 

10-9-42 

BITL. 

Buffalo.   N.   Y. 

11-30-45 

IH,   0.    E. 

Goodwater  ft  Alexander  City.   Ala. 

8-17-50 

ROGS 

TMlsa.  Okla. 

2-29-52 

St.   Louis.   Mo. 

7-21-49 

CONTRACTING  CO. 

St.   Louis.   Mo. 

7-21-49 

N 

Yakima.    Kasb, 

12-11-41 

RT  A. 

New  Orleans,  La. 

1-3-49 

RT  COMPANY 

New  Orleans.  La. 

1-3-49 

MARVIN 

E.   St.   Louis,   111. 

2-28-51 

J. 

Ne«  Yorli.    Brooklyri  ft  Eureka.  N.  Y. 

1-23-45 

Ijoimtoa,  res 

5-21-42 

6  &  SIDING  CO. 

E.  St.   Louis.   111. 

2-28-51 

LTY  COMPANY 

New  Vork,    N,    Y. 

1-23-45 

Bvansville.   Ind.      st.  Louis.   Mo. 

7-25-50 

Jonesboro.   Ark. 

6-29-51 

Minneapolis.  Minn. 

5-7-52 

NRY  W. 

Neptune.  N.   J. 

4-8-42 

IE  R.    (MRS.   PAUL  C. ) 

Buffalo.  N.   Y. 

8-16-51 

C. 

Buffalo.  N.   Y. 

8-16-51 

E  E. 

Georgetown.  Ohio 

3-29-49 

BERT  E. 

ColuBbus  ft  t)ayton.  Ohio 

2-7-47 

Kansas  City.  Mo. 

2-1-49 

RE  (JACK) 

Port  Wayne.   Ind. 

3-14-49 

A. 

Kansas  City.  Mo. 

9-20-51 

B. 

Los  Angeles,  calif. 

4-16-51 

A.   ft  ASSOCIATES 

Milwaukee.  Wis. 

10-9-39 

Paterson.  N.  J. 

1-30-42 

J. 

Gardena.  Calif. 

10-8-52 

IIFROVEMEMT  CO. 

Gardena.  Calif. 

10-8-52 

Newark  ft  AtlanU  City.  N.J.  Pliiladel  phi 

a.Pa.7-19-40 

NLEY 

Brooklyn.  N.   Y. 

5-12-47 

D 

Des  Moines.   Iowa 

11-15-51 

UIS 

Irvington.  N,  J. 

3-11-40 

RGE 

New  York.   N.   Y. 

10-19-39 

N  PAUL 

Chicago.  111.     Gary.   Ind. 

10-30-41 

BERT 

Bogota.  N.  J. 

9-12-44 

ON  A. 

Youxigstawn,  QhiQ    Boston.   Mass. 

2-29-52 

ACK  C. 

Union  City  ft  E.   Rutherford.  N.   J. 

12-28-51 

ENT  I. 

Columbus.  Ohio 

11-23-51 

LEONARD 

Oil  City     Pn, 

12-22-48 

EY 

Butler.   Pa. 

4-20-50 

RRY 

New  York.   N.   Y. 

10-9-44 

LPH 

Wilnington.  Calif. 

10-13-47 

LPH  CONSTRUCTION  CO. 

Wilaington.  Calif. 

10-13-47 

PRH) 

Bayonne.  N.  J. 

10-31-46 
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I«  ft  R  CONB'IHUUIIQN  00. 

RICHARD 

WDi^IilM 
LMSiDB  OOtf^ANY  (THE) 
M. 


LtfONTAINB.  JOa>H  R. 

a  K. 

C.   K.   MOmNIZING  00. 

DAVID 

LAXr^OCif:   HOME  1IOD0£KIZEBS 
UUtm,    (LOLLGR)  J.  B. 
IMAM,  JAMBBB. 
LAMS.  ROY  J. 
LANQ.  A.   P. 
LANG.  JCMN  A. 
LANO.  RQBBtrH. 


HniAN  W. 

(LANQBDi)  mrroN 

(LANQBBN)  WILLIAM 
LANNIin*  GHARLB3  P 
LAPBRT.  OTTO 

LAPERT  OBET  HBTAL  BORKS 
LtfQINT.  HARVSr 
LABKIN.  LBDNARDM. 
LARNARD,  RAT  R. 
LiMMCH.  BIU^IAM 
LARSON.  aYDBf. 
LARSON.   L. 
LARSON.  RANDY  J. 
LARSON.   WILLIAM  A. 
LATIMBt.   K.   P. 
LAVIN.    FRANCIS  J. 
LAVIN.   GRBQGRY  S. 
LAVIN.   MARVIN 
LAWRENCE.    L. 
IMRBCR.   RAY  V. 
LAWONSON.    CHARLES  E. 

I£AL.   TO) 
LEDI6.   PRH) 
LBB.   GBORCE  HyWARD 
1  r  -:  .  ■^    ':    w. 

UBCH.  CHARLEB 
LBBIAN.  HHUERT 
IflGH.  RICHARD 
LEISTHl.  GUY  J. 
LBMBR.  JOWi  W 
L9>QRE.  JOSffH  A 
LEFOW.   SAMUEL  E. 

LSANQl,    ISADORE 
LeROY  ASBESTOe  CO. 
LeBOY     N     - 
LeSHUPY.   ALBERT 

HODGE  SIM5 

SIMS 
1ZVS6GN.    S    C 
LEVB«IHAL,    PHILIP 
LEVire.   JACK 
LEVY.   J06B>H  K 
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Clerelmd,  Ohio 

ff,  Terre  Haute.   Inrf 

Plfttisburc.  M.  Y. 

St.   Loula,   Ho. 

Lofi  Angeles,  Calif. 

Chicaco.  III. 

Cliicaco.  III. 

Rochester.  N.  Y. 

Houlton.  Me. 

Noulton,   He. 

Boise.    Idalio 

Lekewod.  N.  J. 

Taive.  Pla. 

Ooloheeter.  Oooa. 

BiniiiishMB.  Ala. 

Hoaston.  Tex. 

Brookljo  R  New  York.  N.  Y. 

Hoaestead.  Pa. 

PbaeflU,   Ari^. 

Lets  An^^lpi,   Calif. 

Newark.  N.  J. 

Newark.  N    J. 

Philailelphia.  Pa. 

St.  Louis.  Mo. 

St.  Louis.  Mo. 

Schu3fier  L^e  L  New  Hartford.  N.   Y. 

Queens  Vlll^ce.  L.I..  N.   Y.. 

Hooston^   Tei. 

PhtlftdelnhtFi    Pa. 

RhinelMuler.  Wis. 

Kansas  City.  Ho. 

Rhinelander.  Wis. 

Rhinelander.  Wis. 

Jackson.  Miss 

Providence.  R  1 

Mobile.  Ala.  RMoxi  «  Meridian.  Misfi 

MlMl  Beach.  Pla. 

Los  Angeles.  Cnllf 

Des  Molncd.  Iowa 

Washington.  D  C. 

Houston.  Tei 

Coffeyrille.  Kan. 

Newark.  N    J 

Houston.  Tex. 

North  HoUjrwood.  Calif. 

North  Bergen.  N.  J. 

Bay  City.  Mich. 

New  York.  Brooklyn  A  Eureka.  N.  Y. 

Baltiaore.  Md. 

N.   HollywiMxl.   Calif. 

Brooklyn.  N.   Y. 

Mlaal.  PU. 

St.   Louis.   Mo. 

St.   Louis.   Mo. 

Gary.   Ind. 

MlsBl  6    w.  PalM  Beach.   Pla 

Mlaai  ft   W.   Pala  Beach.   Pla 

Seaford  ft   Brooklyn.  N.   Y. 

Houston.  Tex. 

Houston.  Tex. 

Olendale.  Calif 

Irvlngton.  N.  J 

Brooklyn.  N.  Y 

Chicago.  Ill 
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Syracuse.  N.  Y. 

10-9-42 

DePuniak  Springs.  PI a. 

Andalusia. 

Ala.  10-17-51 

East  Orange.  N.  J. 

7-18-50 

Inglewood.  Calif. 

11-20-51 

ILDGRS.  INC. 

Brooklyn.  N.  Y. 

9-8-50 

E. 

Kansas  City,  Kan. 

9-15-41 

Cincinnati.  Ohio 

1-16-48 

Springfield.  Mass. 

11-9-50 

ANTRS  J. 

Los  Angeles.  Calif. 

2-27-48 

HARRY 

Portland.  Ore. 

6-26-46 

6EPH  (JOE) 

Los  Angeles.  Calif. 

2-3-50 

NNBTH 

Los  Angeles.  Calif. 

2-3-50 

UCTS.  INC. 

New  York.  N.  Y. 

9-20-49 

CARET 

Goodwater  &  Alexander  City,  Ala. 

8-17-50 

S  CO. 

Houston.  Tex. 

1-30-50 

D  W. 

Houston.  Tex. 

1-30-50 

CE 

Houston.  Tex. 

1-30-50 

(RED) 

Houston.  Tex. 

1-30-50 

V. 

Los  Angeles.  Calif. 

11-21-51 

E 

Chicago.  111. 

2-27-43 

RT  R. 

Los  Angeles.  Calif. 

3-2-49 

E3iS 

Canton.  Ohio 

1-9-47 

Portland,  Ore. 

11-9-50 

Portland,  Ore. 

11-9-50 

ili^IAM 

Lynbrook.  N.  Y. 

3-31-49 

Houston.  Tex. 

11-12-48 

RUCTION  CO. 

S.  Portland,  Me.  Malone. 
Cape  Elizabeth.  N.  Y. 

Plattsburg 

ft     1-8-48 

C. 

S.  Portland,  Me.  Malone. 

Capt  L.  i,:aL/tnK  N.  Y. 

Plattsburg 

ft     1-8-48 

Colujubus,  Ohio 

7-18-50 

Yakima.  Wash. 

12-11-41 

Yakina.  Wash. 

12-11-41 

Des  Moines.  Iowa 

8-10-51 

R  E. 

Bimingham.  Ala. 

2-14-47 

Brooklyn.  N.  Y. 

1-31-49 

;ID0RE 

W.  Hempstead  ft  Plushing. 
Fairfield,  Conn. 

N.  Y. 

7-26-45 

Bakersfield.  Calif. 

10-8-52 

• 

Los  Angeles.  Calif. 

8-20-48 

fALTHl  D. 

Jamaica.  N.  Y. 

4-19-48 

LOYD 

S&n  Francisco  Calif. 

7-20-41 

5.  C. 

Glenda  e,  Cal  f. 

11-8-50 

ICTION  CO. .  INC. 

W.  HoUi^ood  Si   Oakland. 

Calif. 

11-21-51 

lis  A. 

Bethpage  ft  Babylon.  N.  H 

6-16-52 

TUCriON  CO. 

Bethpage  ft  Babylon.  N.  Y 

6-16-52 

"RED  (J\i.) 

New  Or  <?ans  La. 

8-18-48 

'  E. 

l>*  mi*.  Mlf-h- 

2-10-45 

1  H. 

Brooklyn.  N.  Y. 

2-17-47 

R).  J.  B. 

Tampa.  Pla. 

1-18-52 

(JACK) 

Dayton.  Ohio 

10-21-48 

■HONY 

Rochester.  N.  Y. 

11-7-50 

Brooklyn  ft  Long  Island. 

N  Y. 

12-12-46 

KJILOBiS.  INC 

Los  Angeles.  Calif. 

6-17-49 

SUIA-STQriE  CO. 

Los  Angeles.  Calif. 

3-2-49 

;IK0TG  CO. 

Louisville.  Ky. 

6-27-49 

L. 

Toronto.  Ohio 

7-15-47 

Trlon.  Oa. 

8-5-42 

N. 

W.  Los  Angeles.  Calif. 

11-21-51 

Los  Angeles.  Calif. 

6-23-41 

;ISES 

Los  Angeles.  Calif. 

10-1-51 

I  IBRCHANDISING  CO.  INC  Rochester.  N.  Y. 

6-29-51 

£  A  LUIBER  00. 

Rochester.  N.  Y. 

6-29-51 

PANY 

Portland.  Ore.   Spokane 

.  Wash. 

11-30-51 

,  INOORPORATED 

Portland.  Ore.   Spokane 

.  Wash. 

12-28-51 

1  J 

Hempstead.  N.  Y. 

2-28-51 
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DAIS 


MAOCHOIIC:.  LOUIS  A. 
MacDONALD,  P.  RANOU)   II 
MacOONALD.  HARRY 

machesney.  roy  h. 

Macintosh,  williau  e. 

magkay.  z.  j. 

macleod.  ai£x 

macstark  building  engineering  00. 

MacSTARK.   CHARI^S 

MAODB«.    UVRENCE 

MADISON  OONSIHUCTION  00. 

MADISOrC  CYRIL  L. 

MAGAZire  LUMBER  CO. 

MAGER.   T.    J. 

MAGER.   T.    J.   ft  S0I«5.   CO. 

MAHSl.   FRANK 

MAHKORN,   JACK 

MAIBl.   GEORGE 

MAITH  COMPANY 

MAITH  QK3INSRING  CO. 

MAITH  EIK3INEERING  ft  BQMIPIBrr  00. 

MAITH.   ROBHIT  A. 

MAJESTIC  HOME  IMPROVEH^TT  CO. 

MAJOR  HOMB  EQUIPIGNr  CO. 

MAJOR.    LOUIS  J. 

MAIAOFF.   MAX 

MANDGRVIIiJS.   EARL 

MANPREDI.   JOSEPH 

MANGOli).   JOSEPH  C. 

MANHEIM.   S.    W. 

MAM1EIM.   S.    W.    COMPANY 

MANHOLD.   MAX  S. 

MANLEY.  ROBERT  Q. 

MANNING  ELECTRIC  00. 

MANNING.  H. 

MANNING.  I.  T. 

MANUFACTURERS'  SALES  ft  SERVICE  CO. 

MARCHANT.  GEORGE 

MARCO.  WIIiilAM 

MARCUS.  JESlOke  H. 

MARCUS.  WIU.IAM 

MARCY.  LOUIS  G. 

MARGRAF  ARTHUR  E. 

MAR1EM  (MARIAM)  LOU 

MARINE  Ct)f*SnUJCriON  CO. 

HARK,    RAYMOND   (RAY) 

HARXOWITZ     Vlli^IAM 

MARKS.    M. 

MARKS.  ROBERT  A. 

MARKS.  SAM 

MARKS.  SAMUEL 

MARKSVILLE.  JEANETTE 

MARKSVILLE.  PERRY 

MARKSVIIi^.  PIERCE 

MARLEM  HOME  REMODELING  CO. 

MARLB4.  JOSEPH 

MARLOiE.  EDWARD  H. 

MARR.  C.  ED 

MARRONE.  MICHAEL 

MARSH.  B.  W. 

MARSHAK.  BEI«i 

MARSHAK.  GERAli)  S. 

MARSHALL.  BEM 

MARSHALL  HATCHERY 

24 


M 

Oil  City.  Pa.  i: 

Jacksonville,  Fla.  Houston.  Tex.     l( 

Chicago.  Ill  j 

Pittsburgh.  Pa. 

Worcester,  Mass. 

Phoenix.  Ariz. 

Detroit.  Mich. 

RichMHd  Hill.  N.  Y.  1 

RichMnd  Hill.  N.  Y.  l 

Brooklyn.  N.  Y. 

Chicago.  111. 

Washington.  D.  C. 

Bogalusa.  La.  1 

Chicago.  111. 

Chicago.  111. 

Clayton.  Mo. 

San  Antonio.  Tex. 

Pasco.  Wash. 

Philadelphia.  Pa. 

Philadelphia.  Pa. 

Philadelphia.  Pa. 

Philadelphia.  Pa. 

Los  Angeles,  Calif. 

Manchester.  N.  H. 

Manchester.  N.  H. 

BaltiBore.  Md.  Reading  Pa. 

Troy.  N.  Y. 

New  York,  N.  Y. 

Los  Angeles.  Calif. 

Cleveland  Heights.  Ohio 

Cleveland  Heights.  Ohio 

Mt.  Clercns.  Mich. 

Pomona.  Calif. 

Corpus  Christ 1.  Tex. 

Bronx  ft  New  York.  N.  Y. 

Corpus  Christi.  Tex. 

Philadelphia.  Pa. 

Detroit.  Mich. 

Detroit.  Mich. 

Philadelphia.  Pa. 

Detroit.  Mich. 

Bronx.  N.  Y. 

Cape  May,  N.  J. 

Portland.  Ore.  Los  Angeles,  Calif. 

Detroit.  Mich. 

SteubenviUe.  0. 

Buffalo,  N.  Y.  Detroit.  Mich. 

Nutley.  N.  J. 

Columbus.  Ohio 

North  Bergen.  N.  J. 

Jackson  Heights.  N.  Y. 

New  York.  N.  Y. 

New  York.  N.  Y. 

New  York.  N.  Y. 

Lawrence  ft  Caabridge.  Mass.  Auburn.  Me. 

Lawrence.  Mass. 

San  Antonio,  Tex. 

Pensacola.  Fla. 

Fitchburg.  Mass. 

Los  Angeles.  Calif. 

Binninghan.  Ala. 

Binninghan.  Ala. 

Portland,  Ore. 

Marshall.  111. 
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iVDDIIESS 

DATE  IS8IH) 

«rr 

Van  NujB.  Calif. 

4-17-52 

rRUCTION  00. 

Cleveland.  Ohio 

2-3-48 

i 

Goose  Creek,  Tei. 

7-10-40 

«  (MUS.  GBO.) 

Detroit,  Mich. 

1-14-47 

3S  A. 

Oil  City.  Pa. 

7-25-47 

Miaai.  Pla. 

6-17-42 

<< 

Absecon.  N.  J. 

11-21-46 

m 

Portland.  Ore. 

11-29-51 

gRT  H. 

Minneapolis.  Minn. 

10-10-45 

DMAS 

Bronx.  N.  Y.  N.  Y. 

12-19-47 

Ul 

Buffalo.  N.  Y. 

8-8-50 

[MPROVEMDCr  CO. 

Johnson  City.  N.  Y. 

3-29-48 

ISAAC 

Johnson  City.  N.  Y. 

3-29-48 

Chicago.  111. 

10-24-51 

PRISES 

Pittsburgh.  Pa. 

7-16-47 

IT 

Pittsburgh.  Pa. 

7-16-47 

Or  Undo,  Pla. 

1-10-49 

\S 

Plymouth.  Micb. 

10-28-42 

Hinneapolis,  Mian. 

9-12-44 

is  iMPROvaorr  co. 

Los  Angel«8,  Calif. 

5-1-52 

SK 

Charleston,  ff,  Va. 

1-7-44 

i. 

Bossier  City  U,  Houston.  Tex. 

3-30-51 

BPH 

Riverside,  Cal  f. 

7-9-41 

UO   M. 

Brooklyn.  N.  Y. 

5-12-47 

DL 

Spartansburg.  S.  C. 

10-9-42 

Portland,  Ore.  Spokane.  Wash. 

11-30-51 

SE 

Houston,  Tei, 

11-29-51 

(Initials  Unknown) 

BaltiBore.  Md.  Reading.  Pa. 

3-12-48 

riNG  tk   ROOFING  00. 

Buffalo.  N.  Y. 

7-2-45 

UN  T. 

Buffalo.  N.  Y. 

7-2-45 

mOND  A. 

Hattiesburg.  Miss. 

6-30-48 

Ea«:  J. 

Chicago.  111. 

1-6-47 

MAS  D. 

Chicago.  111. 

1-6-47 

EWElf  J. 

Oakland.  Calif. 

8-28-46 

GRAFPORT 

Oakland.  Calif. 

8-28-46 

JOHN  W. 

Des  Moines.  Iowa 

8-10-51 

DNSTRUCTION  CO. 

Cora».  N.  Y. 

8-11-50 

MALOOUI  W. 

Coraa.  N.  Y. 

8-11-50 

IVNK  J.  (BERNIE)  MRS . 

Portland.  Ore.  Spokane.  Wash. 

11-30-51 

S.  D. 

Stockton.  Calif. 

10-3-46 

3.  V. 

Charleston.  W.  Va. 

6-2-39 

».  J.  COHPANY.  INC. 

St.  Louis.  Mo.   Indianapolis.  Ind. 

11-3-49 

lALTER  J. 

St.  Louis.  Mo.   Indianapolis.  Ind. 

11-3-49 

.  S.  (JR) 

Gainesville.  DeLand.  Pla. 

10-22-46 

.  S.  (SR) 

Gainesville.  DeLand.  Pla. 

10-22-46 

.  C. 

Oakland.  Calif. 

1-10-42 

AVID  E. 

WenonahAPitnn.  N.  J. 

6-4-43 

ILLIAM  E. 

Woodbury  ft  Wenonah.  N.  J. 

6-4-43 

Los  Angeles.  Calif. 

6-29-51 

RUDE  E. 

Pittsburgh.  Pa. 

7-16-46 

ALBERT 

Philadelphia.  Pa. 

11-5-46 

DMPANY 

Philadelphia.  Pa. 

11-5-48 

06EPH  R. 

Louisville.  Ky. 

9-14-50 

NSTTUXmON  CO.  .  INC. 

New  York.  N.  Y. 

5-17-48 

HOMAS 

Bronx.  N.  Y. 

5-17-48 

W. 

N.  Hollywood.  Calif. 

11-21-51 

, 

Spencer.  la. 

4-29-52 

KANNA)  JAIffS  J. 

Rochester,  N.  H. 

2-15-40 

HOWARD  C. 

Dearborn.  Mich. 

6-19-47 

JOHN  M. 

Brighton.  Mass. 

11-21-51 

EX)  T. 

N.  Hollywood  Calif. 

11-21-51 

Rochester  N.  Y. 

11-7-50 

OHN 

New  Hav>ton.  N.  Y. 

2-19-51 

AWRENCE 

Malveme.  N.  Y. 

12-27-46 

MPANY 

Studio  City.  Calif. 

8-28-41 

EDWARD  J.  (JR. ) 

Denver,  Montrose  ft  Leadsville.  Colo 

9-47-48 
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.  T.    (TOM)  M, 


USCKLE?^£»G,   D.   0. 
MQ>ALI£,    SAN. 

HARAY  H. 


■L-VINR  PROOUCTB  Od 
L. 


MDMZ.  SAL 
MKIN.  ALLBf  L. 

mm&iAm,   NELSON 

HQiNm  humm  co. 

IE31NBI.    PAUL 
liltRtLt.,   RGBHTT  P. 
■KRIUAPK  VALLmr 
mPROVElGa'  CD. 


R.  H.  00..   INC. 
RALBICn  H. 
A.   J. 
R.   & 

MAYERS.    HAEar  J.   T.    (JR.) 

MICA 'MASTIC  CF  PLORIDA 

JiJCHAEL.    HARRY  M. 

VICHACL  TILING  *  imOVBBfr 

mCMAELS,    ftOSE  ftAlM'^JM   ■■i'MUt 

HTCHAgfiSON.   HARRY  hi. 

UICHIGAN  HOME  IIPHiOVOer«T  CD. 

MlD'VALLEnr  H£AT  tn  POiSl  CO. 

MID- WAY  HOME  THFIiOVHlBrt  00. 

MIDWAY  AODPING  ^  SIDTMS  CD. 

MIOffEST  HOME  IMPBOVDCNT  (X). 

MUBB.   PAUL 

MIUJUl.   ALBHCT 

MILLER.   C.   D. 

MlUai.   CHARLBB 

MILLER.   CHARLES  E. 

MlUai.   DEAN 

MILLER.   E.   H. 

Mllii^.  HAROLD  ROYCE  (HACK) 


CO. 


DC. 


MILLER. 

JACK 

MILLHi. 

MARVIN  ARNOLD 

MniA. 

MART  L. 

MIUA. 

MORRIS 

MIUA. 

S.   B. 

MILLER. 

VHilA 

MniA. 

flliJAM  K. 

MINASH. 

fWRY 

MINDER. 

BARNETT 

MirCRAL  ROCKiOOL  IMSULATION  CO. 

MINOINO 

.   MICHAEL  J. 

MIW.    I 

MINK.    I. 

.   R. 

MIKKHOPP.    I. 

IRV1        R. 

TBV 

■■ 

.  J. 

M*.- 

ITR  H. 

MI1 

1,      !!.•»-»■ 

MH 

1. 

Pioaacola,  Pla.  | 

Paosacola,  Pla.  | 

Billings.  Mont.  U 

St.  Louis.  Mo.  f 

Baltivrs.  Md.  I 

BaltiKVS.  Md.     Resdins.  Pa.  ] 

Novarfc.  N.  J.  1 

Mt.'Vsnu)n  ft  Cairo.  111.  H 
Kvansville.  Ind. 

Ssnta  Ana  ft  CulTer  City.  Calif.  i 

Oil  Citj.  Pa.  12 

Datroit.  Mich.  t 
Palo  Alto  ft  Ssn  Jose.  Calif. 
Pslo  Alto  ft  Ssn  Jose.  Calif. 
Ihite  Plains.  N.  T. 

Havoiiiill.  Mass. 

NoMtrk.  N.  J. 

Philadelpiiia.  Pa. 

PhiladelphU.  Pa. 

OMaha.  Nob. 

San  Diego.  Calif« 

Beverly  HlUsft  PoK>na.  Calif. 

Atlantic  City,  N.  J. 

MluL.  ria. 

Chicago.  111. 

Clilcago.  111. 

diicago.  111. 

Chicago.  111. 

Saginas  ft  Pootisc.  Mich. 

St.  LoaU.  Mo. 

Nov  Hsspton.  N.  Y. 

Nov  Hasptoo.  N.  Y. 

Shroveport.  La. 

Pittsburgh.  Pa. 

Detroit.  Mich. 

Los  Angeles.  Calif. 

Oiicago.  111. 

San  Antonio,  Tex. 

Los  Angeles.  Calif. 

Pittsburgh.  Pa. 

Chicago.  111.  AtlanU.  Ga. 

Bininghaa.  Ala. 

Lacuna  ^acti.  Calif. 

Chicago.   111. 

caiicago.  111. 

Presno.  Calif. 

Plorenee.  S.  C.      Pain  Springs.  Calif. 

Plorenee.  S.  C. 

Los  Angeles.  Calif. 

Des  Moines.  lova 

Van  Nuys.  Calif. 

Mesphis,  Tenn. 

Bellport.  L.I. .  N.Y. 

caiicago,  111.  (Sary.  Ind. 

Milwaukee.  Wis. 

Qaiy.  Ind.  Chicago.  111. 

Milwaukee.  Wis. 

Gary,   Ind.     Clhicago.   111. 

Milwaukee.  Wis. 

Gary.   Ind.     Chicago.   111.   Milwaukee.  11 

Chicago.   111.  Gary.   Ind. 

Los  Angeles.  Calif. 

Burlington.  N.  C. 

Haa^ton  ft  Middletown.  Obio 

Inringtonft  Montclair.  N.  J. 
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1933 


DATS 


fRACFQRS  CORP. 

^IM6  *  SHEET  MSTAL  WQMQB 

ft  OOIPANT 
LIOB 

cnujcnoN  oo. 

kTir^G  COMPANY 

m  B^iwms 

IE  nPROVOBfT  00. 

ffS  CXUPANY 

'ROVDffiXrS  00. 

tVIC£  OOVANT 

31EPH0I  P. 

6THUCTIQN  00. 

rHlPRISES 

lY  H. 

)HN 

>iAfU)  A. 

S 

ITRICE. 

ua£s  W 

M. 
H. 

]MG  J. 
lARD  L. 
P. 

t.    E. 
lANUQi 

Ulcus  W. 

M 
WILLIAy  C. 


A.    (MAXiEXii) 
(JACK) 


(BILL) 
H. 


niQND  (RAY) 
aMANUEL 
}HN  T. 

JOEKT  0.    (JR.) 

M 

GBORGE 

DNsnuxn'ioN  oo. 
c:  iiiPRovEaerrr  oo. 

B. 

«UEL  P. 
ILES  H. 

X)NSTRUOri0N  CO. 
EDWARD  C. 
EDWARD  C.   &  00. 
JOSEPIi  R. 
RICHARD  A. 
THOMAS  E. 
3«JAMIN  J. 

AJNSEY)  WILLIAy  (AL) 
x:  H. 

IMPLERffiKTS 
JBQPHUS  D.    («RSJ 
!RANK  SPEIRAN) 
tEDERICX  C. 
lARRY 

r. 

r.  &  SON 

miACTING  CO. 

UffiS  J. 

V. 

.VIN 


BrookljrB.  H.  Y. 

5-12-47 

Brooklyn.  N.  Y. 

5-ia-47 

New  York.  N.  Y. 

3-16-43 

New  York.  N.  Y. 

3-16-43 

Jecksonvllle.  PU. 

6-4-48 

Nashville  ft  Chattanooga.  Tnnn. 

3-11-48 

Valley  Streaa.  L.I..  N.  Y. 

9-15-48 

Lexington,  Ky. 

12-15-48 

Chicago.  111. 

1-28-49 

Cape  May.  N.  J. 

1-18-52 

Greenville.  Hiss. 

7-22-48 

BrHeevlUe  ft  Pittsburgh.  Pa. 

7-31-48 

M«Bi^liis.  Tenn. 

5-9-51 

Mevhis,  Tenn. 

5-9-51 

Me^ihis.  Tenn. 

5-9-51 

Indiana.  Pa. 

12-15-49 

San  Antonio.  Tex. 

11-28-52 

N.  Hollywood.  Cklif. 

7-26-51 

Portland.  Oregon   Spokane.  Wash. 

12-28-51 

Portland.  Ore.  Spokane.  Wash. 

11-30-51 

AtlanU.  Ga. 

4-30-51 

Dallas.  Tex. 

6-30-50 

E.  Detroit.  Mich. 

7-29-52 

Erie.  Pa. 

2-21-46 

Indianapolis.  Ind. 

8-27-51 

Portland.  Ore. 

7-3-40 

Baton  Rouge.  La. 

2-16-40 

Evansville.  Ind. 

3-28-52 

Los  Angeles.  Calif. 

4-16-52 

Des  Moines  ft  Davenport.  Iowa 

12-19-51 

Rock  Island.  111. 

W.  Los  Angeles.  Calif. 

1-15-51 

Los  Angeles.  Calif. 

1-27-49 

Los  Angeles.  Calif. 

1-13-41 

Philadelphia.  Pa. 

6-27-50 

N.  Hollywood.  Calif. 

9-20-51 

Detroit.  Mich. 

9-29-50 

Belleville.  N.  J. 

8-8-50 

Cleveland.  0. 

8-20-52 

Buffalo.  N.  Y.  Pittsburgh.  Pa. 

2-10-50 

Buffalo.  N.  Y.  Pittsburgh.  Pa. 

2-10-50 

Painesville  ft  Shaker  Heights.  0. 

4-16-52 

Jersey  City.  N.  J. 

11-10-46 

Jersey  City,  N.  J. 

4-25-49 

Jersey  City,  N.  J. 

4-25-49 

Jersey  City.  N.  J. 

11-10-48 

Jersey. City.  N.  J. 

11-10-48 

St.  Louis,  Mo. 

8-26-52 

Cambridge.  Mass. 

5-10-51 

Si  ver  Spring,  Md. 

2-28-51 

Owensboro.  Ky. 

8-23-50 

Owensboro.  Ky. 

8-23-50 

Detroit.  Michigan 

4-30-51 

Plint.  Mich. 

9-3-40 

Portland.  Ore. 

7-3-40 

Bellaire.  0.   Washington,  Pa. 

11-28-52 

Bellaire.  0. 

11-28-52 

Long  Beach,  L.  I. ,  N.  Y. 

5-4-49 

Long  Beacn.  L.  I. .  N.  Y. 

5-4-49 

Mev>his.  Tenn. 

12-31-52 

Greensburg.  Pa. 

11-21-46 

)SEPH  A. 


Andover  ft  Lawrence.  Mass. 
Rutland.  Vt.       Auburn.  Me. 


6-30-52 
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DMBD 


NAOQB.   J.    MORRIS 
HAJAVnS.   MORRIS 
NALTI-OOURAN  ASSOCIATES 
IMNCARROV.   DAVID  G. 
NAPQLS.   JOSaW 
NAPQLSKY.    JOSaW 

NATIONAL  O0N51RUCTI0N  00. 
NATIONAL  HOME  UPROVaCKT  CX). 
NATIONAL  HOME  MOOBWIZBtS 
NATIONAL  HOME  PRODUCTS  CO. 
NATIONAL   IMPROVEl«:r^  CQ. 
NATIONAL  INSULATING  ft  VETEESIING  CO. 
NATIONAL  PLASTILE  CO. 
NATIONAL  SALB5  CO. 
NATIONAL  THIMITING  ft  FLOOR 

BRACING  CO. 
KATlClWIDe  COftPOftATlOTi 
^T7.^:A■^.F  \  RJRNACE  CO. 
r^    ■  ACTt 

ICIBURGER.    J06KPH  P. 

r«.SON.  R.   S.   ft  O0lf>ANY 

ICLSON.  R.    T.    (DICK) 

NELSON.  R.   T.    OOIPANY 

NEL90N.  ROBSIT 

rcu90N.  ROBsrr  h. 

NELSON.   ROBERT  S. 

rcMiA.  woms  pqley 

NBSBCTT.  J.  M. 
NESBITT.  LAWRENCE 

NETist»i.  josani  A. 

NEWMAN.  BQ< 

NEWMAN.  BBIT 

NEWMAN.  L.  M. 

NICELY.  MARVIN  S. 

NICHOUS.  A.  H. 

NICHOLS.  V.  0. 

NICKEL,  ALFRED  H. 

NIELSEN  CONSTRUCTION  CO. 

NIELSEN.    M.    L. 

NIELSES^.    WALTEIt 

NOKiHjUTSrr     HERMAN 

NORMANDY  TILE  CO. 

NORTHEJIN  INSULATION  00. 

NORTHERN  STATES  COrfTRACTING  CO. 

NORTTiERN  WATER  SOFTENER  CO. 

NORTH  JERSEY  CONSTRUCTION  00. 

NORTH  JERSEY  HOIE  HffROVEHCafT  CO. 

NORTH  NEWARK  ROOFING  SUPPLY  CO. 

NiJKrfiKUP     HVJUit:JiT  L. 

NORTH  iAL£S  REAL  fiSTATE  00. 

NORTHWEST  CONTRACTING  CO. 

NORTHWEST  IJkND8CAPe  TO. 

NORTHWEST  ftOOFL%  00. 

NORTHWEST  SPECIALTY  ENGINEERS 

NORTON.    JACK 

NUGBIT.    BYRON 

HOGSm  ROOFING  ft  SUPPLY  CO. .    INC. 

NU-KOTE  COITANY 


Newark.  N.  J. 

7- 

Newark.  N.  J. 

7- 

Washington.  D.  C. 

4- 

H    Hollywood.   Calif. 

•• 

artx>hi>n  ft  E.  Rockairajr.   N.   Y. 

1- 

Brooklyn.  E.  Rockawayft 

i 

Janica.   N.   Y. 

Minneapolis.  Minn. 

j 

St.   Louis.  Mo. 

• 

Dayton.  Ohio 

M 

Seaford.  N.  Y. 

11 

Tulsa.  Okla. 

11 

Butler.  Pa. 

i 

Newark.   N.   J. 

1 

Meaphis.  Tenn. 

It 

Tulsa.  Okla. 

Washington.  D.  C. 

OwUia.  Neb. 

Salea.  Ore. 

Muncie  ft  Indianapolis.   Ind. 

BifEniniditLm,  AI&. 

Dayton.  Ohio 

Oakland.  Calif. 

Oakland.  Calif. 

Utah  ft  Colo. 

Haverhill.  Mass. 

Dayton.  Ohio 

JaMica.  N.  Y. 

Los  Angeles.  Calif. 

Detroit.  Mich. 

Shrewsbury.  Mass. 

BaltiBore.  Md.  Reading.  Pa. 

Baltimore.  Md.  Reading.  Pa. 

Cincinnati.  Ohio 

Buffalo.  N.  Y. 

St.  Louis.  Mo. 

Meaphis,  tenn. 

Los  Angeles.  Calif. 

Chicago.  111. 

Fresno.  Calif. 

Chicago.  III. 

Chicago.  111. 

Miani  Beach.  Fla. 

Rhinelander.  Wis. 

Ashton.  S.  D. 

San  Jose.  Calif. 

Belleville.  N.  J. 

Newark.  N.  J. 

Belleville.  N.  J. 

Miami.  Fla. 

Atlantic  C  ty.  N.  J. 

South  Send  Ind. 

Portland,  Ore. 

Oakland.  Calif. 

Seattle.  Wash. 

Portland.  Ore. 

Evansville,  Ind.  St.  Louis.  Mo. 

Springfield.  III. 

Evansville.  Ind.  St.  Louis.  Mo. 

Springfield.  III. 

Cambridge,  Mass. 


OAKLAM)  BUILDING  INDUSTRIES 
0BEN5HAIN.  G.  P.  (GBRAIi)  P.   GBUiY, 
or  JERRY) 


Pontlac,  Mich. 

Hawthorne.  Los  Angeles.  I nglewood,  Calif. 
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DMS  I88DD 


'.   T. 

Bui  Antonio.  Tex. 

7-23-48 

RATINQ  00. 

Chicaio.   111. 

2-22-45 

RY  M. 

ChicMO.  111. 

2-22-45 

B  KABCTH 
BRimA 

ChicMO.  111. 
Long  Beach.  Oalif. 

9-30-47 
11-21-51 

HEITIB 

Long  Beach.  Calif. 

11-21-51 

JACK 

Stockton.  Calif. 

10-3-46 

JAIB8 

Trenton.  N.  J.      MorrisYille.  Pa. 

11-28-52 

r.  A. 

Long  Beach.  Calif. 

11-21-51 

WIUilAM  A. 

Long  Beacb.   Oalif. 

11-21-51 

WIIiJAM  PRESTCM 

Chicago,    in. 

5-17-47 

JQHf  P. 

Wiflbiagton    D.   0. 

4-21*50 

JBBP. 

f^croBS.   Ga. 

5-25-39 

liTHt  J. 

Morristowiip   K.   J. 

7-20-42 

JAIB8 

Toledo.  Ohio 

7-3-52 

m.    (Initials  Unknown) 

Loa  Angeles.  Calif. 

7-11-51 

TOCTION  00. 

Coluiibus.  Otiio 

1-18-52 

:  INSULATION  00. 

Toledo.  Otiio 

6-17-48 

rem 

New  York.  N.  Y. 

1-8-48 

HARLBS 

New  Orleans.  U. 

3-14-52 

niiilAM  J. 

Los  Angeles.  Conpton  *  Ontario.  Oalif. 
San  Antonio.  Tex. 

6-12-51 

VtRY 

PoMoa.  Calif. 

0-27-51 

iARUB  L. 

Houston.  Tex. 

9-24-42 

HARD  OOMPANY 

New  Orleans.  U. 

12-31-52 

moE 

Brooklyn.  N.  Y. 

3-20-42 

\aLD 

Jacksonville.  Pla. 

5-27-47 

L  V. 

KontebeiiD,  Calif. 

9-27-51 

fGHN  J. 

Studio  City    Calif, 

6-28-41 

06 

St.  Lonis.  Mo. 

8-26-52 

IILTON 

Des  Moines.  Iowa 

11-30-50 

CnilC  CONEPIRUCnON  CO. 

Portland  k  Eugene.  Ore. 

6-30-52 

nSCAFE  00. 

Portland,  Ore. 

5-12-48 

ucnoN  00. 

Jacksonville,  Pla. 

6-28-46 

Jooesboro.  Ark. 

6-29-51 

IT  T. 

Jackaonville.Pla. 

6-28-46 

WBBST 

Salt  Lake  Citj.  Utah 

8-16-51 

XXatEBT  OOMPANY 

Salt  Lake  City.  Utah 

8-16-51 

(HARRY) 

Chicago.   111. 

6-8-45 

L 

Newark.  N.  J. 

8-28-48 

IRRY  M. 

Chicago.   111. 

9-30-47 

RY  M. 

Chicago.  111. 

9-30-47 

i.   ROBraT  HUGH 

Los  Angeles.  Calif. 

6-12-51 

SIDNEY 

Azuza.  Calif. 

4-16-52 

XMSIRUCTION  CO. 

St.  Louis.  Mo. 

10-8-52 

M  M. 

St.  Louis.  Mo. 

4-30-46 

S.   JOMf  M. 

St.  Louis.  Mo. 

4-30-45 

.IZABEIH 

White  Plains.  N.  Y. 

P 

Denver.  Leadsville  *  Montrose.  Colo. 

2-28-51 

:  PRODUCTS  CO. 

9-17-48 

XeiRUCTIQN  00. 

Boise.   Idaho 

12-31-52 

MDBCAPE  00. 

Port 1 and »  Ore. 

5-12-48 

TATBS  BUILDBRS 

Oaklaad.  Calif, 

11-21-51 

1 

San  Francisco.  Calif. 

8-23-50 

[DING  00. 

Paducah.  Ky. 

8-24-50 

US  W. 

San  Jose.  Calif. 

9-6-51 

1  M. 

Bmii^wire.   Hd. 

1-1-42 

^. 

Toledo,  Obio 

3-26-47 

nrnt 

Rossville.  Oa. 

8-5-42 

LOUIS 

Brooklyn  k   New  York.  N.   Y. 

n-10-47 

JOB 

Los  Angeles.  Calif. 

11-8-50 

iRRY  (HAROLD) 

Pittsf ield.  Mass.    New  York.  N.  Y. 
Newark.  N.  J. 

3-11-40 

i.  CARIBi) 

Brooklyn.  N.  Y. 

5-12-47 

XVING  00. 

Gainesville  ft  DeLand.  Pla. 

10-22-48 
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PAPPAS. 

PAMMOurrr  buiu>inq  t  ooNsnuicriON 

00. 
PARBi.   BDifY 
PAIUn.  PMD  ff. 
PAIUn.   J.   M. 

PAlUn  LUIfiBI  ft  SUPPLY  00. 

PARTRIOQi  OQNSIWXnON  00. 

PAMA.  M. 

PARVIN.  J. 

PABR.  RICHAKD  HDRY 

PAanr.  max 

PATCO  BQUIPIBfr  00. 
PA1TBU9QN.   DQNAIi)  8. 
PA1TBU9QN.   niANR  A. 
PA1TBU9QN.  H. 
PA1TBU9QN.  J.   V. 
PA1TBU9QN.   LB 
PATTON.  HANOBL 
PAIULIN.   J. 
PAVLIOL  ANIA  (IK) 

PAVLiGR.  snpwat 

t. ;.%;..    u^:»^....  ^MisS.   THOMAS) 
P1M30CIL 


Haverliill. 
Cl«T«laiid,  Ohio 


Mootcoaerar.  Ala. 
Middletovn.  N.  J. 
Mlddletovn.  N.  J. 
BrobkljB.  N.  Y. 
Ghlca«o,   111.      HoustoD.  Tex. 
Buffalo.  N.  Y. 

Portl&jid,  Or». 

San  Antonio,  Tex« 

Detroit,   mete. 

■asbiactoQ.   D.  C.     BrookKMit 

San  AntL\nlo,    Tex. 

San  Antonio.  Tax. 

Daa  Moinaa.  la. 

Kanaaa  Cltj.  Mo. 

Natlar  N,  J. 

Plttstwir«h.  i^, 

Fo^tod  Ui^s,  Hastbome  ft 

Pl«aaaiitTillc.  N.  J. 

PlaaaafitTille,  N.  J. 

Naaan.  ii«  <I. 

Clevaland.  0. 

jMBica.  M.   T. 

S!     '  :..K     Mo 


T-H-f 


M.I.i 


P1MI8QN  FUmiNG  ft  HBATINQ  00. 
ROY  S. 
NDHT  K. 
PBJX.   JQIil  P. 
WMmM    flCTfT 

U    0, 

TILE  CCIPANT 
ngMLI>6,    lIULIiMI 

-FMX  CQHPANT  OP  AHIUCA 
l-PACS  CtirA.VT  CF  PLOBIIM 

A-PACS  ctirjwY  CF  prrrsBOKH 

Lsr  av^.FV7r.Ki^  oo. 

rayit  lit  sarwu.  od 

tlUJiMI  p. 


rfVPSL   Jt^KS  AISSK 

nuuHLFKiA  VAT^SK  cormx  .X. 

nuLLir^  J    f 

nOLLXK^    P 
KIUIK.    P     it 
PKZLMFS 

prcsc. 

s.   s: 

a 


T— calooaa,  Ala. 
T— calooaa,  Ala. 

•  ..-  ■    -'  ■:      ^^^^s, 

LniccL  CU.J  t  E.  BatMerfdrd.  K. 

Loa  Avalaa.  Calif. 

Beadii^  Pa. 

K.  St.  Looia  ft  Bellerille.    Ii: 

Cbicafto.   111. 

LonisTille.  Kj. 

Pittsborcft.  Pa. 

Miami.  Pla. 

PittsbanH.  Pa. 

BaffUo.  K.   T. 

Pouk  calif. 

Poaoaa,  Calif. 

ladiiaipEms  ftMmcie.   ^^r. 

Atlaacic  Cltr.  K-   • 
*-'   --  --:la    Pa. 
Oicag?.   III. 
!l«amrt,   1.   J. 
Day^oa^  Oaic 
Plixt.  Mica. 

Vmra.  *.  J. 
i«vvr^  £ills  ft 
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DATE  ISBOH) 


S  A. 

Los  Angeles.  Oalif. 

RICHARO  K. 

Los  Angeles.  Cslif. 

Sen  Prsnclsco.  Cslif. 

MON 

Clerelsnd.  Ohio 

:  B. 

B.  Chicsgo.  Ind.   Oalownt  City. 

:  B.  A  SON 

B.  Chicsgo,  Ind.   Csloaent  City. 

LIAN  B. 

Milvsukee.  Wis. 

\  M. 

Lak^wood,  H.  J* 

atT 

UntoQCityft  BeUeville.  N.  J. 

acE 

Atlsntic  City.  N.  J. 

B  B. 

Port  lend.  Ore. 

NQ  MAIBIIALS  00. 

Portlsnd.  Ore. 

D. 

SacrajDento,  Calif. 

E  IlfWVBSfr  CO. .  INC. 

Newarlt.  N.  J 

UX) 

Brooklyn.  N.  Y. 

ERT 

Pittsburgh.  Pa. 

CONBHUXTIGN  CO. 

Portsaouth.  Ohio 

S  D. 

Fitzgerald.  Ga. 

DIE 

Dallas.  Tex. 

D. 

Newark,  N.  J 

X 

Brooklyn,  N.  Y. 

ORGE  R. 

NicholasTille,  Ky. 

GRICK  G. 

Knozville.  Tenn. 

Blsira.  N.  Y. 

!  A. 

Yakiaa.  Wash. 

N.  M. 

St.  Louis.  Mo. 

A. 

Nutley.  N.  J. 

EASLEy 

Hattiesburg.  Miss. 

LBON 

Hattiesburg.  Miss. 

C. 

Stockton.  Calif. 

HW  G. 

San  Diego.  Calif. 

T.  JR. 

San  Diego.  Calif. 

T.  SR. 

San  Diego.  Calif. 

T.  ft  SGNB 

San  Diego.  Calif. 

WATHl  SOPTOIHt  CO. 

Salt  Lake  City.  Utah 

ICE  CO. 

Portland.  Ore.  Helena.  Billings  ft 

ilssoula.  «ont. 

. 

MlajBl,  Pla. 

ICTAL  WEAIHERSTRIP  CO. 

Seattle.  Wash. 

PING  ft  C0N5TRUCTIGN  CO. 

Chicago.  111. 

ICE  C.  (JR. ) 

Webster  Groves  ft  st.  Louis.  Mo. 

S4N 

Los  Angeles.  Calif. 

Long  Beach.  Calif. 

Q 

00    • 

Brooklyn.  N.  Y. 

E  IMPROVEMENT  CO. 

Portland.  Ore. 

ICH 

Dayton.  Ohio 

ET  ICTAL  CO. 

Dayton.  Ohio 
Magee.  Miss. 

vasn  STORE 

ATQRS 

Houston.  Tex. 

RUCTION  CO. ,  IMC. 

Cleveland.  Ohio 

COPANY 

Detroit.  Mich. 

ISRAEL 

Houston.  Tex. 

ORGE 

Toledo.  Ohio 

HAEL 

Buffalo.  N,  Y. 

IRENCE 

Jacksonville.  Pla. 

LTQN  B. 

Jacksonville.  Pla. 

S 

New  Haven.  Conn. 

Mlaai.  Pla.  South  Bend.  Ind. 

RPROOP  OOATIMQ  00. 

Miaai.  Pla. 

ASTIAN 

Brooklyn  ft  Central  Islip.  N.  Y. 

li^IP 

Worcester.  Mass. 

BUi 

Levittoun.  L.  I..  N.  Y. 

11-21-51 
5-31-90 
5-12-52 
6-30-46 
6-21-45 
6-21-45 
8-30-40 
4-22-48 
2-16-49 
8-24-45 
3-30-51 
3-30-51 

11-20-50 
6-30-50 
5-12-47 
7-14-49 
1-21-47 
4-27-42 
7-11-47 
6-30-50 
3-8-45 
6-15-50 
1-10-42 
12-3-40 

12-11-41 
4-30-45 
6-22-50 
6-13-49 
6-13-49 
10-3-46 
2-27-51 
2-27-51 
2-27-51 
2-27-51 

12-17-51 

11-30-51 

2-11-52 
9-29-46 
6-14-48 
10-8-52 
5-15-51 
9-27-51 


11-1-46 

6-16-52 

12-11-46 

12-11-46 


2-29-52 
4-25-51 

12-17-51 
12-4-52 
4-25-51 
11-1-50 

11-15-51 

6-4-48 

6-4-48 

1-22-48 

8-26-52 

8-26-52 

U-19-46 
3-31-47 
8-30-50 
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RAITBl.   fUmOi 
RALBf.   ROLAND 

B.   J.   00lf>ANY 

BLAIR  J. 

RANG;    ALPRH)  T. 

RAPHAfL.    BENJAMIN 

RAPP     SAM 

RAPPAPORT.    SAM 

RAOH.   DAVID  A. 

RAUH.   G.   A.   ft  SONS 

RAUH.   QUSTAV  A. 

RAW.   JAISS  & 

RAVQ..   FRANCIS 

RAY.   PRANK  JAISS 

RAY  LOMBBl  YARD 

RAYNE  lAIBl  OOWITIONING  00. 

RAYNB  lATHl  SOPTOIEIt  OOITANY 


R8A.   PATRICK 

Auaer 

DAN 
S.  L. 


Silver  Sprinc.  Md. 


Y. 


BARL.R.    (RUSSHi.) 

TAUBST 
IBLVIN 
RBBAL  CQNBTROCnON  00. 
RPCH.   ABRAHAM 

REIFBISrEIN     E. 

RgTPGN^I^.    E.    LAlRSCf^ 
RELIABLE  OOmRACTORS.    INC. 
RBilABLE  PBICE  ft  OGNSTRUCnON  00. 
RBUS.   J. 
M. 
VINCSfT 
REVAL.    MARK 
REZAK.    NATHAN 
RICE.    BHUAMIN 
RICE.   CLARENCE  J. 
RICHARD6,   C.   H. 
RiCHARiB  CONSmUCTlQN  CO. 
RICHAROeON,    JOm  EL 
RlOfliOlO.   HB41T  E. 
RICXLE  OON^TRUCriON  ft  SUPPLY  00. 
RICKLK.   GUGEME 
RIC9QIAN,   HOiARD  W. 
RIDHl.   SAMUHL 
RIDGE.   PRANK  E. 
Rn^.   H.    M. 
RILSr.    J06S>H 
RIUBY.   KBiCTH 
RIIGK.   CARL  P. 
RINO^T     R.    K. 
RIVAL  IttJUSmiES.    INC. 
RlVEXrON  ROCJi  QUARRY 
RIZZ^D,    CHAKL£S  B. 

ROACK.  jAies  n. 
ROGERTS.   C.    P. 
ROBBRTS.   JOW  R. 
ROBHOS.   ROY 
ROBINSON.   EARL 
ROBINSON.    ROY 
ROOCI.    A.    WARD 
ROOCI.   AiriHONY  W. 

32 


Y. 
Y. 
Y. 
Y. 


Los  Angeles.  Oftlifornia 

Gsry.  Ind. 

Pslrfsx.  VlL. 

Pisirfsx,  Va. 

Brookljii.  N.  Y. 

Brookljii.  N. 

Gsry.  Ind. 

Gsry.  Ind. 

Ancellcs.  N. 

Ancelics.  N. 

Ancellcs,  N. 

Ancelics.  N. 

Ssn^^tonio.  Tex. 

Ssn  Jose.  Cslif. 

Ssn  Jose,  Cslif. 

N,  Ho:b"«i>^,  ciiif. 

N^  Holljvood.  Glefld&Ie,  Los  Angeles. 

Lynvcxxl.  Pomoha,  Tenple  Citj  ft 

Ssn  Bernsrdino.  Cslif. 

Detroit.   Mlchlgmn 

New  York.  N.  Y.     BellerUle.  N.  J. 

Bl  Oentro.  Cslif. 

Bl  Oentro.  Cslif. 

Fresno  ft  Osklsnd.  Cslif. 

Tolas.  Qkls.      Modesto.  Cslif. 

BellefoDt«loe,  Ohio 

tpl^ila.  Ohio 

Brooklyn,   K,   Y, 

RlCteOQd  Bin.   N.   Y. 

Baise.  IdsCvo 

Los  Alleles.  Cslif. 

Los  Alleles.  Cslif. 

ArUacioQ,  Vs. 

iftstilnrton,   D.   0. 

N    Sftcraaento,   Cslif. 

Boise,    Idaho 

Ne»  Bnmswici!,   N     J. 

Presno  ft  Osklsnd.  Cslif. 

Br.okljn.  N.  Y. 

Cincimisti    Oblo 

H«ctisnlcAbtir£.   Ind. 

Htwport,  Ore. 

Cleveland.  Ohio 

Gr^d  Rapids  Mick. 

PttUadelpnla    Ps, 

Jersey  City.  N.  J. 

Jersey  City.  N.  J. 

Osklsnd.  Cslif. 

Pittsborgk.  Joknstovn  ft  Al toons.  Ps. 

Ssn  Diego.  Cslif. 

Los  Angeles.  Cslif. 

PittsDurgk.  Ps. 

Louisville.  Ky.   Jeffersonville.  Ind. 

Norvick.  Conn. 

Dsllss.  Tex. 

N.  Hollywood.  Cslif.  Lss  Vsgss.  Nev. 

Portlsnd.  Ore. 

Brooklyn.  N.  Y. 

Des  Moines.  Iowa 

Msgee.  Miss. 

ffilkes-Bsrre.  Ps. 

Osklsnd.  Cslif. 

Asklsnd.  Ky. 

Osklsnd.  Cslif. 

Portlsnd.  Ore. 

Brighton.  Msss. 
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1939 


DATS 


Chicago.  111. 

6-14-48 

Chicago.  111. 

6-14-48 

Youngs tovn.  Qbio 

12-28-47 

m.) 

Young »tovo,  Ohio 

12-28-47 

Oak  Park.  III. 

2-14-50 

MiiBi.  Pla. 

3-25-52 

Culver  Citj.  Calif. 

2-27-41 

Duluth.  Minn. 

6-17-46 

Spirit  Lake.  Iowa 

n-22-48 

Newark.  N.  J. 

4-21-50 

Garden  City.  L.  I..  N.  Y. 

9-3-48 

Flint.  Mich. 

9-15-52 

Detroit.  Mich. 

4-25-51 

Syracuse,  N.  Y. 

3-8-40 

Norristown  ft  Philadelphia.  Pa. 

5-5-52 

San  Antonio,  Tex. 

7-13-51 

Los  Angeles.  Calif. 

10-16-42 

riNG  00. 

Norristown.  Pa. 

5-5-52 

New  York.  N.  Y. 

10-9-44 

( 

Philadelpliia  ft  Norristown.  Pa. 

11-29-51 

Forest  Hills.  L.  I.,  N.  Y. 

2-28-51 

brookline.  Mass. 

1-3-49 

i 

Tanua,  FU- 

1-18-52 

Portland.  Ore.  Spokane.  Wash. 

12-28-51 

Detroit.  Mich 

4-25-51 

1-3-49 

D. 

Portland.  Ore. 

5-12-48 

He*   Roctielle  N.  Y. 

3-14-45 

Louisville  K^.  Portsmouth.  Ohio 

1-21-47 

Detroit  Mich. 

4-25-51 

Los  Angeles.  Calif. 

8-11-50 

Portsmouth.  Ohio  Louisville,  Ky. 

1-21-47 

Chicago.  111. 

Los  Angeles.  Calif. 

5-1-52 

Houston.  Tex. 

1-16-48 

G     '       :                                      f^     M.     C. 

4-30-52 

Rennettsville.  S.  C. 

4-30-52 

W  00. 

BennettSYille.  S.  C. 

4-30-52 

3N  00. 

8oise,  Idaho 

12-31-52 

Irvingtoo  ft  Newark.  N.  J. 

4-30-42 

Miami  Beach.  Fla. 

2-7-49 

Pittsburgh.  Pa. 

11-16-42 

Oil  City  ft  Bradford.  Pa. 

1-8-42 

Pittsburgh.  Pa. 

11-16-42 

Pittsburgh.  Pa. 

11-16-42 

Newark.  N.  J. 

7-9-41 

31VICE  CO. 

Spencer.  la. 

4-29-52 

Pontiac.  Mich. 

11-19-47 

Utt)LD  BURTON 

Ionia.  Mich. 

2-13-45 

3. 

Pittsburgh.  Pa. 

9-25-44 

Chicago.  111. 

3-14-45 

Atlantic  City  ft  Trenton.  N.  J. 

4-24-50 

Jamaica.  N.  Y. 

5-21-42 

Miami.  Fla. 

8-31-51 

Jamaica.  N.  Y. 

5-21-42 

Gulf port.  Miss. 

2-29-52 

Kansas  City.  Kan. 

7-25-47 

Los  Angeles.  Calif. 

9-7-51 

S'lMi,.^  ^asn- 

9-29-48 

8an  AntoQlo,  Tet' 

7-13-51 

Seattle^  task 

9-29-48 

Denver,  Colo, 

3-14-41 

Portland.  Ore. 

5-19-52 

Milwaukee.  Wis. 

8-29-42 

Philadelphia.  Pa. 

5-14-42 

San  Antonio.  Tex. 

7-13-51 
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8  A  8  ROFINQ  &  8IDING  00. 

Bossier  City.  U. 

8.B.C.O.  OTILITIBB  CORP. 

Brooklyn.  N.  Y. 

SABO.  josaw 

New  Hsven.  Coon. 

SAPAinr.  AuniBD  j 

Los  Aaislcs.  Soutb  Gate. 

RlTef«lde.  Csllf. 

SAOB,  IRBC  G. 

New  Rocbelle.  N.  Y. 

Ssn  Antonio.  Tex. 

SAILOR.  NORMAN 

Chicago.  111. 

8ALAVAN.  B.  JOSEPH 

Port  ffajne.  Ind. 

8ALAVAN.  GDC 

Port  Wayne.  Ind. 

8ALAVAN.  JOGS>H  EUQEMB 

Port  Wayne.  Ind. 

8AUVAN.  SAM 

Louisville.  Ky. 

SALISBURY.  KBmsni  L. 

Portland.  Ore. 

8ALTUN.  PRANK  JACK 

Chicago.  111. 

SALTZMAN.  JACK 

New  York.  N.  Y. 

8ALVIOI0.  ANIHONY 

Worcester  &  Clinton.  Ma 

SALVIDIO.  SAMUHL 

Worcester.  Mass. 

SAILER.  JAIBS  L. 

Chicago.  111. 

8ALZMAN.  PAUL 

Toledo.  Ohio 

Buffalo.  N.  Y. 

SAIPSQN  HOIC  INSUUTING  00. 

Buffalo.  N.  Y. 

SAMUELS  OONSTRUCTIQN  00. 

Cleveland.  Ohio 

SAMUELS.  ICRRILL 

Oes  Moines.  Iowa 

SAN  A>PrQNIO  HO»C  IMHWVEICNT  00. 

San  Antonio.  Tex. 

SAN  ANTONIO  SUPPLY  00. 

San  Antonio.  Tex. 

SANBORN.  LEE  A. 

W.  Los  Angeles.  Calif. 

SANPORD.  MAX 

San  Diego.  Calif. 

SANRUIEX  INDUSTRIBS.  INC. 

Chicago.  111. 

SANTA  PE  OONSTRUCnON  CO. 

Los  Angeles.  Calif. 

SANTINI.  JOHN  J. 

Brooklyn.  N.  Y. 

SANTINI.  SAM 

New  York  ft  Buffalo.  N.  ' 

SANTO,  JOHN 

Brooklyn.  N.  Y. 

SAHTUHO,  CARMINE 

Brooklyn.  N.  Y. 

SAUBl.  JOSEPH 

Philadelphia.  Pa. 

SAUNDQLS.  ALLm   (AL) 

Detroit.  Mich. 

&AUm>OlS,  JAMES  P. 

Tulsa.  Okla. 

SAURIN.  ARNOLD  J. 

Los  Angeles.  Calif. 

SAURIN.  ARNOLD  J.  COMPANY 

Los  Angeles.  Calif. 

SAV-ON  SERVICE 

Los  Angeles.  Calif. 

SAV-ON  SOPT  WATER  CO. 

Los  Angeles.  Calif. 

SAWYER.  MACK 

Yakina.  Wash. 

SAWYER.  0.  A. 

San  Antonio.  Tex. 

SCALZO.  ILLA 

Brooklyn.  N.  Y. 

SCALZO.  NATHANIEL 

Brooklyn.  N.  Y. 

SCANLAN.  MAURICE  E. 

Los  Angeles.  South  Gate, 

PoaoDA  k 


SCARBOROUGH  FURNITURE  CO. 
SCARBOROUGH.  LLOYD  H. 
SCHAEDEL.  JOHN  J. 
SCHAFER,  DAVID 
SCHEIE.  JACK 
SCHEMK.  SAMUEL 
SCHERER.  J. 
SGHERR.  PRANK 
SCHESS.  CHARLES 
SCHIPFBAUER,  WALLACE 
SCHINDLER.  GUST 
SCHL06BERG.  LEE 
SCHMALE.  E. 
SCHMEHL.  HERBERT  J. 
SCHMIDT.  JOHN 
SCHMIDT.  JOHN  &  COMPANY 
SCHNEIDER.  EARL 
SCHNEIDER.  J.  S. 
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Y. 


Beverly  Hills.  Calif. 

DeWitt.  Ark. 

DeWitt.  Ark. 

Snithtown  Branch.  N.  Y. 

Floral  Park.  L.  I.  .  N.  Y. 

Cleveland.  Ohio 

Cleveland.  Onio 

Buffalo.  N.  Y. 

Springfield  &  Colunbus.  Ohio 

Louisville.  Ky. 

Jackson  Heights.  N.  Y. 

Billings.  Mont. 

Norwich  ft  Waterford.  Conn. 

Los  Angeles.  Calif. 

Reading  Pa. 

S.  Ozone  Park  ft  Hollis.  L.  I..  N.  t. 

HoUis.  L.  I.,  N.  Y. 

Miaai  Beach.  Fla. 

New  York  ft  Brooklyn.  N.  Y. 
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XXJIS 

New  York,  ft  Brooklyn,  N.  Y 

2-13-46 

lARY  (ms.    LOUIS) 

New  York.  N.  Y.  -Brooklyn.  N.  Y. 

2-13-45 

1.    C. 

Beverly  Hills,  ft  Pomona.  Calif. 

U-21-51 

<.   ED 

CleYeland.  Ohio 

5-20-48 

I.   NANDOR 

Janica.  N.  Y. 

5-21-42 

WILLIAM  J. 

Yonkers.  N.  Y. 

5-26-42 

lARLES 

Woodbury  ft  Lake  Tract.   N.  J. 

8-11-45 

<.    JOHN  A. 

Brooklyn  ft  New  York.  N.   Y. 

12-23-46 

:arl  F. 

Sebring.  Pla.      Springfield.    111. 

4-11-42 

J. 

Van  Nuys.  Calif. 

4-29-52 

{THAN 

Janica.  N.  Y. 

5-21-42 

L.    &  COMPANY 

Plainfield.  N.  J. 

6-6-52 

L.    COMPANY  (INC)) 

Plainfield.  N.  J. 

6-6-52 

ITIICR  L. 

Plainfield.  N.  J. 

6-6-52 

»  G. 

San  Jose.   Calif. 

9-6-51 

SIHER  (IRS.    PAUL) 

Canton.  Ohio 

1-9-47 

^UL 

Canton.  Ohio 

1-9-47 

[CHAa  (MIKE) 

Shreveport,  La. 

1-21-53 

iBBRT 

Chicago.    11 

7-13-50 

UiOLD 

Flushing.  N.   Y. 

9-11-51 

\BRY 

E.  Boston.  SoBv^rviUe.  Lawrence  ft 
North  AdaiB.  Mass. 

2-3-48 

3UIS 

Brooklyn.  N.   Y. 

7-25-45 

-lOME  IMPROVEIfiNr  00. 

Detroit.  Mich. 

7-14-50 

< 

Haailton.  Cincinnati    ft  Lima.  Ohio 

1-31-49 

International  Pa]   s.   Minn. 

11-16-45 

)  JOHNSTONE  III 

Mobile     Ala.    Biloxi    ft 

8-28-50 

)  J.    &  D.    J.) 

Meridian,   Hiss. 

tT  R. 

Charleston.  W.  Va. 

1-7-44 

Birmingham.  Ala. -Richmond.  Va. 

12-29-48 

VCK 

Tulsa.  Okla. 

2-15-50 

)SH»H 

Buffalo.   N.   Y. 

9-17-48 

C  WOOL  INSULATION 

Seattle.   Wash. 

3-22-48 

«STOUCTION  00. 

Montclair.  N.   J. 

4^23-48 

5 

Syracuse.  N.   Y. 

3-8-40 

mWCTION  CORP. 

Somerville.  Mass. 

4-20-50 

31ARD  V. 

Somerville.  Mass. 

4-20-50 

KYl£ 

Somerville.  Mass. 

4-20-50 

[NG  SALES 

Forest  Hills.  L.   I..  N.   Y. 

2-28-51 

)  B. 

MartinsYille.   Ind. 

12-19-44 

)N     E. 

Philadelphia.  Pa. 

3-8-45 

Los  Angeles.  Calif. 

9-24-40 

JD  H. 

St.  Joseph  ft  Benton  Harbor.  Mich. 

5-15-47 

^  D. 

St.  Joseph  &  Benton  Harbor.  Mich. 

5-15-47 

lAY 

St.  Joseph  ft  Benton  Harbor.  Mich. 

5-15-47 

COIi^ANY 

Alexander  City,  ft  Goodwater.  Ala. 

8-17-50 

iBERT  C. 

Detroit.  Mich. 

7-14-50 

[liAEL 

Chicago.   111. 

10-24-51 

iAM 

Newark.  N.  J. 

5-19-41 

WAY 

Birmingham.  Ala. 

6-6-52 

Cleveland.  Ohio 

3-10-48 

Columbus  ft  Springfield.  Ohio 

5-1-47 

) 

Flushing.  N.  Y. 

9-11-51 

4G  &  HEATING  CORP. 

Brooklyn  ft  Long  Island.  N.  Y. 

11-17-49 

J 

Brooklyn   ft  Long  Island.  N.   Y. 

11-17-49 

Springfield   &  Columbus.  Ohio 

5-1-47 

Columbus    ft  Springfield.  Ohio 

5-1-47 

COMPANY 

Baltimore  ft  Hyattsville.  Md. 

11-28-49 

UM  H. 

Baltimore  ft  Hyattsville.  Md. 

11-26-40 

Jamaica,  New  York 

5-21-42 

)YD  K. 

Oakland.  Cailf, 

1-4-52 

TTRUCTION  CO. 

Jersey  City    N,  J. 

12-7-50 

rUEL  H. 

Binaitifhaii,   Ala. 

5-3-45 

IL 

Canton,   Otilo 

1-9-47 

m  R. 

St.  Louis.  Mo. 

9-12-45 
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(SIRIBIUM  SEBARIUM) 


8HUCART.  HENRY 

SIBIIM.  jom  M. 

8ICKUR.  EARL 

8IBQAL.  ABNBl 

SIBQQi.  EDWARD 

8ILVA.  ANTWNY 

SILVER  UNE  INSULATION  00. 

SILVERMAN.  MANN 

8ILVHUIAN.  STANLEY 

SILVER  SPRING  INSULATION  00. 

SinnNS.  CHARLES  (CHUCK) 

SinnNS.  MICHAH. 

8IIMQNS.  PETBl 

SimONB.  T.  A. 

8IIM0NB.    THOMAS  A. 

SIMON.   JACK 

SIMON.  JOHN  ( JOifl  H. ) 

SIMON,  M. 

SIMCNE.  CHARLES 

SIMONS.  uACK 

SIMS  JAMBS  H. 

BIMB.  l^^TEIi 

Bimm,   SAM 

SKAFF  8IDNE:Y  H. 

SKEXiTON.  NORMAN 

SLATER.  WAYNE  D. 

SLOAN.  I£E 

SLOAN.  NATHAN 

SLOTKIN.  LARRY 

SMITH.  BORDerrTE  J. 

CHARLES 

DAVID  B. 

DON 

EARL  B. 

EVANS  A.  (JR. ) 

HAROLD  (JR.) 
SMITH  HEATING  SERVICE 
SMITO.  HERBERT  RALPH 

IRVIN 

J.  A.  R. 

MALCOUM  N. 

NATE 

OSCAR 
SMITH'  S  PAINT  STORE 
SMITH.  PAUL 

SMITH.  PAUL  COMPANY  (TOE) 
SMITO.  ROBERT  A. 
SMITHSON.  MELVIN  A. 
SMUCKLER.  ART 
SNYDER.  K. 
SOCALL.  LARRY  C. 
SOHMER.  HENRY 
SOHNEK.  JOSEPH 

GOKOLOFf  mum 

SOLES,  JAMES  C. 

SOLOMON.  H.  J. 

SOLOMON.  JAY 

SOLOWITZ.  HENRY 

SORCE  CONSTRUCTION  CO. 

SORCE.  JAMBS  (JR.) 

SOUTO  CITY  SALES  CO. 

SCXJTHEASnRN  PLUMBING  &  HEATING  CO. 

SOLTTHERN  NimSEHIElS  AND  LANDSCAPING 

SERVICE 
SPAINHOUR.    WALTER 
SPARSER.    ARTOIR  L. 
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SMITH. 
SMITH. 
SMITO. 
SMITO. 
SMITO. 
SMITO. 


SMITO. 
SMITO. 
SMITO. 
SMITO. 
SMITO. 


J. 


Viriinlt 


Va. 

Virglnlt 


J. 


•-Ml 

8-IHI 

MHI 

U-MI 
S-IM 

^»« 

4-llHl 
MHI 

MMI 

^M 

8-IMI 


S-IHI 


St.  Louis.  Mo.  l-M-41 

Brooklyn.  N.  Y.  114KI 

Newark.  Belaer  A  Bradley  Beach.  N.  J.      I-IMI 

Newark.  N.  J. 

Brooklyn.  N.  Y.  E.  Rutherford.  N. 

Santa  Ana  %  CulYer  City.  Calif. 

St.  Louis.  Mo. 

Detroit  Mich. 

Atlanta,  Ga, 

SilYer  Spring.  Md. 

Silver  Spring.  Md.  Fairfax. 

Dorchester.  Mass. 

Atlantic  City.  N.  J. 

SilYer  Spring.  Md.  Fairfax, 

Silver  Spring.  Md.  Fairfax 

Ri(^i)iQQnd  Heights,  Mo. 

RlduDond  Kelehts.  Mo. 

Boston  Mass.   Manchester.  N.  H. 

Knoxville.  Tenn.  Linden.  N. 

Cincinnati.  Ohio 

Montgoaery.  Ala. 

Houston.  Tex. 

Newark.  N.  J. 

Lowell.  Mass. 

MtlwaiiKee,  Wis. 

Toledo,  Ohio 

OtmXuL,   Neb. 

Alexandria.  Va. 

Los  Angeles.  Calif. 

WellSYllle.  Ohio 

Portland.  Ore. 

Washington.  D.  C. 

Joplin.  Mo. 

San  Antonio.  Tex. 

Shreveport.  La. 

Topeka.  Kan. 

Wellsville.  Ohio 

Berkeley  &  Oakland.  Calif. 

Portland.  Ore. 

Lake  Charles.  La. 

Meridian.  Walnut  Springs  &  Glen  Rose.Tex. 

Houston.  Tex. 

Evansville.  Ind.  Paducah.  Ky. 

Bogalusa.  La. 

Cleveland.  Ohio 

Cleveland.  Ohio 

Kansas  City.  Mo. 

Newark.  N.  J. 

Toledo.  Ohio 

El  Centro.  Calif. 

E.  Detroit.  Mich. 

Albany,  N.  Y.   Norfolk.  Va. 

Irvington.  N.  J. 

Bronx  &  New  York.  N.  Y. 

Biloxi.  Miss. 

New  York.  N.  Y. 

Rego  Park.  L.I.,  N.  Y. 

Albany.  N.  Y.   Norfolk.  Va. 

Newark.  N.  J. 

Belleville.  N.  J. 

Tallahassee.  PI a. 

Tuskegee.  Ala. 

Little  Rock.  Ark. 

Salt  Lake  City.  Utah 
Los  Angeles.  Calif. 
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VXKSTRIES.    INC. 

31VICE  CORP. 

ITER  SQPTDIER  CO. 

W  CO. 

3. 

3.    OOPANY 

JUS  A. 

1ARLBS  E. 

[N 

rANY 

XHEN 


DC. 


.   k  SON 
3  J. 
BST  E. 

FHANK 
^CE.    INC. 
Ii»H 

A. 
3N  E. 

ii>H 
V. 

BRT  D. 
XIATES. 
U)  6. 


INC. 


UN  H. 

NsnuxmoN  oo. 

MING  A  OOWTRACTING 


Washincton,  D.  C.  3-2-49 
Los  Anceles,  Coivtoii  k  OnUrio,  Calif.       6-12-51 

Ontario,   Calif  6-12-51 
Los  AnBelea  Coop ton  k  Ontario.  Calif.        6-12-51 

Orlando    Pla,  1-10-49 

ff.  Los  Angeles.  Calif.  11-21-51 

W.  Los  Angeles.  Calif.  11-21-51 

ndianapolla,     nd.  4-13-51 

Norwich   A    faterford,  Conn.  7-8-49 

Biningtaaa,  Ala.  6-6-52 

Norwich,  Conn.  7-8-49 

Pasadena.  Calif.  11-13-45 

Houston.  Tex.  1-8-48 

Utica,  N.   Y.  4-8-52 

Utica.  N.   Y.  4-8-52 

Utica.   N.   Y.  4-8-52 

Detroit,  Mich.  4-30-51 

Spencer.   la.     fforthington.  Minn.                 4'-29-52 

Springfield.  Mass.  1-10-47 

Pasadena,   Tei.  8-11-50 

Loa  Angeles,   Calif.  4-16-51 

Portlfusd,   Ore.  7-3-40 

Los  Angeles.  Calif.  3-23-42 
Battle  Creek.  Mich.     Englewood.  Colo.         9-16-52 

Portland,  Ore.  6-16-52 

Dayton.  Ohio  9-20-48 

Dayton.  Ohio  9-20-48 

EvansTille.   Ind.  9-28-51 

Pittsburgh.  Pa.  11-28-52 

Newark.   N.  J.  6-16-42 

New  Haven.  Conn.  1-10-51 

Brooklyn.  N.   Y.  8-23-48 


NE  IMPRjOV^ffiTfr  CO. 
PROVEMafT  &  RO0PIN6  00. 
3PING  CO. 
OPING  00. 
NRY  M. 

L. 

L.   00. 

RM  WINDOW  CO. 
COHBGRVATION  00. 
HI 
ARD 

X  W. 

RLIE  D. 

HARLES 

NSmUCTION  CO. 

%O0B 

LIGHTING  PIXIVRE  CO. 

WIS 

AULINE  R. 

3TRUCTI0N  00. 

6. 

7BSSE  W.    (JR. ) 
IHERS  BUILDERS 

A. 

3HIT  D. 
\JL 

JY  A. 
IJY 
E. 
ICE  COMPANY 


Indianapolis.  Ind. 

San  Pranclsco.  Calif. 

Hyattsville  &  Baltiaore.  Md. 

Detroit  Hicb. 

Boi»e  Idaho  El  Monte.  Calif. 

Sli'^riii^Lji..  Hyo.   Mesa.  Ariz. 

Caabridge.  Minn. 

Caabridge.  Minn. 

Denver,  Leadsville  A  Montrose.  Colo. 

Portland.  Ore. 

Buffalo.  N.  Y. 

Forest  Hills.  L.  I..  N.  Y. 

Brooklyn.  N.  Y. 

Pittsburgh.  Pa.    Knoxville.  Tenn. 

Muncie.  Ind. 

Philadelphia,  Pa. 

Kevark,  N.  J 

Philadelphia.  Pa. 

Phil^elphia.  Pa. 

Philadelphia,  Pa. 

Philadelphia,  Pa. 

Los  Angel e£p  Calif. 

Houston,  Tei* 

Morgan towQ,  W.  Va. 

Pantana  ft  Loa  Angeles.  Calif. 

S&n  Antonio  fli  Houston.  Tex. 

Pontana  ft  Los  Angeles.  Calif. 

Paducah.  Ky. 

Detroit.  Mich. 

Portland.  Ore. 

Chicago.  111. 

Stat en  Island. 


N.  Y. 


5-31-50 

5-12-52 

11-28-49 

12-31-52 

5-23-47 

3-18-49 
3-18-49 
9-17-48 

11-30-51 

11-13-46 
2-28-51 
1-14-46 

10-29-41 
3-28-52 
8-19-48 
7-31-51 
8-19-48 
8-19-48 
8-19-48 
8-19-48 
4-22-49 
2-3-49 
9-30-48 
5-31-50 
2-18-44 
5-31-50 
5-13-41 
6-22-39 
5-12-48 
1-23-42 

11-30-51 
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grOKBB.   raOMAS 

STOLOPSKY. 

SrOMB  CRAFT  8IDINQ  CX). 

STONE,   CRAIG 

STOIC.   J.    B.    (SPIKE) 

STOiBC.  A.    D. 

STGRM  BittmiHiS 

STORM  C.   C. 

STORY.   0.   L. 

STOre,   HLIZABEIH  E.    (MtS. 

STORE,   ff.    E. 

STREETS.   E.    G.    (GEORGE) 


f.    E.) 


SIRONQ.   M. 

STRONG.   MILTON 

STUART  CONSTRUCTION  CO.      INC. 

STOART.   J.    C. 

STULL.   G.   ff. 

STVX.   ARTHUR 

SUBURBAN  HOie  IIPROVBCNr  CO. 

SUBURBAN  HOIC  IMPROVERS 

SUBURBAN  HOIC  RENOVATORS.    HC. 

SULUVAN.   THOMAS  J. 

SUMBtS.   ABRAHAM 

SUPERIOR  C0N5T1UICTION  CO. 

SUPHIIQR  FURNACE  CO. 
SUPERIOR  imtOVEiefT  CO. 
SUPBftlOR  ROOFING  %  SIDING  CO. 

ami^LAND    JOW  (JACK) 
BmTHQ^I     CARL 
SinrOl.    EXVARD 
SIFTLICK     HARRY 
SffORDS.   ffARREN  H. 
SYDNEY.   P.    ff. 


St.   Louis.   Mo. 

Plttsbargti.  Pa. 

Ctorona.  L.   I. .  N.  Y. 

San  Antonio.  Tex. 

LoB  Anceles.  Calif. 

San  Antoolo.  Tex. 

San  Antonio.  Tex. 

San  Antonio.  Tex. 

Steele.  Mq. 

Vorcester. 

lorcester. 

Helena  Butte,  Hisaoulap 

Bllllnss.  LewlstOTO  k  Great  Falls,  1 

Portland.  Ore. 

Nutley.  N.  J. 

New  Orleans.  La. 

Lob  Angeles.  Calif. 

Boise.  Idaho 

Holljrvood.  Ciallf. 

Muscatine,  Iowa 

Mt. Vernon,  N.  Y. 

Mt. Vernon.  N.  Y. 

Mt. Vernon.  N.  Y. 

Ataecon.  N.  J. 

Los  Anceles.  Calif. 

Cincinnati  Haailton  A  LiM.  Ohio 

ConnersTllle.  Ind. 

Mason.  City.  la. 

Chicago,   111. 

Rldunnd  HeighU.  Mo. 

Syracuse,  N.  Y. 

MlsBl.  Fla. 

Oil  City.  Pa. 

Charlotte.  N.  C. 

University  City.  Mo. 

Hackensack.  N.  J. 


T  &  ff  CONSTRUCTION  00. 

TABBl.    CLAUDE 

TABON.    DQNAIi)  (DON) 

TACOMA  METAL  ffEAIHERSTHIP  00. 

TAUOT.    KEftrETH 

TAIiiAD(S:.    PRANK 

TANNEMBAUM.  SIDNEY  H. 

TANNER.  ALfiEHT 

TANNER.  CHARLES 

TANNER.  RUSSELL  LEE 

TAYLOR,  ROY  G. 

TEXAS  IITROVEMEYrT  CO. 

TEXAS  INSULATION  CO. 

THAKE.   E.    J. 

THBIIS.   KASTAS  (GUS) 

THE31MAL  BWSINEEHING  SERVICE 

THOMAS.  EDGAR  H. 

THOMAS.  GEORGE 

THOMAS.  HARVEY 

THOMAS.  HARVEY  HOME  BEAUTIFYING  CO. 

THOMAS.  0.  H. 

THOMAS.  0.  H. 

THOMAS.  P.  A. 

THOMAS  &  PRICE  COMPANY 

THOMAS.  ROBERT 

THOirSON  Hlli.  AIR  CONDITIONING  CO. 

THOIPSON  INSULATION  &  MANUFA(nURING 

COIPANY 
38 


North  Hollywood.  Calif. 

A£heville,   N.   C. 

SAn  Antonio,  Tex. 

Se&ttle,   Vo^h. 

Forest  Hills    ft   Brooklyn.   N.   Y. 

Buffalo.  N.  Y. 

Patchogue.  N.  Y. 

Wortfi  Hollywood.  Calif. 

Chicago,  111    Houston^  Tex. 

Des  Moines.  Iowa 

San  Francisco,  Calif. 

San  Antonio,  Tex. 

San  Antonio.  Tex. 

Bradford,  Pa. 

Brooklyn  ft  New  York.  N.  Y. 

Biloxi  ft  Meridian,  Miss.   Mobile.  Ala. 

Kansas  City.  Kan. 

Indianapolis.  Ind.    St.  Louis.  Mo. 

Glendale.  Calif. 

Glendale.  Calif. 

Lynan,  S.  C. 

Tallahassee.  Fla. 

Yakina.   ffash. 

Yakina.  ffash. 

Long  Beach.  Calif. 

Brooklyn,  N.  Y. 

Toledo.  Ohio 


6-17-48 
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AOORESB 


DATB  isanED 


[M 

[LLIAM 
JBi  R. 
KN 

y ,  INC. 

£  (IBIL) 
91  SOPTSGR  CO. 
9«1RY 
BGHT 
XMPANY 
W[£Y  C. 
HUNTHt  (JR.) 
[D  W. 
I. 
)  J. 

0. 
91T 

PATRICK 
SFH 

UKTION  ASSOCIATCS,    INC. 
4G  &  SIDING  CO. 


,  M. 
]AH 
)RMAN 


m  B. 

mUR  W. 

5TRUCTI0N  00. 

SR  E. 

iCLIN 

3RH) 

i 

WD 

ILEY  A. 

mUCTION  00. 

J.    PLUMBING  ft  HEATINQ 

tS  ft  ENGIICaiS 

.lAM 

ilAM  LEON 


MKTION  CO. 
<IG  ft  INSULATING  CO. 
[NG  ft  AIR  CONDITIONING 
INC. 

lATION  00. 
nr  COIPANY 
[NG  ft  SIDING  CO. 
lOCTION  00. .    INC. 
»NSHlVATI0N  00. .    INC. 
WATER  SOfT»«ER  CO. 

lom.  iNa^TiQN  CO. 

X)lf>ANY 

3NTRACTING  CO. 

SNTRACriNG  CO. 

SATING  ft  AIR  CONDITION- 

it 


Houston.  Tex. 

Toledo.  Ohio 

Los  Angeles,  Calif. 

Los  Angeles.  Calif. 

New  York  ft  Brooklyn.  N.  Y. 

Indianapolis,  Ind. 

Log  Aageleaft  Alhaabra.  Calif. 

Newark.  N.  J. 

Newark,  N.  J. 

RicliBond  Heights.  Mo. 

Reading.  Pa. 

Brooklyn.  N.  Y. 

Grand  Island.  Neb. 

Portland.  Ore. 

Los  Angeles,  Calif. 

Los  Angeles.  Calif. 

San  Antonio.  Tex. 

Brooklyn,  N.  Y. 

Nutley.  N.  J. 

Boston.  Mass. 

Janica.  N.  Y. 

E.  Boston.  Soaerville.  Lawrence  ft 

North  Adan.  Mass. . 

Kansas  City.  Kan. 

ff.  Hollywood  ft  Oakland.  Calif. 

W.  Hollywood  ft  Oakland.  Calif. 

Detroit.  Mich. 

Detroit.  Mich. 

Detroit.  Mich. 

Nutley,  N.  J. 

Forest  Hills.  L.  I.  N.  Y. 

E.  Rutherford.  N.  J. 

Brooklyn.  N.  Y.  ft  Forest  Hills.  N.Y. 

Los  Angeles.  Calif. 

Newark.  N.  J. 

Newark.  N.  J. 

Bellerose.  L.  I.  N.  Y. 

Brooklyn.  N.  Y. 

Miaai.  Pla. 

Pliiladelphia,  Pa. 

Detroit.  Mich. 

Houston.  Tex. 

Houston.  Tex. 
Houston.  Tex. 
Houston.  Tex. 

U 

Newark.  N.  J. 
New  York.  N.  Y. 
Mev)his,  Tenn. 
Grand  Rapids,  Mich. 

BaltiaoreftTowson.  Md. 

Corpus  Christi.  Tex. 

Baltiw>re.  Md. 

Atlanta.  6a. 

RichBODd  Hill.  N.   Y. 

Janica.  N.  Y. 

BeYerly  Hillsft  Poaona.  Calif. 

San  Diego.  Calif. 

Chicago,  111. 

Bethesda.  Md. 

Portland.  Ore. 

Auburn.  N.  Y. 


3-26-52 

6-17-48 

9-20-51 

11-8-50 

10-29-48 

4-13-51 

6-29-51 

10-27-49 

8-23-50 

8-12-49 

11-29-51 

12-24-41 

11-30-51 

11-30-51 

9-7-51 

8-11-50 

7-23-48 

5-12-47 

7-23-51 

6-5-47 

4-19-48 

2-3-48 

9-15-41 
11-21-51 
11-21-51 
6-22-39 
6-22-39 
6-22-39 
7-23-51 
3-17-46 

6-23-48 

4-4-47 

4-21-50 

4-7-43 

6-4-52 

5-12-47 

3-25-52 

5-12-52 

10-31-47 

9-26-47 

9-26-47 
9-26-47 
9-26-47 


8-31-49 

9-20-49 

12-31-52 

5-2-50 

2-3-50 

1-16-51 

9-12-50 

4-17-52 

5-28-51 

4-1-48 

11-21-51 

11-21-51 

10-21-48 

2-14-49 

1-21-53 

7-5-49 
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QflVBISAL  HOIB  UPROVBBfr  00. 
UNIVERSAL  HQMB  HtSULATlON  CX). 
IMIVBBSAL  RGROOPING  COirANT 
IMIVBUSAL  nOCCffOOL  INSULATION  00. 
IMIVERSAL  SALES  OOPANT 
IMIVBRSAL  WATHt  80PTDGR  00. 

QflBUIAN.   PAUL 


Meavhls.  Temi. 

1.   New  York.   N.   J. 

V.  Ne«  Yorh.  N.  J. 
iie«pbls.   Temx. 
Los  Acgeles,  South  Gate. 
?<3wwi.  A  gtverfllHe.  Calif. 
New  Orleans .  La. 


1 


VALB.   L. 
VALIMS 

VALIND.   NQRBHCT  R. 
VILLAS  IBATINQ  ft  AIR  OCVDITIONING 
00. 

VAUjnr  imiovBBNT  oo. 

VAUjnr  STORM  SA8H  CO. 

VAUjnr  WATER  SOPIBO  00. 

VAK  mTTA,    K.    K. 

■IpmifiAIIK^,   OORNSLIUS 

VMKNIT  KIGHIAY  MARKET 

VAN  .SANTf ?J     J 

VANS.   BDVARD 

VANCE.  J.   D. 

VARNO    R. 

VISKHJRA  CONSmOCTlON  00. 

VBIERANS^    OONSIRUCTIGN  00. .    INC. 

VIDAVBl.  RICHARD  P.    (PALK) 

VIGIL.  M.   P. 

VIGLIATORA.  PETER 

VKINQ  ROGPING  00. 

VINC8IT.  H)«ARO 

VINCOnr.  HOWARD 

VINOCUR.  LOUIS  M. 

VITOLO.    CABMIW.  ERNEST 

VOBJCER.   FRED 

VOGH..   EDWARD  (HX)IE) 

VOGT.    ED 

VOGUE.   EDWARD  (EDDIE) 

VOIT.   STANUSY  E. 

VQUC.    H)WARD  (EDDIE) 

VOSS.OOPANY  (THE) 

V06S.   GEORGE  T. 


WACTOR  INSUUTION  00. 

WACTOR.  JAMES 

WACTOR  ft  SON 

MMKOL  HEATING  ft  IMPROVEMENT  00. 

WAGNER.    JOHN 

WAGNHl.   LH»Y  HARRY 

WAGNER.   WILLIAM 

WAIfl4-EVANS  COMPANY 

WAHN.   MACK 

WAITE.  JEROME  C. 

WALDMAN.  HERMAN  P. 

WALDRON.  P.  T. 

WALKER.  ALBERT 

fALKHl^    ADvrrj. 

WALKER. 

WALKER.    ~'       1  L. 

WALKER.  T  W. 

WALKER,    n  f> 

WAU.     C.    V,.  ; 

1  :.    HH      .e«, 

\  J. 


HulltoD  ft  Middletomi.  Ohio 
Chetek  ft  Marahfield.  Wis. 
Chetek  ft  Marahfield.  Wis. 
Oak  Park.   111. 


Miliraukee.  Wis. 

6a<lo&w    TULch, 

El  Centro.  Calif. 

Bell  flower.   Calif. 

Inringtoo.  N.  J. 

Portland,   Ore. 

Pittfibursh.  Pa. 

Kouatoti,    Tex, 

Longvien.   Tex. 

Burbank,    Gal If 

Wen  York,   N.   Y.                                                    

Hollywood,  San  Bernardiao  ft  Oakland.  Li^'*!/ 

Cblca^o.    Ill      Houston.  Tex. 

PtiU«delplila,  Pa. 

Worcester    Mass. 

White  Plains,   N.  Y. 

Houston,  Tei, 

Toledo.  Ohio 

Miasi.  Pla. 

Brooklyn.   N.   Y. 

IrvingtoD,  N.  J. 

11-2M  I 

Presno    ft    Oakland.  Calif. 

2'34k  E 

Presno    Oakland  ft  Los  Angeles. 

calif.      2-2941  1 

Presno  ft   Oakland.  Calif. 

2-»4lE 

Buffalo.   N.   Y. 

11-1141 1 

Presno.  Oakland  ft  Los  Angeles. 

Calif.        2-»-»  1 

Onaha.  Neb. 

7-2M 

Onha  ft   Grand  Island.  Neb. 

7-2M 

W 

Meridian.  Miss. 

9-lH? 

Hanond.   La. 

9-II-II 

HaiHond.   La. 

»-ll-4t 

Detroit.   Mich. 

8-9-11 

E|>ringfield.  Mo.' 

i-ll-tt 

Chicago.   111. 

5-32-41 

Detroit.   Mich. 

8-^Sl 

Cincinnati.  Ohio 

»-n-# 

Cincinnati.  Ohio 

»-n-« 

San  Antonio.  Tex. 

3-M-« 

Atlantic  City  ft  Trenton.   N.   J. 

4-M-99 

Glendale.  Calif. 

1-MS 

Buffalo.   N.   Y. 

8-16-$l 

Houston.   Tex. 

^^-tf 

Brooklyn.   N.   Y. 

S-lt-» 

Cleveland.  Ohio 

8-13-tf 

Cleveland.  Ohio 

8-13-tf 

Oakland    ft  Berkeley.   Calif. 

3-3-41 

Jackson.   Tenn. 

12-30-47 

Indiana|)olis.   Ind. 

5-23-tt 

Des  Moines.   Iowa 

9-5-47 

Digitized  by 


Google 


HOUSING  ACT  OF    19S4 


1947 


AOORBBS 

DATE  ISSIBD 

s. 

Irvington  k  Newark.  N.  J. 

5-21-42 

(JR.) 

BaltlBore.  Md. 

1-16-51 

Venice.  Calif. 

7-31-51 

Houston.  Tex. 

1-8-51 

Syracuse.  N.  Y. 

1-18-51 

Oolunbus.  Ohio 

9-26-47 

ColuBbus.  Ohio 

9-26-47 

Beaunont.  Tex. 

5-10-41 

Harbison  Canyon.  Calif. 

3-27-42 

Harbison  Canyon.  Calif. 

3-27-42 

E.  Orange*  Newark,  N.  J. 

10-2-45 

New  Yorkft  Binghaaton.  N.  Y. 

11-30-50 

Hazelton.  Pa.  Nutley.  N.  J. 

New  York.  N.  Y. 

2-27-46 

Oakland.  Calif. 

12-14-49 

Portland.  Ore. 

7-3-40 

SERVICE 

N.  Hollywood.  Calif. 

4-9-51 

T. 

Lewistown.  Mont. 

1-16-51 

Newark.  N.  J. 

4-21-50 

Brookbaven.  Miss. 

9-20-49 

[DING  00. 

BrookhsYen.  Miss. 

9-20-49 

Portland,  Ore. 

11-21-51 

Bilc^xU  Meridian.  Miss.  Mobile.  Al 

a.     8-28-50 

IPANY 

Baltimore,  Md.   Reading.  Pa. 

3-12-48 

Wooster.  Ohio 

12-13-48 

»LY  00. 

fooster,  Ohio 

12-13-48 

Los  Angeles.  Calif. 

9-7-51 

Niles.  Mich. 

8-19-47 

W 

Boston.  Mass.  Cincinnati.  Ohio 
BaltiBore.  Md.  Manchester.  N.  H. 

8-13-40 

IS 

Chicago.  111. 

8-31-51 

i 

Newark  ft  Rockaway.  N.  J. 

6-24-44 

Little  Rock.  Ark. 

11-1-50 

Los  Angeles,  calif. 

7-11-51 

Springfield.  Mass. 

11-9-50 

Pittsburgh.  Pa. 

8-9-46 

San  Diego.  Calif. 

11-21-51 

LouisYille.  Ky. 

6-27-49 

Louisville.  Ky. 

6-27-49 

Brooklyn.  N.  Y.  Teaneckft 

12-17-49 

Scotch  Plains.  N.  J. 

Los  Angeles.  Calif. 

7-19-51 

Louisville.  Ky. 

9-29-50 

Brooklyn.  N.  Y. 

2-16-48 

Brooklyn.  N.  Y. 

2-16-48 

iPROVHffiWT  00. 

Los  Angeles.  Calif. 

9-6-51 

CO. 

Newport.  Ky.  Cincinnati.  Ohio 

11-3-48 

2, 

Newport.  Ky.  Cincinnati.  Ohio 

11-3-48 

CO..  INC. 

Grand  Island.  Neb. 

7-28-49 

fTRACTING  CO. 

Ashton.  Sturgis.  Sioux  Palls  & 

7-6-51 

Redfield.  S.  D.  Zillah  &  Seattle. 

wash. 

.) 

Pittsburgh.  Pa. 

9-30-46 

Scran  ton.  Pa.  canden.  N.  J. 

12-13-48 

LKINS 

Louisville.  Ky. 

7-13-49 

DOMPANY 

Louisville.  Ky. 

7-13-49 

A.  (JR.) 

sandy.  Utah 

7-3-41 

J. 

Erie.  Pa. 

2-21-46 

Jamaica.  N.  Y. 

5-21-42 

ILDING  &  SUPPLY  00.  Big  Stone  Gap,  Va. 

3-10-49 

Upper  Darby  I^. 

3-29-46 

Yearlnnft  Philadelphia,  Pa. 

2-28-47 

au  Stane  Gap.  Va. 

3-10-49 

N  CO. 

Toledo,  Ohio 

6-17-48 

Big  Stone  Gap.  Va. 

3-10-49 

Worcester.  Mass. 

3-8-40 

Dearborn.  Mich. 

9-17-47 
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AODRBBS 


1IHITE.   MILDRED  E. 
MITE.   ROBERT  J. 
MITE  ROOFING  OOIPANY 
MITE.    ff.    A. 
WITE.   ff.    B. 
■HITB1EAD.   JOSEPH  R. 

ffHITPORD.    S.    N. 
miTING.    R. 
VHITTEN.   OLIN 
VHITTOI.   RICHARD 

vholfsai^e:  building  materials  go. 

'ilCKERSiEJUEK.   HARLEHT  C.    (a.k.a. 

HICK) 
»IC1£*S  OONSTHOCTION  CO. 
fflBCH  00^6TRUC^ON  CO. 
VIBCH.   H.    B. 
fflECH.   JACK  G. 
fflLBUR.   ALTON 
ffllDE.    A. 
ilUUIE.   J.    M. 
fflLKINS.    BRUCE  B. 
WILLIAMS.    AliiEN 
ffIIi<IAMS.    BUDDY 
VILUAMS.   CLAUDE  S. 
WILLIAMS  CONSnVICTION  &  BUILDING 

MATERIALS  00. 
fflliilAMS.    ETHEL 
fflLLIAMS.   P.    6.   &  COMPANY 
fflLLIAMS  FOUNDATION  COMPANY 
fflLLIAMS.   FREDERICK  G. 
WILLIAMS.   H.   L. 
WILLIAMS.    HAROLD  E. 
WILLIAMS.   JOHN  B. 


WILLIAMS. 
WILLIAMS. 
WII1.IAMS. 
WII1.IAMS. 
WII1.IAMS. 


LEE 
MILTON 

ROBERT  yiABREH 
VICTOR  H. 
WILLIAM  E.  (BILL) 


tlLLIAMSOW,  CARLTON 
WILLIS.  BORC^T  J 
WILLOUOiBY.  FRED 
WILSON.  A.  C. 
WILSON  BUILCING  CO. 
WILSON.  E.  C. 
WILSON.  BUGETiE 
WILSON.  N.  S. 
WILSON.  ROBERT  R. 
WILSON.  THOMAS 
WILSON.  V.  C. 
WILSON.  VERNON  C.  (JR. ) 
WILSON.  WILLIAM  D. 
WIMBISH.  W.  D. 
WINBOURN.   W.  J. 
WINDALUM  IMPROVEMEKT  CO. 
WINKLEMAN.  EDWARD  D. 
WINSOR.  EDWARD  (EDDIE) 
WINSTON.  FRED 
WINSTON,  M.  B. 
WIRTaiAN.  A.  (ADOIPH) 
WISE.  HAROLD 
WISE.  JESSE  (JESS)  E. 

WISEMAN'S  BUDGET 
WISEMAN.  OSCAR  Z. 
Wia<(ER.  WILLIAM 


Sheboygan.  Wis. 

Toledo.  Ohio 

Detroit.  Mich. 

Paterson.  N.  J. 

Detroit.  Mich. 

Tuscaloosa  ft  Besseaer.  Ala. 

Atlanta.  Ga. 

Kins ton.  N.  C. 

Chicago.  111.  Houston.  Tex. 

New  Orleans.  La. 

New  Orleans.  La. 

Sacraaento.  Calif. 

Milwaukee.  Wis. 
Milwaukee,  wis. 
Biloxi.  Miss. 
Biloxi.  Miss. 
Biloxi.  Miss. 
Valthaa.  Mass. 
Belleville.  N.  J. 
N,  Hollywood,  calif. 
Fresno  ft  Bakers  field.  Calif. 
Brooklynft  New  York.  N.  Y. 
Brooklyn.  N.  Y. 
IrL^i^bibi>i.'i.'i  1  b,  Ind. 

Baton  Rouge,  La. 

Valley  Stress.  N.  Y. 

Jaaaica.  N.  Y. 

Dallas.  Tex. 

Janica.  N.  Y. 

Dallas.  Tex. 

Greenburg.  Pa. 

Houston.  Tex. 

Dallas.  Tex. 

Valley  Stream.  N.  Y. 

Jersey  City,  N.  J. 

Baton  Rouge.  La. 

San  Antonio,  Tex. 

Burbank.  Calif. 

Kansas  City.  Mo. 

Los  Angeles.  Calif. 

L&i^una  Beach,  Calif. 

Port  Arthur  Tex. 

Battle  Creek,  Mich. 

Chicago,  111.  Gary.  Ind. 

Jacksonville,  Fla. 

Port  Arthur.  Tex. 

N.  Hollywood.  Calif. 

Port  Arthur.  Tex. 

Port  Arthur.  Tex. 

Syracuse  ft  Watertown.  N.  Y. 

Longview.  Tex. 

Little  Rock,  Ark. 

Valley  Stream,  N.  Y. 

N.  Hollywood.  Calif. 

Fresno  ft  Oakland,   Calif. 

Pittsburgh.  Pa. 

Dayton.   Ohio 

Pittsburgh,   Pa. 

Ashton,   S.   D.  Yakima.   Wash. 

Ashton,Sturgis.  Sioux  Falls  ft 

Redfield,   S.    D.   Zillah  ft  Seattle. 

New  Haven,   Conn. 

Pasadena,   calif. 

Los  Angeles.   Calif. 


8-31- 


Wash. 


1-22-48 
11-13-45 
6-17-49 
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DATE  ISBOB) 

Oakland.  Calif. 

10-3-46 

5ERT 

Mobile,  Ala.  Roanoke.   Va. 
Washington,  D.  C. 

9-12-44 

Cleveland,  Ohio 

5-6-48 

Grand  Rapids  &  Lansing.  Mich. 

9-12-47 

3  B. 

Fort  Wayne.   Ind. 

10-3-47 

DN  C. 

Toledo,  Ohio 

6-17-48 

If  N. 

Brighton,   Mass. 

11-21-51 

i«Y 

Hackensack.  N.  J. 

9-26-44 

HION 

Belleville.  N.  J.     Brooklyn.  N.  Y. 

8-8-50 

f 

Hackensack,  N.  J. 

9-26-44 

[L 

Biminghan.  Ala. 

12-9-52 

3S  R. 

Newark.  N.  J. 

9-12-50 

/IS  L. 

W    Charleston,   s.  C. 

8-13-47 

S. 

Los  Angeles.  Calif. 

4-17-52 

[HARD   (DIOC) 

Reading.  Pa. 

11-29-51 

Sylacauga.  Ala. 

5-3-48 

5ERT 

Van  Nuys.   Calif. 

4-17-52 

San  Diego,  Calif. 

4-16-52 

IGE 

San  Diego,   Calif. 

4-16-52 

Little  Rock.   Ark. 

X 
Bronx  &  New  York.   N.   Y. 

11-1-50 

ISffARD 

12-24-47 

\ECIOR 

Bronx.  N.  Y. 

Y 
Springfield.    111.    Milwaukee.  Wis. 

12-24-47 

WD  J. 

4-17-52 

:j) 

Saginaw  A  Pontiac.  Mich. 

8-27-51 

IVRENCE 

Newark.  N.  J. 

11-29-51 

ITREMCE  INC. 

Newark,  N.  J. 

11-29-51 

5  0. 

•niOBasville,  N.  c. 

6-22-42 

WichiU.   Ran. 

11-24-47 

3AI£S  00. 

WichiU.  Kan. 

11-24-47 

f    Henpst^adfr  Flushing,   N.   Y. 

7-26-45 

pairfleld,   Comi. 

K  (IRS.    ISIDORE  L. ) 

W.   Heapst^d  ft  Flushing.   N.   Y. 

Fairfield     CojjU, 

8-3-45 

( 

Atlantic  City,   N.   J. 

8-24-45 

<G  L. 

W.  Hevpstead  ft  Flushing.  N.   Y. 
Fairfield.   Conn. 

7-26-45 

)RE  L. 

f .  Hempstead  ft  Flushing.   N.   Y. 

Fairfield    Ooim. 

7-26-45 

Chicago.   111. 

9-4-52 

&  OOITANY 

Chicago.   111. 

9-4-52 

M. 

Beverly  Hillsft  Ponona.  Calif. 

11-21-51 

C.   A. 

San  .lose,  calif. 

Z 
Jacksonville.   Fla. 

5-6-49 

IGISMUND  LOUIS 

7-28-52 

[S 

Chicago.   111. 

3-22-48 

J.    B.    &  S.    R. 

Utah  ft  Colo.   Chicago.   111. 

3-7-40 

DR6E 

Newark.  N.  J. 

4-21-50 

Oil  City.  Pa. 

12-22-48 

EM 

Portland*  Ore. 

11-9-50 

'53 
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1951 


XMPLEIE  HOME  SERVICE 
JIBING  k  HEATING  00. 

W.    C. 

HYMAN  C.  (HY) 

SD  AUTOMATIC  HEATING  00. 
i.   HOWARD  H. 
D,  FRANK 
3ER.  LOU 

BUILDING  SERVICE 

SAMUEL 


BUILDING  SERVICES.  INC. 
?E   HOME  IMPROVEMENT  CO. 
^THER  ROCHESTER  CORP. 
Z,  JOE  V. 

W   BUIIJ)ERS 

W   HOME  FVRNACE  COMPANY 

W   SEATTLE  COMPANY 

W   SEATTLE  IHOLESALE  00. 

,  JOSEPH  J. 

.  a.1 

f«S  HOME  BUITJ)ING  & 
\IRING  COMPANY 

MILTON 
3NG.  QUEK   H. 
ONG.  PAUL 

%TED  HOME  IMPROVEMENT  CO. 
CONSmUCTION  OOITANY 
ENTERPRISES.  THE 
.  SIDNEY 
an*.  E.  J. 
nC  COOLING  &  HEATING  CO. 


FEUDOH   0. 
.  HAROLD  L. 

ROOFING  &  SHEET  METAL  CO. 
.  REUBEN 
T.  BENJAMIN  J. 
T  ROOFING  &  SIDING  SERVICE 

G.  (GLADYS)  A. 
.  T. 

.  JULIUS  (JACK) 
AN.  HARRY 
.  IRVING  GUTMAN 
.  JAMES  J. 

M.  J. 
AILEN 

HOME  CONSTRUCTION  00. 
Y.  EDWARD  R. 
T.  FRED 

LARRY 

JOSEPH 
,  JOSEPH 
.  HARRY.  P. 
.  ALBERT  (AL) 
NRUCHER.  G.  A. 

GRACE 

JEROME 


ADDRESS 

DATE  ISSUQ) 

A 

Meophis.  Tennessee 

10-30-53 

Valdosta.  Georgia 

10-29-53 

Greenville,  S.  C. 

7-29-53 

Oakland,  Calif, 

Salt  Lake  CHy  Utah 

7-31-53 

Chleafto.    Inois 

8-14-53 

Indianapolis,  Indiana 

4-24-53 

test  Sacramento,  (Silif. 

10-22-53 

Oakland.  Calif. 

7-29-53 

Portland.  Oregon 

10-30-53 

San  Francisco  Calif. 

Cltjvelanrt,  Ohio 

Salt  Lalte  City  Utah 

6-11-53 

South  Bend.  Indiana 

11-2-53 

Nashville.  Tennessee 

10-30-53 

Rochester.  New  York 

6-4-53 

Los  Angeles.  Calif. 

San  Antonio.  Texas 

3-24-53 

Menphis.  Tennessee 

11-20-53 

Portland.  Oregon 

10-30-53 

Seattle.  Washington 

10-30-53 

Portland.  Oregon 

10-30-53 

San  Leandro.  Calif. 

4-21-53 

Albuquerque.  New  Mexico 

7-17-53 

Little  Rock.  Arkansas 

Pine  Bluff.  Arkansas 

2-25-53 

Menphis.  Tennessee 

Chicago.  Illinois 

7-31-53 

Wichita.  Kansas 

10-30-53 

New  Orleans  La. 

11-20-53 

Salt  Lake  City.  Utah 

7-31-53 

New  Orleans.  La. 

10-27-53 

San  Leandro.  Calif. 

4-21-53 

Albuquerque.  New  Mexico 

10-30-53 

New  Orleans.  La. 

-  3-20-53 

Portland.  Oregon 

B 

Vancouver.  Washington 

10-30-53 

10-30-53 

Buffalo.  New  York 

10-30-53 

Buffalo.  New  York 

10-30-53 

Salt  Lake  City.  Utah 

3-31-53 

St.  Louis.  Missouri 

10-30-53 

St.  Louis.  Missouri 

10-30-53 

San  Francisco.  Calif. 

5-19-53 

Salt  Lake  Citj,  Utah 

3-31-53 

Lob  Angeles.  Calif. 

11-9-53 

Albuquerque.  New  Mexico 

7-17-53 

^It  Lake  City.   Utah 

4-22-53 

(}oluBbus.  Ohio 

3-27-53 

Houston.  Texas 

11-13-53 

New  Orleans  La. 

4-24-53 

RichBond,  Virginia 

6-17-53 

Lo«  Angeles  Calif. 

10-30-53 

Levlttown,  New  York 

11-20-53 

Los  Angeles.  Calif. 

9-24-53 

San  Leandro.  Calif. 

4-21-53 

Louisville.  Ky. 

4-24-53 

Wichita.  Kansas 

10-30-53 

Los  Angeles.  Calif. 

2-11-53 

Mobile.  Ala. 

3-17-53 

Miami.  Fla. 

Newark.  New  Jersey 

3-17-53 

Miani.  Fla. 

Newark.  New  Jersey 

3-17-53 
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BRICHTON.    G.    A. 

J.    S.    (J.   C.) 


ABE 

GGPOGN 

PAUL  MONROE 

R.    A. 

BOCKEYB  FIRE  DEIECTION  SYSIB6. 
WnDBBS  LUMBER  CO. 
BUHJUO).    EARL 
BURXE.    IRVIN 
BURNS.   J. 
BYRD.   CECIL 


DC. 


Mobile.  AlatMBft  Tezarkana.  Texas 
DeoTer.  OoloradD 

Sxreveport,  L%. 
Oekli&d,  Cftlif. 

Sin  Leandro    Ciiif.  ^ 

San  Leandro     Calif.  ^""^ 

Cleveland,   Ohio  Vt^^^^  , 

Jasper    i^x%&  9-^  ^^lO 

Hettphls.   Tennessee  V^W^^^ 

Los  Angeles    Calif.  '^'^^^ 

Utaai,   Florida  Mf»S». 

Biraingtiaii.  AlalMUMt  \\'%^^ 


CAIN  APPLIANCE  COPANY 

CAIN.   EDWIN  H. 

CAIN  HEATING  &  APPLIANCE  CO. 

CAIN  HEATING  COIPANY 

CAIN  S. 

CALIFORNIA  DISPOSAL  SALES  CO. 

CANAU20.   CARLOS 

CANTiaL.   C.   J. 

CARBO-TCX  OP  KANSAS.    INC. 

CARMICHB..   fnii.IS 

CARlfR.    ARTHLR 

CARISl.   PRANK 

CARTHl  HOME  IIPROVBIBIT  CO. 

CARTHl.   RICHARD 

CAUDLE.   THOMAS  W. 

CHAGARIS.   IHEODORE  N. 

OiATHAlN.    PAITL  IVAN 

CLAH2C,    ALBE31T  A. 

CtiBIWff:  iy=^ALTY  00. 

COHEM.  ERVING 

CQHE^.  HOWARD 

COLEMAN  LUMBER  CO. 

COLEMAN.  W.  B. 

COLLINS.    DONALD  (DON) 

COUSINS.    JAMES  (JIM) 

COMMUNITY  SlfILD[NG  CO. 

ODfcPTQN,    ROBERT  £, 

COeeOLlDATFD  KCWE  IMPROVBKDfT  CO. 

CO^fTINDTTAL  ROOFING   CO, 

oormNimAL  siding  & 
coNsrmjcnow  oo. 

COONS.    ALVERN   ^or  ELVERN)   D. 

C0Of«S.    LEON  E, 

COOPERATIVE  HOME  ENTERPRISES 

copp.  jom  1. 

OORCE.  ANTOONY  W. 
COWAN.  BARNEY 
COWAN.  BERNARD 
CROMWEU..  PAT  W. 
CROSS.  JOm 
CUGAT.  ARTURO 
CUn^.  SIDNEY  I. 

DARNER.  DONALD  A. 
DAVIDIAN.  DIRAN  T. 
DAVIDSON  CONSTRUCTIDN  CO. 
DAVIDSON.  PHILIP 
DAVIS.  JACK  A. 


Portland.  Oi^soo 
Portland.  Ore^oo 
Portland.  Ore^oo 
Portland.  Oregon 
Albuquerque.  New  Mexico 
Los  Angeles.  Calif. 
Houston.  Texas 
Peoria.  Illinois 
Wichita.  Kansas 
Carbottdale,  lUlnoti 
South  Bend  Indiuia 
Maph  1  s  Tennessee 
Utaion  Citj,  New  Jersey 
Utaion  Citj.  New  Jersey 
GreenTille.  8.  C. 
Cleveland.  Ohio 
New  Orleans.  La. 
Oakland.  Calif. 
Houston.  Texas 
Wichita.  Kansas 
Flint.  Michigan 
San  Antonio.  Texas 
San  Antonio.  Texas 
Albuquerque.  New  Mexico 
Heepb  1  s ,  Tenn  e5«ee 
&igle«ood  Ne«  Jersey 
Seattle.  Washington 
New  York.  New  York 
University  City.  Mo. 

University  City.  Mo. 
Portland.  Oregon 
Portland.  Oregon 
New  Orleans.  La. 
Wichita.  Kansas 
San  Leandro.  Calif. 
Salt  Lake  City.  Utah 
Salt  Lake  City.  Utah 
Wichita.  Kansas 
San  Leandro.  Calif. 
Jackson  Heights.   New  York. 
Nashville.  Tennessee 

D 

Albuquerque.  New  Mexico 

Richaond.  Va. 

Los  Angeles, 

Los  Angeles. 

Little  Rock. 

Baton  Rouge. 


Calif, 
calif. 
Arkansas 
Louisiana 


10-»*-^ 

7-1S-5C 
4-34-5^ 

lo-so-iai 
lo-ao-sr 

11-3-SI 

lo-aihsi 

ll-»-SI 
7-»-« 

10-27-11 
7-29-81 
7-lJ-SI 

ia-90-s) 

11-20-53 

3-24-53 

3- 24-53 

7-31-53 

10-30-53 

ll-l^S3 

5-7-51 

3-17-51 

7-31-51 

7-31-53 

10-30-53 

10-30-53 

11-20-53 

10-30-53 

4-21-53 

7-31-53 

7-31-53 

10-30-53 

4-21-53 

York  3-17-5S 

10-30-53 


7-31-53 
6-17-53 
10-21-53 
10-21-53 

10-2»-53 
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1953 


DATB 


AM  B. 

Texarkkna.  Texas 

10-30-53 

PLUMBING  00. 

San  Aatonio,  Texas 

3-24-53 

PcMona,  Calif. 

6-30-53 

AintED 

Los  Angeles.  Calif. 

10-30-53 

•ANLHf 

Worland.  Wyoming 

Helper.  Utah 

8-14-53 

[LIP  (PHIL) 

Chicago.  Illinois 

7-31-53 

tICHARD 

Peoria.  Illinois 

4-24-53 

.YDE  E. 

San  Antonio.  Texas 

3-24-53 

\mS   (JIMMY)  H. 

San  Antonio.  Texas 

3-24-53 

lODEIiNIZBlS.  INC. 

Greenville,  S.  C. 

7-29-53 

Akron.  Obio 

10-21-53 

ffl 

p9orla.  Illinois 

4-24-53 

ffl  J. 

Portland  Oregon 

HennQsa  Beaclv  Calif. 

8-18-53 

OXmON  OOIPANY 

Cleveland,  Ohio 

10-29-53 

^It  Lake  City.  Utah 

4-22-53 

«IE  R. 

Dallas  Texas 

11-20-53 

ILP  PAINT  00. 

Albuimerque.  N.  M. 

10-30-53 

3. 

Albuquerque.  New  Mexico 

10-30-53 

U-PRODUCTS  C». 

Sacnuwnto.  Calif. 

10-30-53 

3IPANY 

Los  Angeles.  Calif. 

2-19-53 

S  P. 

Sbreveport.  La. 

E 

Portland.  Oregon 

11-18-53 

«)  SHEET  METAL  WORKS 

9-30-53 

IT 

Meoq^his.  Tennessee 

10-30-53 

PING  &  SIDING  OGIPANY 

Des  Moines,  Iowa 

4-24-53 

Peoria.  Illinois 

4-24-53 

E. 

Menphis.  Tennessee 

10-30-53 

B. 

Orange.  Texas 

3-12-53 

Q.  PLUMBING  CO. 

Orange.  Texas 

3-12-53 

[XMSmUCTION  CO. .  INC. 

Salt  Lake  City.  Utah 

4-22-53 

lES  INSULATION  CO. 

Rosenburg.  Oregon 

10-26-53 

Y 

Salt  Lake  City.  Utah 

7-31-53 

lAM  L. 

Rosenburg.  Oregon 

10-26-53 

CONSTRUCTION  00. 

New  Orleans.  La. 

3-20-53 

Y 

Portland.  Oregon 

10-30-53 

H   TQM 

Slireveport,  La. 

8-26-53 

ULATION  00. .  INC. 

Los  Anglels.  Calif. 

2-11-53 

IN  H. 

Little  Rock.  Arkansas 

4-22-53 

ION  SERVICE 

Painesville.  Ohio 

3-17-53 

OIPANY 

Seattle.  Washington 

5-7-53 

ONSTRUCriON  00. 

Detroit.  Michigan 

4-17-53 

SPECIALTIES  CO. 

Flint.  Micliigan 

11-20-53 

R. 

Salt  Lake  City.  Utah 

4-22-53 

AUL 

Chicago.  Illinois 

10-30-53 

.RL  C. 

San  Leandro.  Calif. 

4-21-53 

Curnitt  iu^Jf  dilttzi. 

6-30-53 

tllctl  ta.  Kansas 

10-30-53 

N.  ROY 

San  Leandro.  Calif. 

4-21-53 

RLBS 

Salt  Lake  City.  Utah 

4-22-53 

.  P.  &  SONS 

Lucedale.  Mississippi 

10-22-53 

AUGHN  P. 

Lucedale.  Mississippi 

O 

Odessa.  Texas 

10-22-53 

PMENT  00. 

5-15-53 

DROW  P. 

Odessa.  Texas 

5-15-53 

LY 

Salt  Lake  City.  Utah 

4-22-53 

AS 

Salt  Lake  City.  Utah 

4-22-53 

ULATING  CORPORATION 

RichBond.  Virginia 

Newport. News.  Va. 

5-28-53 

(BIUiY) 

Meaphis.  Tennessee 

10-30-53 

CHARD 

10-30-53 

O— M— pt.3 42 
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ruttiE 


ommm 


GIRARD  W.  (GERHARD) 
GQLDPARB.  JACK  I. 
GONZALES,  JUBTO  (BOB) 
GOODALE.  DUNCAN 
GGKOQiL.  HARRy  L. 

GORDON.  GERALD  H. 
GORDON.  W. 
GRAHAM.  W. 
GRANAT.  ALFRED  N. 
GRANT.  BART 
GRAY.  HESlEt   N. 

ARCHIE  M. 


HALL.  JOHN 

HALL.  MORRIS  NEliSGN 

lt>\>L«LL£;:.  RICHARD  M. 
HAftDGRAVE.  LLOITD 
HARAIlNCTOTf.  hURK 
HARRIS,  MARC 
HAREHMAN.  R.  R.  (Mrs.) 
HARSHMAN.  ROBERT  R. 
HARSHMAN  SUPPLy  00. 
HART.  WILLIAM  M. 

HAYDGM.  LOU 

HAYDiN.  MORRIS 

HAYES.  R.  L.  (BOB) 

HEATER.  JAieS  P. 

HEBBl.  G.  P. 

HENIHQRNE.  C.  E. 

HENTHORNE  NATIONAL  SALES  CO. 

HENIHORNE  PLUMBING  CO. 

HIMEIl..  FTIANK 

HITCHEN.  JOHN  S. 

HOLOOMB.  C.  S. 

HOLMES.  OTIS  C. 

HOME  IMPROV©#Xr  COMPANY  .    INC. 

HOME  IHFRDVEHENT  CONSULTANTS 

HOfcTBCRAFT  PROIICCTS  00.      INC. 

HOIG  MODERNIZATIOK  CO. 

HOME  MOOtJlM:^ERS  OF  ARKANSAS 

HOME  KFTDTOITIONING  CO 

HOMESTEAD  IKPROVEMES^  CORP. 

HOWARD.    J.    L. 

HOWARD.  JOSEPH  L. 

HOWARD.  LENNY 

HOWARD.  LEONARD 

HUGHES.  CHARLES  CLYDE 
HYE  CONSTRUCTION  CO. 
HYLAND.  WILLIAM 


IKNER.  JAJkCS 

ILLINOIS  WHOLESALE  MATERIAL  CO. 
INTERNATIONAL  SUPPLIERS 
INTERSTATE  INDUSTRIES 


San  Jose.  Calif. 

Cleveland.  Ohio 

San  Antonio.  Ttexas 

San  Prancisco,  Odif. 

Jacksonville.  Florida  St.  Louis,  W>. 

Peoria,  Illinois 

Rochester.  New  York 

San  Jose,  California 

San  Jose,  Calif. 

Miaoii,  Florida 

Portland.  Oregon 

East  St.  Louis.  Illinois 

Des  Moines,  Iowa 

H 


Ourbondale.  Illinois 
Highlands.  Texas 
Pittsburgh,  Pa. 
Greensboro,  N.  C. 
Salt  Lake  Citj,  Utah 
Salt  Lake  City.  Utah 
south  Bend,  Indiana 
South  Bend,  Indiana 
South  Bend.  Indiana 
Beckley  West  Virginia 
Lex  ingtoo .  Ke  d t uckj 
Salt  Lake  City.  Utah 
Salt  Uke  City,  Utah 
Houston,  Texas 
Baytovn,  Texas 
Albuquerque,  N.  M. 
OklahoMt  City,  Okla. 
Oklahoma  City.  Okla. 
Oklahooa  City.  Okla. 
salt  Lake  city  Utah 
Pt>rtlandp  Or«goQ 
Wichita,  Kansas 
Rosen burg,  Ore goo 
Meot^bis,  Tennessee 
^^t  Orange,  New  Jersey 
Peoria.  Illinois 
Tacoma.  Washington 
Little  Rock.  Arkansas 
Albuquerque.  N.  M. 
Cambridge.  Mass. 
Salt  Lake  City.  Utah 
Los  Angeles.  Calif. 
Salt  Lake  City.  Utah 
Los  Angeles.  Calif. 
Salt  Luke  City  Ut^ 
Los  Angeles,  Calif 
Salt  Lake  City  Utah 
Los  Angeles,  Calif 
Houston.  Texas 
Richmond.  Va. 
Englewood.  New  Jersey 

I 

Memphis.  Tennessee 
Carbondale.  Illinois 
Washington,  D.  C. 
Jacksonville.  Florida 


U-Hi    /£ 


H-53 

1O-30-S3 

M7-53 

l0-2^a 

U-WI 
4-2K1 


in 


lO-M 

e-u-i 

7-a4i 
ll-^a 

MO-SI 
4r»U 

ll-»* 

10-n* 

10-J»f 

11-** 

ii-att-si 

4-2^53 
10-30-53 
10-30-53 
10-26-53 
ll-a(K53 
11-6-g 
4-»-S3 
10-6-53 
4-2^S3 
7-17-53 
6-30-53 

7-31-53 

7-31-53 

7-31-53 

7-30-53 
6-11-53 
6-17-53 
11-13-53 


lO-30-g 
10-30-53 

11-6-53 


JACOBS.  DAVID 

JAMES  CONSTRUCTION  CO. 


Cleveland.  Ohio 
Los  Angeles.  Calif. 


11-3(K9 
ll-»-53 
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1955 

A0DRB5S 

DATE  ISSUED 

•ING  CX)IIPANY 

Portland.   Orecon 

West  Sacraaiento.   Calif. 

10-30-53 

Los  Angeles.   Calif. 

3-20-53 

i  H. 

Bitely.  Michigan 

10-22-53 

Mt.   Vernon.   Illinois    Canonsburg. 

Pa. 

Metropolis.    Illinois 

Paducan.   Kentucky 

K 

Cleveland.  Ohio 

9-1-48 

Salt  Lake  City.   Utah 

4-22-53 

Cleveland.  Ohio 

11-3-53 

Memphis.   Tennessee 

4-22-53 

N  00. 

Memphis.   Tennessee 

4-22-53 

Little  Rock,   Arkansas 

2-25-53 

Keokuk.    Iowa 

10-30-53 

E. 

Los  Angeles.   Calif. 

10-30-53 

iss) 

Salt  Lake  City.   Utali 

4-22-53 

Salt  Lake  City.   Utah 

7-31-53 

V. 

Memphis.   Tennessee 

10-30-53 

Salt  Lake  City.   Utah 

4-22-53 

EY 

Salt  Lake  City.   Utah 
Oakland.   Calif. 

Fresno.   Calif. 

7-31-53 

LIAM 

Richmond.   Virginia 

6-a0-53 

Bethpage.   N.   Y. 

5-21-53 

TION  00. 

Hicksville.   N.   Y. 

5-21-53 

CX)WRACTING  00.             Hicksville.   N.    Y, 

5-21-53 

Jacksonville,   Pi  a. 

11-6-53 

Spokana.   Wash. 

6-30-53 

Los  Angeles.   Calif. 

6-11-53 

Los  Angeles.   Calif. 

6-11-53 

Pittsburgh.  Pa. 
Charleston.  W.  Va. 


2-19-53 


G  AND  AIR 
G  COMPANY 


YS)  M. 
JIM) 


Los  Angeles.  Calif. 
Memphis.  Tenn. 
Cleveland.  Ohio 
Miami.  Florida 
Memphis,  Tenn. 
Memphis.  Tenn. 
Chicago.  Illinois 
Cleveland  Heights.  Onio 

Pittsburgh.  Pa. 
Charleston.  W.  Va. 
West  Sacramento.  Calif. 
San  Praocisco.  Calif. 
Spokane.  Washington 
Akron.  Ohio 
Peoria.  Illinois 


4-23-53 
10-30-53 

11-3-53 

3-17-53 
10-30-53 
10-30-53 

8-14-53 
11-20-53 


2-19-53 
10-22-53 

5-19-53 

6-30-53 
10-21-53 

4-24-53 


PH 

N 


M 

Abilene.   Texas 

Billings.  Montana 

Pargo,   North  Dakota 

Shreveport.  Louisiana   Texarkana.  Texas     7-31-53 

Gary,   Indiana 

Chicago.    Illinois  4-22-53 

Norwalk.   Calif. 

Los  Angeles.   Calif.  4-24-53 

Cambridge.   Mass.  6-30-53 

Norwalk.   Calif.      Los  Angeles.    Calif.  4-24-53 

Salt  Lake  City.    UtaJj  3-31-53 

Detroit,   Michigan  4   17  53 
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ADDKESB 


DA1EI 


MARTIN.    HARVBf.    INC. 

MARTIN.    JOE 

MARTIN.    TOCJODORE  A.  (T.    or  T.A. ) 

MARTINEZ.    CHARLES  A. 

MARVAL  CX)tf>ANY.    Ttie 

mazzonc.  angelo 
mazzone.  raymond 
Mcdonald,  kelly 

Mcdonald,  richard  james 


McGAGH.    JOHN 
McMAHON.    CLAUDE 
McLAUQILIN.    HARRY  B. 
McMILIAN.    aiNCH 
McVEAGH.    J.    W. 
M.    D.    COMPANY 


ICADOWS  A  BftOM-N  REALTY  ft 

INVESTIiKNT  CORPORATION 
MEADOWS.    R.    S. 
ftfiiXLEY.    JACK 


MEDLEY.    TED 
MELTON.    CECIL  P. 
MERLIN  CONSTRUCTION  00. 

ME3U.IN.    JACK 

MHUJN.    MORRIS 

METCAI.F.    Lf-T: 

MiailGAN  HOVE  IVlPROVBdENT  CO. 

MIDWESTEKN  INSULATION.  INC. 

MILLER.  CHAS.  E. 

MILLKR.  JACK 

MILTON  CONSTRUCTION  CO. 

MODERN  HOME  IMPROVEMENT  COMPANY 

MONAHAN.  TOM 

MONK.  ALFRED  R. 

MOODY.  LEE 

MOORE'  S  CONSTRUCTION  CO. 

MOORE.  DON 

MORGAN.  JOHN  W. ,  JR. 

MORGAN.  JOHN  W.  CONSTRUCTION  CO. 

MORIN.  JOSEPH 

MORTON.  MiaiAEL  F. 

MOSS.  RONALD  MARTIN 

MOTT.  HAROLD 

MURPHY.  W. 

MURRELL.  ROuERT  W.  W. 

MUSKEGON  EXTERIOR  DECORATING  CO. 


Los  Angeles.  Calif. 

Los  Angeles.  Calif.  Nonralk.  Calif. 

Salt  Lake  City.  Utah 

Houston.  Texas 

Greensboro,  N.  C. 

Cleveland.  Ohio 

Cleveland.  Ohio 

Dallas.  Texas  Texarkana.  Texas 

Denver.  Colorado 

Kingsville.  Texas 

Bishop.  Texas 

Corpus  Christi.  Texas 

Rockford.  Illinois 

Jasper.  Texas 

Washington.  D.  C. 

Jasper,  Texas 

Houston.  Texas 

lorlaiid.   wyoaing 

Pocatello.  Idaho 

Salt  Lake  City.  Utah 

Roswell.  New  Mexico 

Texarkana.  Texas 
Texarkana.  Texas 
Worland.  Wyooing 
Pocatello.  Idaho 
Salt  Lake  City.  Utah 
Roswell.  New  Mexico 
Worland.  wyoaing 
Oklaiiooa  City.  Okla. 
Los  Angeles.  Calif. 
Oakland.  Calif. 
Los  Angeles.  Calif. 
Los  Angeles.  Calif. 
Albuquerque.  New  Mexico 
Flint,  Michigan 
Sioux  Palls,  S.  D. 
.San  Diego,  Calif. 
Miumi.  Florida 
Cliicago.  Illinois 
Mt.  Olive,  Illinois 
Wichita.  Kansas 
Los  Angeles.  Calif. 
Carbondalc.  Illinois 
Cleveland.  Ohio 
Cleveland.  Ohio 
Los  Angeles.  Calif. 
Los  Angeles.  Calif. 
Uxb ridge,  Mass. 
Alhuquerque.  New  Mexico 
Muskegon.  Michigan 
F:nglewood.  New  Jersey 
San  Jose.  California 
Richmond,  Virginia 
Newport  News.  Virginia 
Muskegon.  Michigan 


NASTAV.  L.  D. 

NATION  WIDE  HEATING  COMPANY 

NATIONAL  FIRE-3RITE  INDUSTRIES. 

NELSON.  RAY 

NEW  MEXICO  HO^IE  P-IPROVI-WENT  CO. 

NIBfcHT.    LOl'IS 

NIGRO.    ANGELO 

NO  BLADE  DISPOSED  a). 


Los  Angeles.   Calif. 
Seattle.    Washington 
INC. Chicago.    Illinois 
Miami,    Florida 
AllMiquerque,   New  Mexico 
Houston.    Toxas 
Shm  Leaiidro,    Calif. 
Stin  Prancisro.    Calil. 


6-n-5S 
4-2HI 

7-31-M 
I(h30-S3 
6-30-5J 
11-2D-53 
11-28-53 

7-IHI 


10-MI 

io-n« 

5-lHI 
11-MI 

5-lHI 
lft-»« 


8-lHI 

7-31-a 

7-31-53 


7-lfSI 
9-lHI 
4-M« 

l'*k 
7-W 
7-2H8 
10-30-8 
11.20-53 
2-5-53 
lO-30-$3 

3-n-M 

7-31-S 

10-30-53 

2-tt-S 
10-30-$: 
10-29-53 
10-2^» 
10-30-53 
10-30-53 

11-JO-fl 
7-W-53 
lO-30-« 
11-13-S 
10-30-53 

5-38-53 
10-30-53 


10-3O-5J 
10-30-53 
2-25-53 

3-17-53 

7-n-53 

11-13-53 
4-21-53 
lO.«-53 
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1957 


OVBIEOT  CO. 
OeiECTOR  00. 


b  SUPPLY  CO. 


CHrs.   JOHN  M. ) 


TION  CO. 


CE  F. 

PROVEMEMT  CO. 

H 

COATING  CO. 

EVEPORT  CO. 
TEXARKANA 


PROVEMEMT  CO. .    INC. 
I  COMPANY 


nMPANY 


ONSTRUCTION  COMPANY 
NORMA 


ft  ROOFING  CO. 


iND  BOII^R  OOIPANY 
iE  P. 


WCTION  CO. 

LTING  ft  PAINTING  CO. 

r  M. 


AD0RBS8 

DATE  I8BUD 

Cleveland.  Ohio 

11-3-53 

Spokane.  Washington 

6-30-53 

Tulsa.  Oklahona  Texarkana.  Texas 

Ft.  ailtb.  Arkansas 

Kansas  City.  Missouri 

7-31-53 

O 

Greensboro.  N.  C. 

6-30-53 

Salt  Lake  City.  Utah 

7-31-53 

Chicago.  Illinois 

7-31-53 

Chicago.  Illinois 

7-31-53 

Chicago.  Illinois 

7-31-53 

Wichita.  Kansas 

10-30-53 

Portland.  Oregon 

4-30-45 

Portland.  Oregon  Seattli 

e,  Washington 

4-30-45 

Portland.  Oregon 

10-30-53 

Meaphis.  Tennessee 

10-30-53 

Memphis.  Tennessee 

10-30-53 

Portland.  Oregon 

4-30-45 

Portland,  Oregon 

10-30-53 

Portland.  Oregon 

4-30-45 

Portland.  Oregon 

P 

Seattle.  Washington 

10-30-53 

10-30-53 

Seattle.  Washington 

Bast  Orange.  New  Jersey 

10-30-53 

Salt  Lake  City.  Utah 

3-31-53 

Peoria.  Illinois 

4-24-53 

Los  Angeles.  Calif. 

3-27-53 

Spokane,  Washington 

6-30-53 

Jacksonville.  Florida 

11-6-53 

Houston.  Texas 

7-13-53 

San  Antonio,  Texas 

3-24-53 

Pittsburgh,  Pa. 

Charleston.  W.  Va. 

2-19-53 

Shreveport.  La. 

U- 18-53 

Texarkana.  Texas 

10-30-53 

Albuquerque,  New  Mexico 

7-31-53 

Oakland.  Calif. 

7-29-53 

Portland,  Oregon 

10-30-53 

Miani.  Florida  Newark. 

New  Jersey 

3-17-53 

Albuquerque.  New  Mexico 

7-31-53 

Painesville.  Ohio 

3-17-53 

Painesville,  Ohio 

3-17-53 

Portland.  Oregon 

10-30-53 

BeauBont,  Texas 

4-22-53 

BeauBont.  Texas 

4-22-53 

Cairo.  Illinois  Sal  en. 

Missouri 

11-6-53 

Cairo.  Illinois 

11-6-53 

Portland,  Oregon 

10-30-53 

Portland.  Oregon 

10-30-53 

Carbondale.  Illinois 

10-30-53 

Q 

BirBinghaa.  Alaoaaa 

R 

Ashtabula,  Ohio 

11-20-53 

11-20-53 

Tncoma.  lAshinetoo 

10-6-53 

€an  PranciscD.  Calif. 

Cleveland,  Ohio 

Salt  L&ke  CI  tor  Utah 

6-11-53 

Oakland,  Calif. 

7-29-53 

Oakland,  Calif. 

7-29-53 

Los  Angeles,  Calif. 

6-11-53 
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RICWKMD.   PHILIP 
RICHMOND.   RUTH 
ROBERTS.  CHittltBB 

KOBE?.        ^        :nc^  (or  OBAN) 
BDBERisTiJW  OJMPANTf.   The 
RaiEKO.   PETE 

ROSSI.  J06B>H 

ROniAN.   BENJilMIN 
RODir.  HHWAN  M. 


Lo8  ilnseles.  Gal  if. 
Los  itaceles.  Calif. 
Salt  LalM  City.  Utak 
Mt.  PleMant.  Utah 
Mt.  Pleasant.  Utah 
San  Leandro.  Calif. 
Salt  Laite  City     Utah 
Qraj5<M).  Kentucky 
Qiariestoa.  test  Virginia 
La&  Angel &s«   Califs 
Peoria,  Illinois 


SACKS.  A.    (ABRAHAM) 
SACKS.  A.   ANDOOPANT 
SACKS.  A.   PLOBINO 


(") 


SANDIDOB.  HAROLD  B. 
SAUL.  JAMEBR. 

.0. 


SCHIFFUBR.  CHARUS  A. 
•SailFnJHl.  CHARLES  B. 
SCHIFFLHt  HrROVBOMT  00. 

SCHLAOtETT.   HARRY 
BOWOe.    ntANK 

scHo^K:T■m,  ALvm 

8C01T,  FOREST 

SCOTT.  WILLIAM  KIRXEMDAIl. 

SHANK.  SAM 


SHAW.   AL 
SHEELY.   A.    R. 
SHBWQilAN.   SAMUEL 


SHIQiS.   J.   J. 
SHIRLEY.   AZOR  B. 
ailRLEY  BROTIBtS  BUTANE 
SHIRLEY.   JOm  A. 
SHIRLEY  LUMBER  YARD 
SHIRUY.   S.    E. 

siuarr  maid  products  co. 

SILVER.   SAM 

SILVHISIEIN.   SAM 

SIIMS.   H. 

SIMS.   J06B>H 

SIVSIS.   J06H11  W. 

SMITH.   ALEX  N^ 

SOUION.   UE  B. .   JR. 

ISAAC  MARION 
MARION  I. (or  J) 

STAOGS.  CECIL  E. 

8TANGA.  HOWARD 

STAMiBY.  AUCE  M. 

STAMJEr.  JAMES 

STARK.  MILTON  M. 

STARR.  HOWARD 

STAims.  jom  c. 


San  Antonio.  Texas 
San  Antonio.  Texas 
San  Antonio.  Texas 
Manphis.  Tennessee 
Chicago.  Illinois 
Abilene,  and  Dallas.  Texas 
ShreTeport,  Louisiana 
Texarkana,  Texas 
Oaensboro.  Kentucky 
Seal  Beach.  Calif. 
Sai)  rrancisoo,  Calif. 
Cleveland,  Ohio 
aalt  Lake  City.  Utah 
Toledo.  Ohio 
Toledo,  Ohio 
Toledo.  Ohio 
Salt  Lake  City.  Utah 
Phirland.  Indiana 
Los  Anseles.  Calif. 
Los  Angeles.  Calif. 
San  Leandro.  Calif. 
RichMod.  Virginia 
San  rranciaco.  Cftl  f. 
CleTeiaod,  Oblo 
Salt  Lake  City  Utah 
Los  Angeles,  Cal  f 
%Kjfe»iie.  iBShington 
San  Franclficd.  Calif. 
Cleveiaad,  Ohio 
Salt  Lake  City  Uttih 
Meaphis.  Tennessee 
DeRidder.  Loaisiaoa 

Louisiana 

Louisiana 

Louisiana 

Louisiana 
E^s  Angeles  Calif. 
Jacksonville.  Plorlda 
Jacksonville,  Florida 
Charlpston.  w,  Va. 

Carbondale.  Illinois 
Bimlnghaa.  Alaban 
Sfe  Utah 

Meaphis.  Tennessee 
MeWthis.  Tennessee 
3acraBeDto,  Calif. 
GbvingtoD.  Louisiana 
Housiofi  TeiAs 
Los  Angeles.  Calif. 
Chicago.  Illinois 
Albuquerque.  Nev  Mexico 
T^sa.  Oklahoaa 


DeRidder. 
DeRidder. 
DeRidder. 
DeRidder. 
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1959 


DATB  IS8DH) 


IZWIS 


SBORGE 
PHILIP 

V.   A. 


H. 


OP  JAOKSONVILUB 


SD 

.    (MILTON) 

PLUMBING  ft  HEATING  00. 
DONAIi)  A. 
XNSIRUCnON  00. 
.    ART 

.  SAM 


Salt  Lake  City.  Utah 
Salt  Lake  City.  Utah 
Los  Angeles.  Calif. 
Anderson.  Indiana 
Salt  Lake  City.  Utah 
St.  Matthews.  Kentucky 
Los  Angeles.  Calif. 
Canb ridge,  U&ss. 
Greensboro,  N,  C. 
Memphis.  Tennessee 
Sttlt  Lake  City  Utah 
Portland  Oregon 
JacksonviHe  Florida 
PeorlBp  Illinois 
Salt  Lake  City.  Utah 
Nashville.  Tennessee 
Salt  Lake  City.  Utah 
Nashville,  Tennessee 
Baltinore.  Maryland 
Sioux  Palls,  S.  Dakota 
Los  Angeles,  Calif. 
Clevelahd,  Ohio 
Salt  Lake  City,  Utah 
Salt  Uke  City.  Utah 


7-31-53 

3-31-53 
10-30-53 
3-31-53 
4-24-53 
4-23-53 
6-30-53 

6-30-53 
4-22-53 
9-30-53 

9-24-53 

7-31-53 
10-30-53 

4-22-53 
10-30-53 

11-2-53 
2-5-53 

4-23-53 

4-22-53 
4-22-58 


c 

Los  Angeles,  Calif. 

>A 

Menphis,  Tennessee 

lA  COITANY 

Meaphis.  Tennessee 

iA  HEATING  ft  PLUMBING  CO. 

Memphis.  Tennessee 

I  REMODELING  COIPANY 

Dallas.  Texas 

(DEER  COMPANY 

Odessa,  Texas 

HANCIS  H. 

Salt  Lake  City.  Utah 

•  CONSIRUCriON  00. 

Mt.  Vernon.  Illinois 

Metropolis.  Illinois 

Paducah.  Kentucky 

H. 

San  Antonio.  Texas 

WN 

Philadelphia,  Pa. 

3-27-53 
11-20-53 
11-20-53 
11-20-53 
11-20-53 
5-15-53 
7-31-53 


8-26-53 
3-24-53 
7-10-53 


Ii£RS  ft  SUPPLY  00. 

E  PRODUCTS 

HACTING  ft  SUPPLY  CO. 


(■airland,  Indiana 
Levittown.  New  York 
Keokuk.  Iowa 


10-30-53 
11-20-53 
10-30-53 


C. 
LATION  CO. 


LAU>H 

S.  D. 

aHARD  S.  (SAUL  or  SX) 

D  L. 


DiARD 
MARK  P. 

IRVING 
B 

IRIIN 
KASRIL 


Baton  Rouge.  Louisiana  11-30-53 
Caaden.  Arkansas 

Sales.  Oregon  8-18-53 

Sales.  Oregon  8-18-53 

W 

Portland,  Oregon 

Burbank.   Calif.  8-18-53 

Carbocidale.  lUlaols  10-30-53 

£an  Jo«e  califon^ia  10-30-53 

Albuquerque,  New  Mexico  7-17-53 

Abilene,  Texas 

Denver,  Colorado 

Durango.  Colorado  Texarkana.  Texas  7-31-53 

ij&ii  Ltjantifu.   Ciilif.  4*-21-53 

Sal  en,   Oregon 

Rosenliyrg,   Oregon  8-18-53 

Loa  Aneeles,   Calif.  11-9-53 

pairUnd.   Indiana  10-30-53 

Loa  Angeles,   Calif.  10-28^53 

salt  Lake  City,  Utah  7-31-53 
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WEINROTH.  S.  E. 
WEISS.  MARVIN 
mriEIIARCH.  HAROLD 
WIEDI6BI.  QJilEll 
WILKINSON  LUIfiER  00. 
WILKINSON.  MARSHALL 
WILLIAMS  OONTINEafTAL  OOIPANY 
WILLIAMS.  J.  I.  M. 
WILLIAMS.  J.  W. 
WILLIAMS.  WAYNE 
WINSCTT.  A.  W. 
WINSLOR.  JBtRY 
WriHERINGTON.  BOY   L. 
WITT.  REGIS  P. 
WOLSH.  BENJAMIN  A. 
WOOD.  CHESTER  R. 

WOOD.  E.  C. 

WOOD.  QjBERT 

WXX).  JACK 

WOODWARD.  L.  L 

WORU)  WIDE  FURNACE  00lf>ANY 

WORTH.  AL 

WYfii.  HYMAN  (or  HI  or  NAT) 

YOUNG.  QWEST  P. 


ZYCH.  LOUIS 


ADDRESS 


DAB 


Salt  Lake  City.  Utah 

7-31-53 

Greensboro.  N.  C. 

6-I&-53 

West  sacrawnto.  Calif. 

10-22-53 

Abilene.  Texas  Texarkana.  Texas 

7-31-53 

Bitely.  Michigan 

lO-2>53 

Bitely.  Michigan 

10-22-53 

Portland.  Oregon 

1O-30-S3 

Portland,  Oregon 

10-30-a 

Portland.  Oregon 

10-30-53 

Pairland.  Indiana 

10-30-53 

Meaphis.  Tennessee 

10-30-53 

Chicago.  Illinois 

10-21-53 

University  City.  Mo. 

7-31-51 

Greenville.  S.  C. 

7-20-53 

Los  Angeles.  Calif. 

2-10-51 

St.  Louis.  Missouri 

Louisville.  Kentucky 

3-17-51 

St.  Louis.  Missouri 

Louisville.  Kentucky 

3-n-5J 

St.  Louis.  Missouri 

Louisville.  Kentucky 

3-17-53 

St.  Louis.  Missouri 

Louisville.  Kentucky 

3-17-53 

Greenville.  S.  C. 

7-20-53 

Seattle.  Washington 

10-30-53 

Los  Angeles,  Calif.  Salt  Lake  City. Utah  7-31-53 

Nashville.  Tennessee  Little  Rock, 

Ark.  ll-l-» 

BaltiBore,  Maryland 


Oakland.  Calif. 


ll-^53 


7-20-53 
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1961 


ent  list  of  dealers  suhfect  to  the  provisions  of  regulation  VIII,  sec, 
Dec.  i,  J953,  through  Apr,  21, 1954 


Name 


ruction  Co 

lete  Home  Service 

nstniction  Co 

iictlon  Co 

ome  Improvement  Co 

V 

ilWingCo 

Alarm  Co 

.  W 

met  ion  C  0 

(or  A.) 

ilWIngCo 

Any  of  Lansing 

Co 

Uip 

mes 

5W 

leth  D 

ney 

B 

tD 

jL 

88 

oseph  A 

J 

me  Supply  Co 

Amuel 

ack 

t.  a.  Johnny  Bishop,  J.  H.  Shelley, 
addox. 

Tohn  Oarland 

1111am  B 

ulation  Co 

ph  (or  Joe) 

am 

tlchard 

rman 

3 

1 

\f 

krtln  (Max) 

oldW 

C 

C 

Ityle  Stone  Co.,  Inc 

Vater  Service 

E.  N.,  Co.,  Inc.  (engineering  and 
it). 

Bdward  Nelma 

Frank 

WUlis 

ames 

J 

uUding  Materials  Co 

illlam 

Construction  Co 

I 

C.L 

Fohn  C 

Improvement  Co 

yE::::::::;:::::::::::::::::::::::: 


Address 


Newark.  N.  J 

St.  Louis,  Mo.    Memphis,  Tenn 

Munde,  Ind 

Klrkwood,  Mo 

Los  Angeles,  Calif 

Texarkana.  Tex.-Ark 

Birmingham,  Ala 

Anchorage,  Alaska 

Texarkana,  Ark.-Tex.    Portland,  Oreg. 

Fairbanks.  Alaska.    Phoenix,  Arts. 

Columbus.  Ohio 

Texarkana,  Ark.-Tex 

AtlanU,  Oa 

New  Orleans,  La 

Birmingham,  Ala 

Lansing,  Mich 

Jacksonville,  Fla 

Oakland,  Calif 

Newark,   East   Rutherford,  and   East 

Orange,  N.  J. 

CaruthersviUe,  Mo 

CaruthersviUe,  Mo 

Albuquerque,  N.  Mex 

Greenwood,  S.  C 

Salt  Lake  City,  UUh 

Magnolia,  Miss 

Columbus,  Ohio 

Albuquerque,  N.  Mex 

Albuquerque,  N.  Mex 

Salt  Lake  City,  Utah 

Carle  Place,  Westbury,  N.  Y 

Los  Angeles,  Calif 

Bossier  City  and  Shreveport,  La.  Bir- 
mingham, Ala.  Troy  and  Albany, 
N.  Y. 

Port  Arthur,  Tex.. 

Oakland,  Calif 

Athens,  Ala 

Oakland,  Calif 

Oakland,  Calif 

Oakland,  Calif 

Texarkana,  Ark.-Tex.    Tulsa,  Okla 

South  Bend,  Ind.    Chicago,  Ul 

Columbus,  Ohio 

Muncie,  Ind 

Oakland,  Calif 

Oakland,  Calif 

Okland,  CaUf.  Tulsa,  Okla.  Tex- 
arkana,  Ark-.-Tex.  Dallas,  Tex. 
Wichita,  Kans. 

Texarkana.  Ark.-Tex 

AtlanU,  Oa 

Elmira,  N.  Y 

Oakland,  Calif 

Oakland  and  Castro  Valley.  Calif 

Los  Angeles,  Calif 

Johnson  City.  Tenn , 

Johnson  City.  Tenn 

Columbus,  Ohio , 

Carbondale,  111 

Elmira,  N.Y 

Chicago,  111 

Empire  City  and  Fremont,  Nebr 

Elmira,  N.Y 

Champaign,  111 

Oakland,  Calif 

Pittsburgh,  Pa 

Kalamaioo,  Mich 

Atlanta.  Qa 

Oakland,  Calif 

Los  Angeles,  Cahf 


Date  issued 


13-I^S3 
l»-l-«3 

1-18-M 
4-10-M 
1-2S-M 
12-dO-ia 
9-17-M 
Z-Z-6i 

4-21-M 
19-16-63 

l-2»-M 

12-18-fi3 

1-22-64 

a-20^ 
a-2&^ 
1-lO^M 


2-17-&4 
a-ll-«4 
2-2Sn54 
12-28-^ 
12-l»-«3 
12-18-^ 
a-ll-*4 
^10-54 
4-19-54 
4-»n54 


2-17-M 

^17-M 

4-19-54 

4-19-54 

2-17-54 

Z-Z-6i 

4-«-64 

12-28-^ 

a-24-^ 

4-15-54 

4-15-54 

3-3-54 


3-3-54 
12-2^-53 
4-12-54 
4-19»«4 


12-l&-«3 
4-19-54 
1-19-54 

1-19-54 

12-28-53 
12-1-63 
4-12-64 
4-19-54 

12-30-53 
4-12-64 
4-12-64 
4-16-54 

12-28-53 
4-12-64 

12-2»^ 
4-16-54 
3-0-54 
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Name 


Address 


Dftteta 


Clark,  R 

Clark.  Thomas  W 

Cohen,  Isadore,  M 

Cohen,  James  Westley 

Colonial  Construction  Co 

Colorcrete  Co 

ColYln  Constrctuion  Co 

Colvln,  Taylor  L 

Construction  Engineers 

Consumers  Construction  Co 

Cook,  James  Starr 

Cooper,  Robert 

Cotter  Insulation  &  Weather  stripping  Co.. 

Cotter,  Vernon  L 

Cosy  Home  Improvement  Co 

Crescent  Construction  Co 

Currasoo,  Lewis  (or  L.) 

Cutali,  Louis 


Danieb,  John  J 

Danilow,  Station  B 

Darner,  waiter  H 

Davis,  Sam 

Dasrton  Weather-Tite,  Inc 

Dease,  J.  Edmund  (James  E.  or  J.  E.). 

De  Shone,  Nathaniel  Hertle 

Diamond  Homes,  Inc 

Diamond  House  Specialties  Corp 

District  Home  Mondemicers 

Donner,  Leo 

Dovak,  F.  Reagan 

DoweU,  M.  C. 

Durante  Co 

Durante,  Eugene 

Dutra,  Manuel  J 


E 


Ector,  Raymond  M 

Edwards,  Billy 

Evans,  E.  K.  (or  Keith). 


Factory  Materials  Co 

Farris,  William  Samuel. . . 
Federal  Construction  Co. . 
Federal  Home  Improvers. 

Feldman,  Maurice  H 

Findley,  John  V 

Fooksman,  Alvin  C 

Forman,  John  J 

Forrest,  Alvin  C 

Freeman,  Al 

Fulkerson,  Martin  M 


Oalpren,  Alvin  B 

Oamache,  Leo  P 

General  Builders,  Inc... 

Girard,  Eugene  F 

Gober,  D.  M 

Gober,  James  Maurice. 

Gochman.  Murray 

Goldberger,  Melvln  T.. 

Granette  of  Miama 

Gray,  Richard 

Griffin,  Harry 


H 

Hall.  John 

Hardin,  Daniel 

Harmony  House  Home  Improvement  Co. 

HarsAione  Co.,  Inc 

Hart  Construction  Co 

Hart,  E.J 

Hart.  Raymond  C 

Hayncs,  Donna  H.  (Mrs.  Milton  C.) 


Oakland,  Calif 

Los  Angeles,  Calif 

Des  Motnes,  Iowa 

Baltimore,  Md 

Atlanta,  Qa 

Kalamasoo,  Mich 

Jeffersonville,  Ind 

JeflersonvUle,  Ind 

Salt  Lake  City,  UUh 

South  Bend,  Ind.    Chicago,  m. 

Atlanta,  Oa 

Los  Angeles,  Calif 

ChldMsha,  Okla 

Chickasha,  Okla 

Detroit,  Mich 

Atlanta,  Ga 

Oakland,  CaUf 

Rochester,  N.  Y 


Fort  Des  Moines,  Iowa. 

Houston,  Tex 

Sacramento,  Calif 

Atlanta,  Ga 

Dasrton,  Ohio 

Dasrton,  Ohio 

Oakland,  CaUf 

Springfield,  Mass 

Springfield,  Mass 

College  Park,  Md 

College  Park,  Md 

Atlanta,  Ga 

Culver  City,  Calif 

Bellmore,  N.  Y 

Bellmore,N.  Y 

Sacramento,  Calif 


Atlanta,  Ga 

Texarkana,  Ark.-Tex.. 
Salt  Lake  City,  Utah. 


ZanesvUle,  Ohio 

Miami,  Fla 

Fort  DCS  Moines,  Iowa 

Albuquerque,  N.  Mex 

Pittsburgh,  Pa.    Zanesvillc,  Ohio. 

Syracuse,  N.  Y 

Miami,  Fla 

New  Orleans,  La 

Miami,  Fla 

Los  Angeles 

Flint,  Mich.    JacksonviUe,  Fla ... . 


Los  Angeles,  Calif 

Elmira,  N.  Y 

Des  Moines,  Iowa 

Beverly  Hills,  Calif... 

Birmingham,  Ala 

Birmingham,  Ala 

Far  Rockaway,  N.  Y. 

Knoxville.  Tenn 

Miami,  Fla 

Oakland,  Calif 

New  Orleans,  La 


Carbondale,  ni 

Tacoma,  Wash 

Rochester,  N.  Y 

Canton,  Ohio... 

San  Diego,  Calif 

Texarkana,  Ark.  Tex 

San  Diego,  Calif 

Cincinnati,  Ohio.  Portland,  Oreg. 
Louisville,  Ky.    Indianapolis,  Ind. 


1»-^ 


a-i7-<^a 


4-lMI 


IMMI 


1-«4I 
Ml-« 


i-aw4 

1-2H4 


♦-1»^ 
4-12^ 

ia-2»-a 

12-30-S 

11-1841 
12-»48 

i-1544 


I2-1-S 
12-14J 

4-IM4 
2-«44 
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I*  list  of  dealers  subject  to  the  provisions  of  regulation  VIII,  sec.  2 — 
Dec.  i,  195S,  through  Apr.  21,  I9S4 — Continued 


Nam« 

Address 

U&m  Issued 

3.,  Co.,  Inc- _.-,-- -,-,,-,.-___ 

Cincinnati,   Ohio.    Portland,  Oreg. 

LontovUk.  Kjr.    IndlanapolK  Ind. 
Cincinnati,   Ohio.    Portland,  Oref. 

LotiUrvUk,  Ky.    Indianapolis,  Ind, 
Clnctnnflti.  Ohio..,,.. .  ... ... 

IS-28-53 

on  C.  or  Mh  C*  or  M,_ ^. 

I2-Z8"fi3 

on  Covington,  ,,„,..,.,.-..—... 

13-2^63 

ttorBj , • 

Oakland,  Calif 

4-1$^-^ 

Ml  A....- . .., 

Em  Lee ...-^..„-  ... 

Tulsa,  Okla .___._ 

Long  Bench,  Calif 

4-14-M 
I-IS-M 

,r ,„,„ . 

Indianapolis,  Ind.    Eaat  St.  Uni!t»  lU,. 

Oakland,  Calif          ..  . 

1-21--54 

4-lfi-^4 

?riM. ., _.^^^  .  .  ^.^  . 

Bouth  Bi<t)dt  Ind 

2-2S-M 

tnifntkm  A  Kaflnewbic  Co.,  tac. . . 

Flint,  Mich .„. , 

l-14^S4 

Oakland,  Calif    ..       ..  ^ 

4-15-M 

B .„_.,. 

Oakland,  CaitJ... .... 

4-1 SH^ 

1 
^silc  Material  Co. . 

Cto'bondale,  ni.       ... 

12-1 'M 

iKnjf  Co......     . ..,. 

Baltlinor^.Md.... .._..._._.,..._._..... 

West  Sprlnfftldd.  Maw      ......... 

la-i-isa 

J 
W. __._  ,„„ 

a-io-m 

L.__ „ 

West  Covins,  Calif , . , .„,. . 

l-W'M 

rdJ ,.„. 

Ho4iston,  Tei....... 

l-9Q_^ 

lel... -  ,. 

Tacoraa,  Wash..........  ...........  ,. 

19-1^ 

Oaklatd,  Calif., ._ 

19-lflp^ 

uel  HaUKnd ...._... 

Memphis^  Tenn. 

*r^-M 

lamR... 

flan  Antonio,  Tei    .....  .        ...    .^  .. 

3-10-54 

tan  8,._ _  ..    ,  ,.,.„, „ 

Tulsa,  Okla.. ,.... 

2-3S-M 

K 

atea,Inc„ , 

in ..    _^^ ,  , 

P*lt»de  Park,  N-  J._.. . 

4-Sl^ 

0,- .._. 

Loi  Angeles,  Calif „„..,„.,.„. 

1-21-64 

f  M 

!*■  Angela,  Cajjf.. 

1-21-54 

Ocrald..    ._„ „,. 

Oak  Park,  Mich 

3-17-54 

ta  V. ._ . .--„... 

Menmhia,  Tenn .    St.  Loula ,  Mo._ 

Dea  Moines,  Iowa . 

SpHnpfleldt  Mass ,^ ,.__„. 

la-i-^ 

■d 

la^a^-^a 

Uton  L.  ,„,„„,  , ._ 

3-34-A4 

c  .  ........ .^ . ._^,,..„,,^ 

Langlng.  M  Ich „^„„.,„,»-»*^., . , 

Lansinft,  Mich 

tS-28na3 

l%-7f^r^ 

Hayward,  Calif „.„..„,„ 

1-15-54 

Hayward,  Calif .... 

1-15-54 

ID... _„ .... 

East  D&troiU  Mich..,. 

4-21-54 

.J.  Finnic ._. 

PftUaade  Park,  N.J.,. „„,„., 

Lonjf  Beach,  Callf..._ .. 

Amartlb,  Tei  ,., _. 

4r-31-M 

L 
noe  Co ...  .      .„„.,  ,., 

4-13-^ 

ams  CorLBtruQtbn  Co      ...    . 

12-7&-S& 

iction  Co _... 

AiuaTlllo.  Tm ,      „._,.„.„, 

ia-2MK3 

AmarlUo,  Tex .........  ...... 

1^^-et 

Salt  l^kr  City,  Utah 

3-ia^ 

L _,_ ,:. 

Texark&na,  Ark. -Tex....,,, .  ,,,„. 

3-3-At 

Lo6  Angeles.  Calif.            .  .......... 

4^t1HH 

.ore  J., ,...,... ,_...... 

Ironwood ,  Mich ,,.,.. 

S-a4-54 

atructlon  Co.,  Ino. , ,. . . 

CfneiTin»tU  Ohio.    LoalsyiUa,  Ky.    la. 

dlanapolla,  Ind.    Portland,  Or«t. 
Ban  Antonio,  Tei. ,,.. 

l3-»-fi3 

nfltnifltlEm  Co ........ 

3-l(HS4 

r ,_ ,. 

Athens,  Ala ._ „,...,...,_. 

a-n-54 

0.-., .,._...„.,^.. .,, 

M 

Oakland,  Critf...... 

BomUt  City  and  Shrevepoft,  La.    Btr- 
mlneham,   Ala.     Tniy  and  Albany, 

New  Orleans,  La .. 

4-19.M 
4-ft-54 

i.        . 

4-21-54 

3ateJ___ „.„„„„..„„ 

Vlneland,  N.  J.:  MlilTllte,  N.  j" 

Lot  Angela,  OaJlf. „ 

3-10-54 

idle 

1-21-Si 

an  L.„^ _„ 

Lob  Angeles,  OolU-, , 

Roc^eaKr,  N,  Y  .  .. 

4r-10-fi4 

jmrai 

a-ss-« 

MI 

HlaJeah  aod  Miami,  Fla 

9-ia-M 

Charles  Harris ^ 

HUleafa  and  Miami,  Flm,.._.„ 

Columbua,  Ohio. ..... . .... .,.,, 

Oakland,  Calif, - 

2-1%^ 

jy.. ,,.._,,  .  ,,..,„,,,,-. 

l2-28-0i 

ohn  P. . .,. 

4-1A-A4 

'■r«nk..„. , -,.,_- ... 

Los  Angek^,  Calif.... *->*,— ^-._ 

Fort  I>s  Mofnes,  Iowa ,.,.._.- _, 

rohn  D     .  .        .  .  .^.     .^...^.. 

4-l»-M 

Lstntction  Co.. 

Memphis,  Tenn.  ,,_„^.,.^.,^— .. ■ 

«'4^nH 

itrecttiUE  Co 

Mfimphis^  Ti*nn  .     ,   ^^^^^-    ,.^^. 

4p«^M 

ortotta  (Misi) ....,.,.,.. 

Memphis.  Tenn .„*.,.,.. 

4-8-04 

3    Jr 

4-1^ 

Qine  ImptoTenuiit, _„ *- 

Memphis,  Tenn...., .., — .., . . 

#4^ 
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Meredith.  J Bck.,. 

Mid  OUy  Cotutnietloti  Ca.,  Inc.,  ofOtiki. 

Miller^  Irving _,_, .»_,,___ 

Mlrowlti,  Jack _....,. ^.^.^_,. ,-,.- 

MitcbeH,  Uiwnerjc*.... —, 

Mitchell,  Mike. .,..„,..„., 

Modem  OarogRs ,... ,, ,, 

Modem  He&titiir  Plumbing  Ca,_.... 

Modilm  ImprovemeDl  Co ,^^ -* 

Moodsr,  LftB......_. ....„, ,..,,_„ 

Moon,  D.  K ^„. ..., 

Momnr,  W.  E,,_ , ,.., 

Haas,  JoliUfl...... ..*..... __._„„„,._..., 

MoltaoHand.  LewlaX.. 


N 

Natioii&i  Eii|;iiu*eri 

National  Weather  9c4l  Co.. 

Nelson,  Myron  (or  M,), 

Noblltl,  TiiomM-  ,-,„,„„ 


OUvw,  Brord  B, 


PaiT»  JackM... 
Paulen,  Jofteph. 
P*«inpoii,  J.  J.... 
Poanoti,  Jotan  J 

Peel*r.  WaJter,....,, 

PeninAuioil  Burner  Corp ,., 

Pwplen  CgnatrucHon  Co.  _.._.., 

Pfeifer.  Fred  C,  Jr.. _ _ 

Pittehurgh  Brick  S<a1Co...... 

Plymoueh  Rock  Wool  Insulation  Co_ 

Pollock,  Dot!  F.....  

Pollock.  Don  F..  Properties,  Inc,,,.,_ 

Pollo<;k»  Samuel  V „ 

Ponnoy,  A.  H 

Preferred  Conjstructlon,  Inc.......... 

Pyramid  Luml>er  &  Raofing  Co,.„.- 


5U4yle  Heating  Co... 
juayle,  Joseph  T...., 
^iu»y)e  ^  Kiause  Co, 


Eabkln.  Maunj^. 

Ramhlt^r  Co,  -^ 

Etmigbk'^y*  Eugene  Erwio ... 

R&Ughl<*y ,  Pet(!„ ,._...„. 

Raymond,  The,  Co .. 

Raymond,  Inc ..,__.. — 

Refianco  Construction  Co...  _. 

Rg-Nu-U  Corp. , . . , , 

Richiirds,  A ^- 

Rijt.  EfftfoldT - 

Eobcrtf^  Charies. ........ ^.^.--. 

Robina,  lister  J.  A  F.  Robins.. 

RobinaoD  &.  Co_...  . , . , 

Robinson.  Lester  J.,  Jr,, 

EobJnson,  ]..«!5ter  J.,  3r 

Rogers,  Norman ,...., -... 

Rofl^TS,  Robvft,  Jr...... 

Rownhflin,  NormttXi.-, ~—^ 

Rovln  ConiraciLng  Cn . 

Royln,  Morris  D....,, *. 

Rouln,  Morris  D.^  Co._ 


B 

SaiJman,  Arthur  If..,.....,. 
8an  Diiago  Collitructlon  Co.. 

Sumnto,  Jabn 

Saimd^fii,  Hafold..,-,,  ,.,- 

B«¥r&,  Carlle  O ..... 

Schoenbetf,  Harry 


Colleis^Park,  Md. ........._.. 

Fort  gmith.  Ark... .,. ..... 

Dayton,  Ohio, ,,„..„,..„,_,..., 

pStlraftJip  Ark... 

Mlanta,  0» „_,...„, .^. 

Oakland,  CiUr. ...... 

East  St,  Loub,  Dl,    tadlaoapolis,  lad.. 

Chicajjo,  ru, ,, ., 

Millvllie,  N,  J........,.._„..,__^,.. 

Carbondak.  ni. ^-. 

Oklahoma  Cltjr*  Okll-, , „_.„ 

Tulsa,  Okla ._.._,...,.. .»«^.„ 

Jc(T«irson vUte,  lod. ..... .. ^.- ... 

Mm^llle.  N,  J.,..,. _ 


W«st  Springfleld,  Maas-^ 
Oakland.  CaMf .......... 

Oakland,  Galif.. ,., 

Athens,  Ala . . 


FnaemttirT  Ong.    College  PI.,  Wwh. 
Goonr  d^Alesa,  tdkbo. 


Oakland,  Calif. ........ 

Atlanta,  Oa.......... 

Miami,  Fla. 

l>oui5iriUe,  Ky.. 

LouisFiile,  Ky.., .,.*..- 

CamtbertVlUe*  Mo , 

Far  Rockmvay,  N,  Y,,,.*... 

FUtoburfh.  Pa..... 

Byracuse^  N.  Y.,., ... 

Piltaburfrh*  Pa ....,..., 

SacranKinto,  Calif, _ . 

Empire  City,  Fremont,  Nebr, 
Empire  City,  Fn?mont,  Nebr. 

South  Btnd.  Ind..  .  ,,. 

Beverly  H ills,  Calif 

Miami,  Fla_._.. 

Cnrbondatfl,  lU .,_.,._. 

Lindhunt,  Oblo_..  ^ 

Lyndhurst,  Ohio. . ^.,- 

Lyndhurst,  Ohio .. ... 


Charleston,  W,  Va , . . 

Carle  Place.  Westbury,  N.  Y..... 

Blrrainghatn,  Ala ., ,-.-,-, 

Birmingham,  .4.1a, ^^-.. 

Atlanta,  Ga, ,,.. — .... 

Atlanta.  Oa.._ _ 

Charleston,  W.Vtt.,.,. ,_, 

Jack»nirme,  Fla.    FUnC,  Mich... 

Oakland,  Calif -,-,,. 

Des  Moini.\?,  Iowa .. ....... 

Oakland,  Calif - 

Washington,  D.  C.„ ......^. 

Washington,  D.  C_..._. .._... 

Wasbinglon,  D,  C^... 

Washington,  D.  C , „,, 

Miami.  Fla_. ....... .... 

Texiirkami,  A rk.-Tei-. ..-.-.- 

Miami,  Fla... _...., ..... 

St.  Louts  Mo.,.,.,. ,., „ 

St,  LoQJs,  Mo ..._....., 

SL  Louis,  Mo.,,, .. 

Zanesvtlle,  Ohio.    PltUburcb,  Pa. 

San  DIcgo,  Calif, . , , 

Medford,  Oreg.... .... 

ColJpge  Pafk,lw£d..... 

Nfw  Brighton.  Pfc. ... .^...... 

Canton,  Ohio 


1-MI 


1-7-41 


J-16-M 

13-»« 
IJ-D-0 

13  1-^ 


l-ft^ 

l-N* 


M(K4 
3^t(hM 

13-IM3 
l-f^ 

4-IH4 

%^^ 

4-114* 
4-l}« 


>4* 

I'lW* 
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nent  list  of  dealers  subject  to  the  provisions  of  regulation  VIIJ,  sec,  2 — 
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Name 


Address 


Date  Issued 


Longswortb 

Construction  Co 

H 

»phW 

1,  Henry 

3hardD 

:dwardC 

sr  of  California 

»fartin8 

t  Fire  Detection  Service 

ipply  Co.,  Inc 

rry  C 

nthony  J 

1  Alarm  Co 

f&  Siding  Co.,  Inc 

!o 

mes  N 

,ers,  Inc 

«r  of  Fresno 

;er  of  Oakland 

»rof  San  Diego 

x)f  Roofing  Co 

insulation  Co 

•onald  E 

erald  L 

oseph 

Aluminum  Window  Co. 

T 

i.  E.,  Construction  Co.. 

lobert  E 

Corp 

enry  J 

t  Products  Corp- 

U 

»ump  &  Well  Supplies., 
ne  Improvement  Co 

V 

Kenneth. 

Theodore  (Ted) 

J 

W 

r 

Ralph 

ten 

lenn  A 

MUton 

wisE 

kfilton 

klitchel  (Mithoell) 

arlesD 

Snterprises 

iome  Constructicn  Co.. 
!  Roofing  &  Siding  Co. . 

1,  Bernard  R 

Construction  Co 

George  V 

James 

William 

H.I 

Jk 

lold 

Kathryn 

obcrt 

LB 

le,  Co 

.Michael 

Y 

IchardJ 

diardJ 

braham 

»mioe 

iraC 


Newark,  N.  J 

Hialeah  and  Miami,  Fla 

Bosster  City  and  Sbreveport,  La.  Bir- 
mingham, Ala.  Troy  and  Albany, 
N.  Y. 

Carbondale,  ni 

Los  Angeles.  Calif 

Caruthersville,  Mo 

Dayton,  Ohio 

Hayward,  Calif... 

San  Diego  and  El  CaJon,  Calif 

Oklahoma  City,  Okla 

Knoxville,  Tenn 

Vista,  Calif 

Oakland,  Calif 

Freewater,  Oreg.  College  Plaoo,  Wash, 
and  Couer  d'Alene,  Idaho. 

Los  Angeles,  Calif 

Oakland,  CaUf 

Oakland.  Calif 

Los  Angeles,  Calif 

Fresno,  Calif 

Oakland.  Calif 

San  Diego,  Calif 

Houston,  Tex 

Ironwood,  Mich 

Salt  Lake  City.  Utah 

Oak  Park,  Mich 

Springfield,  Mass 

Syracuse,  N.  Y 


Kirkwood,  Mo.. 
Kirkwood,  Mo.. 
Ehnira,  N.  Y... 
Oakland,  Calif.. 
Elmira,  N.  Y... 


Magnolia,  Miss 

Philadelphia,  Pa.  and  Newark,  N.  J. 


BufWo,  N.  Y 

Champaign,  ni , 

Oklahoma  City,  Okla. 


Oakland,  Calif 

Carbondale,  111 

New  Orleans,  La 

Hawyard,  Calif 

Brooklyn,  N.  Y 

Philadelphia,  Pa.,  Newark,  N.  J 

Oakland  and  Los  Angeles,  Calif 

Oakland,  Calif 

Atlanta,  Ga 

Hayward.  Calif 

Los  Angeles.  Calif 

Buffalo,  N.  Y 

Long  Beach,  Calif 

Amarillo,  Tex 

Birmingham,  Ala 

Amarillo,  Tex 

Texarkana.Ark.-Tex 

Oakland,  Calif 

Des  Moines,  Iowa 

Oakland,  Calif 

Texarkana,  Ark.-Tex.   Sbreveport,  La. 

Brooklyn,  N.  Y 

Oakland,  Calif 

Oakland,  CaUf 

Pittsburgh,  Pa 


2-13-M 
4-8-M 


12-1-83 
1-28-M 
3-2&-M 
1-6-M 
1-15-M 

1-13^ 
12-18-83 
4-0-64 
2-17-54 
2-17-84 


Houston,  Tex. 
Houston,  Tex. 
Chicago,  lU... 
Chicago,  lU... 
Houston,  Tex. 


2-23-64 
2-23-64 
1-21-64 
1-21-64 
1-21-84 
1-21-84 
1-19-64 
3-2^-64 
3-11-64 
2-17-84 
3-24-64 
4-8-64 


1-18-64 
1-18-64 
4-12-64 
4-16-64 
4-12-61 


2-23-64 
4-13-64 


a-10-64 
4-12-64 
1-13-64 


4-16-64 

12-1-63 

4-21-64 

1-16-64 

1-22-64 

4-13-64 

12-18-63 

12-18-63 

3-10-64 

1-16-64 

1-28-64 

3-10-64 

4-l»-64 

12-28-63 

12-«>-68 

12-28-63 

12-18-63 
12-20-63 
2-23-64 
»-3-64 
1-22-64 
4-16-64 
4-16-64 
4-12-64 


1-20-64 
1-20-64 
4-8-64 
4-8-64 
1-10-64 
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Supplement  lUt  of  dealers  subject  to  the  provisions  of  refutation  VIII,  set 
Dee.  1, 195S,  through  Apr.  21,  id5.f— Gonttnued 


Name 

Address 

Dalei 

Z 

^^"inaOp  Ben                    

San  Frandsoo.  Calif.  . 

Zark.  Alex  (or  Zok) 

Newark.  N.  i..  East  Ratherford.  and 
East  Orange,  N.  J. 

, 

Dealers  no  longer  subject  to  the  provisions  of  regulation  VIII,  sec.  8,  J<n 
195S,  through  Apr.  22, 1954 


Name 


Address 


Di 


Adams,  W.C 

American  Industries.. 


American  Water  Softener  Co.,  Inc.. 


Amster,  Samuel 

Aath,  Anton 

Ban-,  Oscar 

Bain,  Milton 

Blomin,  Benjamin  D 

Blumin  Gas  A  Electric  Appliances 

Blumin,  LUlie 

Butler,  Raymond  C 

Carter.  Clyde  

Collins,  James  (Jim) 

Copeland,  Edward 

Druskin,  Myron 

Druskin,  Oscar 

Edwards,  A.  O 

Eisenberg,  Max  (Mark,  Mack,  Michael). 

Falls,  Larry 

Qoeby,  Harry 

Qraham,  George 

Harris,  Harry 

Harris  Joseph 

Harris,  Joseph  &  Sons,  Inc 

Hoffman,  Davis 

Home  Improvement  Co.  of  Oklahoma 

Ranter,  Rubin 

Koby,  Isadore  (Jack) 

Maith  Company 

Maith,  Robert  A 

Moriarty,  William  C.  (BUI) 


Napols.  Joseph 

Napolsky,  Joseph. 


National  Construction  Co. 

Newman,  L.  M 

O'Brien,  T.  T 

Patco  Equipment  Co 

Patterson,  J.  W 

Rindley,  R.  H 

Rocci,  Anthony  W 

Ruppersberg,  Don 

Scanlan.  Maurice  £ 


Schumann,  Paul. 
Sickler,  Earl 


Sloan,  Lee 

Sparks,  L.  Q 

Sparks  L.  0,  Co 

Speck,  F.  J.,  &  Son- 
Speck,  Floyd  J 

Speck,  Forrest  E 

Tolch,  Sam 

Vamo,  R 

WaltE,  Paul  (Don).. 

Washburn,  Jack 

Zelonka,  George 

Zukerman,  Ben 


GremviUe,  8.  C 

Los  Angeles,  South  Gate,  KafpfilRodcV 

and  Bevedy  HOls,  Calif. 
Los  Angeles,  South  Gate,  Eagle  Ro^, 

and  Beverly  HlDs,  Calif. 

Rockaway,  N.J 

Newark,  Woodbridge,  N.  J 

Minneapolis,  Minn 

Teaneck,  Englewood,  N.  J 

New  York,  nTy 

New  York,  N.  Y 

New  York,  N.  Y 

Toledo,  Ohio 

Duncan.  Okla 

Memphis,  Tenn 

NewarkTN.J 

Minneapolis,  Minn 

Minneapolis,  Minn 

Duncan  and  Marlow,  Okla.. 

Irvington  and  Newark,  N.  J 

Portland.  Oreg 

Toledo,  Ohio 

Houston,  Tex 

Rockaway,  N.  J 

Rockaway,  N.  J 

Rockaway,  N.  J 

Los  Angeles,  Calif 

Duncan  and  Marlow,  Okla 

West  Los  Angeles,  Calif 

Fort  Wayne,  Ind 

Philadelphia,  Pa 

Philadelphia,  Pa 

Des    Moines   and    Davenport,    Iowa. 

Rock  Island,  111. 
Brooklyn  and  East  Rockaway,  N.  Y. .. 
Brooklyn,    East    Rockaway,    and 

Jamaica,  N.  Y. 

Minneapolis,  Minn 

Cincinnati,  Ohio 

San  Antonio,  Tex 

San  Antonio,  Tex 

San  Antonio,  Tex 

Dallas,  Tex 

Brighton,  Mass 

Los  Angeles,  Calif 

Los  Angeles.  South  Gate,  Eagle  Rock, 

and  Beverly  Hills,  Calif. 

Canton,  Ohio 

Newark,  Belmer,  and  Bradley  Beach, 

N.J. 

Omaha.  Nebr 

West  Los  Angeles,  Calif 

West  Los  Angeles,  Calif 

Utica,  N.  Y 

Utlca,  N.  Y 

Utica,  N.  Y 

Los  Angeles,  Calif 

Burbank,  Calif 

Syracuse,  N.  Y 

Portland,  Oreg 

Newark.  N.J 

Portland,  Oreg 
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(The  following  title  I  regulations,  of  1947,  were  ordered  inserted  in 
the  record,  see  p.  1671 :) 

Federal  Housing  Administration, 
Washington  25,  D,  C,  December  19, 1947, 

To :  Ail  Directors  and  Chief  Underwriters. 

Subject :  Policy  Governing  Utilisation  of  Title  VI  Authorization. 

The  Instructions  contained  In  this  letter  shall  be  effective  as  soon  as  you  have 
received  wire  notification  from  me  that  the  President  has  signed  the  bill  Increas- 
ing Insurance  authorization  under  Title  VI.  Please  keep  the  contents  of  this 
letter  confidential  until  you  receive  wire  advice  from  me. 

To  assure  the  most  advantageous  and  equitable  use  of  the  new  Title  VI  au- 
thorization. It  has  been  determined  that  upon  resumption  of  operations  the  addi- 
tional authorization  will  be  controlled  by  canvinitfnents  issued  rather  than  appli- 
cations received.  Therefore,  applications  will  be  received  regardless  of  volume 
until  the  total  authorisation  Is  committed.  It  has  been  estimated  that  field 
offices  probably  cannot  process  and  commit  more  than  the  presently  approved 
authorization  plus  the  additional  $750,000,000  authorization  in  the  time  remain- 
tag  until  March  3f,  1948,  the  legal  expiration  date. 

It  is  recognized  that  the  volume  of  applications  filed  may  exceed  the  new  au- 
tiiorizatlon  of  $750,000,000.  However,  the  greater  the  volume  of  applications  that 
come  in,  the  more  selective  field  offices  can  be  in  carrying  out  the  goal  of  Title  VI 
to  provide  housing  for  veterans. 

Applications  now  on  hand  and  hereafter  received  shall  be  procesesed  and 
committed  on  a  basis  of  selectivity  and  not  necessarily  in  the  order  filed.  Ac- 
cordingly, builders  should  be  encouraged  to  file  applications  in  an  orderly  manner, 
rather  than  in  a  highly  accelerated  volume.  Such  orderly  filings  will  also  make 
It  more  possible  for  field  ofllces  to  maintain  a  high  capacity  processing. 

All  applications  filed  shall  be  processed  and  committed  on  the  basis  of  the 
following  criteria : 

1.  A  substantial  portion  of  all  commitments  Issued  shall  be  for  rental  units. 

2.  Commitments  shall  not  be  Issued  in  excess  of  the  capacity  of  the  builder 
to  complete  during  the  life  of  the  commitment. 

3.  Commitments  shall  not  be  Issued  in  excess  of  the  estimated  market 
absorption. 

4.  Preferential  consideration  in  the  order  of  processing  and  committing 
shall  be  given  to  applications  which  offer  the  best  possibilities  for  the  pro- 
duction of  housing  at  the  lowest  prices  or  rents. 

In  addition  to  the  above  selective  criteria,  your  attention  is  called  to  Section 
2  of  the  new  legislation : 

'fritle  VI  of  the  National  Housing  Act,  as  amended,  shall  be  employed  to  assist 
in  maintaining  a  high  volume  of  new  residential  construction  without  supporting 
unnecessary  or  artificial  costs.  In  estimating  necessary  current  cost  for  the 
purposes  of  said  title,  the  Federal  Housing  Commissioner  shall  therefore  use 
every  feasible  means  to  assure  that  such  estimates  will  approximate  as  closely 
as  possible  the  actual  costs  of  efficient  building  operations." 

Therefore,  you  are  directed  to  take  such  steps  as  may  be  appropriate  to  make 
certain  that  necessary  current  cost  estimates  do  not  reflect  costs  of  inefficient 
building  operations. 

For  your  information,  the  Section  608  Administrative  Rules  are  being  revised. 
The  amended  rules  are  now  being  printed  and  should  be  in  your  hands  within 
the  next  few  days.  The  revision  makes  all  Section  608  loans  hereafter  appHed 
for  subject  to  certain  regulatory  requirements  that  were  previously  applicable 
only  to  loans  in  excess  of  $200,000. 
Very  truly  yours, 

Frankun  D.  Richards,  Commissioner. 


Housing  and  Home  FmANpE  Aoenct, 

Federal  Housiitg  Administration, 

December  «7, 1947- 
To  All  on  the  Attaches  List: 

The  President  has  today  signed  the  bill  increasing  Insurance  authorintlon 
under  title  VI  by  $250  million  with  authority  in  President  to  further  increase 
authorization  by  $500  million.    Applications  under  title  VI  may  be  accepted 


Digitized  by  VjOOQ IC 


1968  HOUSING   ACT   OF    1954 

upon  receipt  of  this  telegram  and  policy  governing  ntilization  of  title  VI  authori- 
sation contained  in  my  letter  of  December  19  made  pobllc.  All  applicants 
filing  under  Section  608  should  be  advised  of  the  amended  rules. 

Franklin  D.  Riohabdb,  CamnUnUmer. 


Federal  Housing  AosaNiSTRAnoii, 
Wathington  25,  D,  C,  January  6, 19i8, 

To:  Directors  of  All  Field  Offices. 

Subject :  Changes  Required  in  Procedure  and  Forms  in  Accordance  With  the 
Bevislons  to  the  Administrative  Rules  Effective  December  19,  1947. 
The  Administrative  Rules  as  revised  December  19^  1947,  will  require  cfaanses 
in  procedure  and  certain  administrative  and  legal  forms.  Such  cdiaiiges  are 
discussed  hereinafter  and  you  are  cautioned  that  these  changes  will  be  apj^ict- 
ble  to  mortgages  on  which  a  commitment  to  insure  is  issued  on  or  after  December 
19,  1947,  pursuant  to  applications  for  mortgage  insurance  filed  on  or  after  D^ 
cember  19,  1947,  and  to  reopened  applications  and  commitments  as  hereinafter 
provided. 

As  outlined  in  the  telegram  dated  December  27,  1947,  to  all  field  offices,  all 
Section  608  applications  received  on  or  after  December  19,  1947,  shall  be  iiiim- 
bered  from  a  new  block  of  serial  numbers  beginning  with  42001  and  prefixed 
by  the  three  digits  indicating  the  insuring  oflBce. 

Any  application  for  mortgage  insurance  which  has  been  rejected  or  withdrawn 
or  any  commitment  which  has  been  terminated  or  permitted  to  erpire,  if  re- 
opened after  the  date  of  this  letter,  shall  be  subject  to  the  provisions  outlined 
in  the  Administrative  Rules  as  revised  December  19,  1947.  Such  reopened 
applications  and  commitments  shall  be  handled  in  accordance  with  existing 
instructions  except  they  shall  be  assigned  a  new  project  number  as  described 
in  the  preceding  paragraph.  This  new  number  shall  also  be  shown  on  all  fomi 
and  papers  transferred  from  the  old  to  the  new  docket. 

The  Schedule  of  Collections  shall  list  the  new  project  number  as  though  it 
were  a  new  project.  If  any  of  the  E2xamination,  Application,  or  Commitment  fee 
was  collected  and  retained  under  the  former  project  number  and,  for  that  reason 
none  or  only  part  of  such  fees  are  due  and  collected  under  the  new  project  nran- 
ber,  cross  reference  shall  be  made  on  the  Schedule  of  Collections  in  the  "re- 
mitter" column  to  the  former  project  number.  This  will  apply  also  where  a  fee 
for  reopening  or  for  increase  in  face  amount  is  being  collected  and  recorded 
under  the  new  project  number. 

The  following  forms  shall  be  amended  by  the  insuring  office  to  the  extent 
outlined  below  whenever  a  commitment  is  issued  pursuant  to  the  Administrative 
Rules  revised  December  19,  1947. 

FHA  Form  No.  2432-W,  Commitment  for  Insurance,  shall  be  amended 
by  striking  out  Condition  4  (a)  and  (b)  and  inserting  in  lieu  thereof  the 
gummed  rider,  Mimeo.  No.  78014. 

FHA  Form  No.  2453-W,  Commitment  to  Insure  Upon  Completion,  shall  be 
amended  by  striking  out  Condition  6  and  inserting  in  lieu  thereof  tbe 
gummed  rider,  Mimeo.  No.  78914. 

FHA  Form  No.  2433-W,  Mortgagor's  Certificate,  shall  be  amended  by 
deleting  Paragraph  (1)  and  inserting  in  lieu  thereof  the  gummed  rider, 
Mimeo.  No.  78913. 

FHA  Form  No.  2455-W.  Request  for  Endorsement  of  Credit  Instniment 
Certificate  of  Mortgagee  and  Mortgagor,  shall  be  amended  by  deleting 
therefrom  the  note  following  Paragraph  4  (c).  This  form  is  further  re- 
vised by  striking  out  Paragraph  6(1)  and  Inserting  in  lieu  thereof  gum- 
med rider,  Mimeo.  No.  78913. 

FHA  Form  No.  2450-W,  Completion  Assurance  Agreement,  shall  be 
amended  by  deleting  therefrom  the  note  following  Paragraph  2  (b). 

All  forms  discussed  above  shall  be  useil  without  change  where  the  Appli- 
cation for  Mortgage  Insurance  was  filed  prior  to  December  19,  1947  and  a 
Commitment  has  been  or  will  be  Issued  pursuant  to  Administrative  Rules 
In  effect  immediately  prior  to  the  revision  of  December  19.  1947. 

As  outlined  In  Section  608  Rental  Housing  Letter  150,  if  the  mortjraiee 
to  be  insured  does  not  exceed  $200,000,  and  the  mortgagor  is  an  individual, 
the  mortgagor  will  be  regulated  by  a  regulatory  agreement  entered  Into 
between  the  mortgagor  and  the  Commissioner.    A  new  Regulatory  Agree- 
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ment,  FHA  Form  2466,  is  being  printed  and  as  soon  as  it  is  available  from  the 
printer,  a  bulk  shipment  of  this  form  will  be  forwarded  to  your  office. 

The  Model  Form  of  Certificate  of  Incorporation,  Mimeo.  No.  43650,  will 
be  used  regardless  of  the  amount  of  the  mortgage  wherever  the  mortgagor 
is  a  corporation.  Therefore,  this  form  has  been  revised  accordingly  and 
also  has  been  revised  to  provide  that  dwelling  accomodations  of  the  cor- 
poration shall  not  be  rented  for  a  period  in  excess  of  three  years  nor  shall 
the  property  be  rented  as  an  entirety  without  prior  written  approval  of  the 
preferred  stock  holders.  This  form  has  been  further  amended  to  provide 
that  the  books  and  accounts  of  the  corporation  shall  be  kept  in  accordance 
with  the  uniform  system  of  accounting  prescribed  by  the  Commissioner. 

Where  the  Application  for  Mortgage  Insurance  was  filed  prior  to  Decem- 
ber 19,  11M7,  the  Model  Form  of  Certificate  of  Incorporation  revised  Sep- 
tember 1947  shall  be  used  without  change. 
For  your  information  there  are  enclosed  herewith  copies  of  the  two  gummed 
riders,  Mimeo.  Nos.  78913  and  78914,  and  a  revised  copy  of  the  Model  Form  of 
Oertiflcate   of   Incorporation,   Mimeo.   No.   43650.     A   bulk   shipment  of   these 
forms  is  being  mailed  under  separate  cover  and  additional  supplies  may  be 
ordered  in  the  usual  manner. 

The  above  changes  in  the  administrative  and  legal  forms  include  all  the  re- 
visions necessary  to  comply  with  the  Administrative  Rules  as  revised  December 
19, 1947. 

Very  truly  yours, 

Clyde  L.  Powell,  Assistant  Commissioner- 
Commissioner's  Clearance  1048. 

{Substitute  paragraph  for  Par,  (1)  of  FHA  Form  BJ^SS-W  of  Par,  6  (1)  FHA 

Form  BJ^SS-W) 

(1)  That  the  imdersigned  possesses  the  powers  necessary  for  and  incidental 
to  the  ownership,  construction  and  operation  of  a  rental  housing  project  as 
required  by  the  provisions  of  Section  608  of  the  National  Housing  Act  and  the 
Administrative  Rules  applicable  thereto,  and  as  evidence  thereof  we  hand  you 
herewith : 

(a)  n  An  original  and  two  conformed  copies  of  our  regulatory  agreement 
conforming  to  the  requirements  of  your  Administrative  Rules,  or 

(b)  Da  certified  and  two  conformed  copies  of  our  Corporate  Charter,  grant- 
ing such  powers  and  conforming  to  the  requirements  of  said  Rules  and 
Commitment. 

(Substitute  paragraph  for  Par.  4  (a)  d  (h)  of  FHA  Form  24S2-W  or  Par,  6  of 

FHA  Form  245S-'W) 

The  Mortgagor  must  possess  the  powers  necessary  for  and  incidental  to  the 
piiri>ose  of  providing  housing  for  rent  and  sale,  and  there  shall  be  filed  with 
the  Commissioner  prior  to  endorsement  of  the  mortgage  for  insurance  a  regu- 
latory agreement  or  a  copy  of  the  charter  of  the  Mortgagor  coriwration  or  other 
authority  certified  to  by  the  granting  authorities  as  the  case  may  require  in 
order  to  conform  with  the  requirements  of  Section  IV  of  the  aforesaid  Adminis- 
trative Rules  and  this  Administration  shall  be  furnished  with  certified  copies 
of  the  by-laws  of  a  corporate  Mortgagor,  together  with  minutes  of  all  meetings 
of  incorporators,  stockholders,  and  directors  or  other  proceedings  required  by 
the  laws  of  the  jurisdiction  in  which  the  project  is  located  as  necessary  to  vali- 
date the  loan.  The  Mortgagor  shall  be  required  to  establish  and  maintain  a 
••Reserve  Fund  for  Replacements"  of  $ per  annum  to  be  accumu- 
lated monthly  under  control  of  the  Mortgagee,  commencing  on  the  date  of  the 
first  payment  to  principal  as  established  in  the  insured  Mortgage  unless  a  later 
date  is  agreed  to  by  the  Commissioner  and  shall  file  with  the  Commissioner  a 
rental  schedule  approved  by  him,  or  his  duly  constituted  representative,  prior 
to  the  opening  of  the  project  for  rental,  which  schedule  shall  not  exceed  the 

maximum  average  rental  of  $ per  room  per  month  for  dwelling 

accommodations  based  on  a  count  of rooms. 


J 
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MoDBL  Fouc  «r  CkmnoAaa  ov  Iiio"—^*^^'"'^  * 
BtoviMd  Jaaaary  UMg 

This  is  to  certify: 

nnL  oniat  we,  the  snlwcrlbeni : 

(BUM) 

whow  poflt  oiBce  addraM  is  — : : — 

.^ ,  whose  post 

<aeaM) 

wliose  post  office  address  is 

all  being  of  full  legal  age»  do,  under  and  by  Yirtne  of  tlie  general  laws  of  tte 
State  of  Maryland,  authorising  the  formation  of  corporations^  associate  08^ 
selves  with  the  intention  of  forming  a  corporation. 

Second.  That  the  name  of  the  corporation  is  — « 

Third.  The  purpose  for  which  the  corporation  i«  formed  and  the  bnsinev  aid 
otiJectsto.  be  carried  <m  and  promoted  by  it.  are  aa  follows: 

(a)  to  create  a  priYate  corporation  to  proride  housing  tor  vmt  or  sale^  asi 
to  acquire  any  resl  estate  or  interest  or  ritfbts  therein  or  appurtenant  tiMnto 
and  any  and  all  personal  iHroperty  in  conoectlon  therewith. 

(b)  to  improve  and  operate,  and  to  sdl,  ccmvey,  assign,  mortgage  or  kisi 
any  real  estate  and  any  personal  prcq^rty. 

(c)  to  borrow  money  and  issne  evldenoes.of  ind^tedness  in  fortherance  of  tny 
or  all  of  the  objects  of  its  business;  to  secure,  the  same  by  mortgage,  deed  d 
trust,  idedge  or  other  lien. 

*  (d)  to  apply  for  and  obtain  or  cause  to  be  obtained  from  the  VMeral  Hun- 
Ing  Ck»mmissioner  a  contract  or  contracts  of  mortgage  insoranoe  pnrsnsnt  to 
the  provisions  of  the  Nati<mal  Housing  Act  as  amended^  covering  bonds,  notei 
and  other  evidences  of  indebtedness  issued  by  this  corporation  and  any  indes- 
ture  of  Mortgage  or  Deed  of  Trust  securing  the  same.  So  long  aa  aay  property 
of  this  corporation  is  encumbered  by  a  mortgage  or  Deed  of  Trust  insured  fey 
the  Federal  Housing  Ckmunissioner  it  shall  engage  In  no  busineae' other  thso 
the  construction  and  operation  of  a  Rental  Housing  Project  or  Projects. 

(e)  to  enter  into,  perform  and  carry  out  contracts  of  aniy  Idnd  necessary  to, 
or  in  connection  with,  or  incidental  to  the  accomplishment  of  any  one  or  more 
of  the  purposes  of  the  corporation. 

Fourth.  The  Post  Office  address  of  the  place  at  which  the  principal  oflice  of 

the  corporation  in  this  State  will  be  located  is 

The  resident  agent  of  the  corporation  is ,  whose  post 

office  address  is . 

Fifth.'  The  corporation  shall  have  three  directors,  and  , 

,  and  shall  act  as  such  until  tbe 

first  annual  meeting  or  until  their  successors  are  duly  chosen  and  qualified. 

Sixth.  The  total  amount  of  the  authorized  capital  stock  of  the  corporatiOB 

is shares  of  which  100  shares  having  a  par  value  of  $1.00  per 

share  shall  be  designated  "Preferred  Stock**  *  and shares  riuUl 

be  designated  "common  stock*',*  which  shares  of  capital  stock  shall  have  the 
preferences  and  restrictions  as  follows : 

(a)  The  holders  of  the  preferred  stock  shall  be  entitled  to  receive,  when  and 
as  declared  by  the  Board  of  Directors,  noncumlative  dividends  at  the  rate  of 
fire  cents  (5^)  per  share  per  annum,  before  any  sum  or  sums  shall  be  set  apart 
for  or  applied  to  the  purchase  or  redemption  of  the  preferred  stock  and  befM« 
any  dividend  or  other  distribution  shall  be  declared,  set  apart,  paid  or  made 
in  respect  of  the  common  stock. 

(b)  The  net  earnings  of  the  corporation,  after  providing  therefrom  dividends 
on  preferred  stock  and  all  reserves  hereinafter  required,  may  be  applied  eadi 
year  In  payment  of  dividends  to  stockholders. 


*«i®f/^  ®"  ^^J'7^,?^*?  J^**™  ^^  Charter.     Should  be  drawn  so  as  to  conform  to  laws  rf 
jariRdiction  hi  which  filed.  «*«■«# 

*  Any  convenient  odd  number  of  directors  may  be  provided. 

»  This  stock  must  be  registered  in  the  name  of  Federal  Housing  Administration  •  It  mai^ 
be  par  stock;  the  value  and  number  of  shares  (not  less  than  5)  may  vary  from  tfctt 
desfenated  herein  but  the  consideration  paid  for  It  will  always  be  $100  5&  certUhate 
should  contain  a  statement  of  the  rights,  privllegres,  and  restrictiona  pertainina  to  thli 
stock.     Dividends  shall  be  at  the  rate  of  5%  per  annum.  *«*«*«»  »« 

*  The  "common  stock"  may  be  par  or  no  par,  be  divided  into  one  or  more  classes,  ucotl* 
for  such  preferences  as  are  deemed  appropriate,  and  may  be  deidcnated  otherlml 
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(c)  The  preferred  stock  at  any  time  outstanding  may  be  redeemed  by  the 
corporation  at  par  and  dividends  declared  thereon,  but  unpaid  to  the  date  of 
such  redemption,  provided,  however,  that  such  stock  shall  be  so  redeemed,  upon 
but  in  no  event  before,  the  termination  of  any  contract  of  mortgage  Insurance, 
covering  any  indebtedness  of  the  corporation  without  obligation  upon  the  Com- 
missioner to  issue  debentures  as  a  result  of  such  termination.  Preferred  stock 
so  redeemed  shall  be  retired  and  cancelled. 

(d)  Anything  to  the  contrary  herein  notwithstanding,  no  dividends  shall  be 
paid  upon  any  of  the  capital  stock  of  the  corporation  (except  with  the  consent 
of  the  holders  of  a  majority  of  the  shares  of  each  class  of  stock  then  outstanding) 
antil  all  amortization  payments  due  under  the  Mortgage  insured  by  the  Federal 
Housing  Commissioner  have  been  paid,  and  until  a  reserve  fund  for  replacement 
is  first  established  and  maintained  by  the  allocation  to  such  reserve  fund  in 
a  separate  account  with  the  mortgagee  (or  in  the  case  of  a  Deed  of  Trust  with 
the  Beneficiary)  or  in  a  safe  and  responsible  depository  designated  by  the 
mortgagee  commencing  on  the  date  of  the  first  payment  toward  amortization  of 
the  principal  of  the  mortgage  insured  by  the  Commissioner  unless  a  later  date 
Is  approved  in  writing  by  the  holders  of  the  preferred  stock,  of  an  amount  equal 

to ($ )  and  a  like  amount  monthly  thereafter. 

Such  fund  whether  in  the  form  of  a  cash  deposit  or  invested  in  obligations  of, 
or  fully  guaranteed  as  to  principal  and  interest  by  the  United  States  of  America 
shall  at  all  times  be  under  the  control  of  the  mortgagee.  Disbursements  from 
sneh  fund,  whether  for  the  purpose  of  effecting  replacements  of  structural  ele- 
ments, furnishings  and  mechanical  equipment  of  the  project,  or  for  any  other 
purpose,  may  be  made  only  after  receiving  the  consent  in  writing  of  the  holders 
of  the  preferred  stock. 

(e)  In  the  event  of  any  default  by  the  corporation,  as  hereinafter  defined,  and 
during  the  period  of  such  default,  the  holders  of  the  preferred  stock,  voting  as 
a  class,  shall  be  entitled  to  remove  all  existing  directors  of  the  corporation, 
and  to  elect  new  directors  in  their  stead:  Provided,  however,  that  one  of  said 
directors  shall  be  the  owner  or  holder  of  one  or  more  shares  of  common  stock. 
When  such  default  or  defaults  shall  have  been  cured,  the  right  to  elect  directors 
shall  again  vest  in  the  holders  of  the  common  stock. 

Seventh.  The  corporation  shall  not  without  prior  approval  of  the  holders  of 
a  majority  of  the  shares  of  preferred  stock,  given  either  in  writing  or  by  vote 
at  a  meeting  of  the  preferred  stockholders  called  for  that  purpose  (a)  assign, 
transfer,  dispose  of,  or  encumber  any  real  or  personal  property,  including  rents, 
except  as  specifically  permitted  by  the  terms  of  the  mortgage,  (b)  remodel, 
reconstruct,  demolish,  or  subtract  from  the  premises  constituting  the  project 
and  subject  to  such  mortgage,  (c)  permit  the  occupancy  of  any  of  the  dwelling 
accommodations  of  the  corporation  except  at  or  below  the  rents  fixed  by  the 
schedule  of  rentals  provided  hereinafter,  (d)  consolidate  or  merge  the  corpora- 
tion into  or  with  any  other  corporation;  go  into  voluntary  liquidation;  carry 
into  effect  any  plan  of  reorganization  of  the  corporation ;  redeem  or  cancel  any 
of  its  shares  of  preferred  stock,  or  effect  any  changes  whatsoever  in  its  capital 
stock:  alter  or  amend  the  certificate  of  incorporation  or  fail  to  establish  and 
maintain  reserves  as  set  forth  in  this  certificate  of  incorporation. 

Eighth,  (a)  The  happening  of  any  of  the  following  events  shall  constitute  a 
default  within  the  meaning  of  that  word  as  used  in  this  certificate:  (1)  the 
failure  of  the  corjwration  to  have  dismissed  within  thirty  days  after  commence- 
ment, any  receivership,  bankruptcy  or  other  form  of  liquidation  instituted  by 
or  against  the  corporation :  (2)  the  failure  of  the  corporation  to  pay  the  princi- 
pal. Interest,  or  any  other  payment  due  on  any  note,  bond,  or  other  obligation 
execute<l  by  it,  as  called  for  by  the  terms  of  such  instrument;  (3)  the  failure 
of  the  corporation  to  establish  and  maintain  the  reserve  fund  for  replacements 
provided  for  in  Article  Sixth,  Section  (d)  heref)f  or  the  use  of  such  fund  except 
BS  permitted  in  said  section:  (4)  the  failure  of  the  corporation,  continuing  for 
R  period  of  fifteen  days,  to  perform  any  of  the  covenants,  conditions  or  provisions 
required  by  it  to  be  performed  by  this  certificate,  the  By-laws  of  the  corporation, 
the  Mortgage,  or  any  contract  to  which  the  corporation  and  the  Commissioner 
gliail  be  parties*,  or  fail  to  carry  out  in  full  the  terms  of  any  agreement  whereby 
tbe  loan  covered  by  the  insured  mortgage  Is  to  be  advanced  or  the  project  is 
:o  be  constructed  and  operated. 

(b)  In  the  event  the  mortgagor  is  in  default  under  the  terms  of  this  certificate 
»f  incorporation  or  has  failed  to  perform  the  covenants  required  by  it  to  be  per- 
y>rined  under  the  terms  of  this  certificate  or  by  any  Mortgage  insured  by  the 
>)iiunlssioner,  the  Commissioner  may  require  the  corporation  to  furnish  at 
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tlie  expense  of  the  corporation  a  complete  audit  of  its  boote  of  aoeomit  duly 
certified  by  a  certified  public  acoonntant. 

(c)  Upon  any  default  by  the  corporation,  tiie  presideBt  or  the  aoofctaiy,  or 
either  of  them,  as  may  be  required  by  law,  shall,  at  the  request  in  wridag  <tf 
the  holders  of  record  of  a  majority  of  shares  of  the  preDerred  stock,  rnddnrnd 
to  him  at  tlie  office  of  tlie  corporation  hereinabove  designated  uid  statbif  the 
purpose  of  the  meeting,  forthwith  call  a  special  meeting  to  tate  ptaMas  wtthii 
ten  days  after  such  call,  of  the  preferred  stockholders  for  the  purpose  of  tbt 
remoral  of  existing  directors  and  the  election  of  new  direcCois.  If  aneh  offioen 
shall  fail  to  issue  a  call  for  such  meeting  within  three  days  after  the  receipt  <tf 
such  request,  then  the  holders  of  a  majority  of  the  shares  of  the  preferred  stock 
may  do  so  by  giving  notice  as  provided  by  law,  or,  if  not  so  i^vvided,  then  hr 
living  ten  days*  notice  of  the  time,  place  and  object  of  the  meeting  by  adTerti» 
ment  inserted  in  any  newspaper  published  in  tlie  county  or  city  in  wMdi  the 
principal  office  of  the  corporation -is  idtuated.  When  such  defiialt  shall  have-been 
fMed,  the  president  or  the  secretary,  or  ^ther  of  them,  as  may  be  required  hf 
law,  shall,  at  the  written  request  of  the  holders  of  a  majority  of  the  outstaadiis 
jriiares  of  the  capital  stock  of  the  corporation,  call  in  the  manner  provided  I9 
law,  a  special  meeting  of  the  stockholders  of  the  corporation  at  which  the  tliei 
existing  directors  may  be  removed  and  new  directors  elected  in  the  nsnal  naaser 
provided  in  this  certificate  of  incorporation.  Such  officer  shall  gbre  notice  at 
provided  by  law,  or,  if  not  so  provided,  he  shall  give  ten  days'  notice  of  the  tine^ 
Itoce  and  object  of  such  meeting  as  above  provided. 

Ninth.  The  following  provisions  are  hereby  adopted  tar  the  conduct  of  tte 
aflCairs  of  the  corporation  and  in  regulation  of  the  powers  of  the  eorpontloii 
the  directors  and  stockholders : 

(a)  (1)  Dwelling  accommodations  of  the  oorporatlon  shall  be  icntsd  at  t 
maximum  average  r^ital  per  ro<Hn  per  month  fixed  hy  the  Board  of  DteectsBHf 
Ihe  corporation  and  approved  by  the  holders  of  the  preCerred  stodc  A  nrhnflnir 
of  rentals  for  the  reasonaUe  rental  value  of  eadbt  apartment  baaed  upoa  tiia 
average  as  so  determined  shall  be  filed  with  the  holders  of  the  preferred  stsd; 
prior  to  leasing  or  offering  for  lease  of  any  of  the  dwtiUng  aooonunodatiOM  «f 
the  project,  and  when  approved  by  them,  shall  thereafter  be  maintained  exoeiit 
as  provided  in  Article  Seventh  hereof.  Dwelling  acconmiodations  of  the  tot- 
poration  shall  not  be  rented  for  a  period  in  excess  of  three  years  nor  shall  tiie 
property  be  rented  as  an  entirety  without  prior  written  approval  of  the  preferred 
stockholder.  Store  accommodations  shall  be  rented  at  a  rental  to  be  fixed  iff 
the  directors  with  the  prior  written  approval  of  the  holders  of  the  preferred  stoct 
(2)  The  corporation  shall  have  the  right  to  charge  to  and  receive  from  any 
tenant  such  amounts  as  from  time  to  time  may  be  mutually  agreed  upon  beti^wa 
tenant  and  the  corporation  with  the  written  approval  of  the  holders  of  a  ma- 
jority of  the  shares  of  preferred  stock,  for  any  facilities  and/or  services  wliicfc 
may  be  furnished  by  the  corporation  to  such  tenant  upon  his  request,  over  and 
above  the  facilities  and  services  to  which  such  tenant  may  be  entitled  by  tit 
tue  of  his  lease,  including  among  other  things,  telephone  operator  and  switdi- 
board  services,  electric  current,  gas,  air  cooling  and  conditioning  and  other  ad- 
ditional or  extraordinary  facilities  or  services  which  may  be  furnished  by  the 
corporation  in  connection  with  the  operation  of  such  housing  facilities. 

(b)  The  corporation  sliall  maintain  its  accommodations  and  the  grounds  and 
equipment  appurtenant  thereto  in  good  and  substantial  repair  and  condi- 
tion :  Provided,  that  in  the  event  all  or  any  of  the  buildings  covered  by  tbe 
mortgage  shall  be  destroyed  or  damaged  by  fire  or  other  casualty,  the  moD«y 
deriving  from  any  insurance  on  the  property  shall  be  applied  in  accordanc* 
with  the  terms  of  the  insured  mortgage  on  the  premises. 

(c)  The  corporation,  its  property,  equipment,  buUdings,  plans,  offices,  appi- 
ratus,  devices,  books,  contracts,  records,  documents  and  other  papers  relatiaj 
thereto  shall  be  subject  to  examination  and  inspection  at  any  reasonable  tiaie 
by  the  Commissioner  or  his  duly  authorized  agents;  the  corporation  shall  keep 
full  and  complete  records  of  all  corporate  meetings  of  directors  and  stockhoiaefi 
and  shall  also  keep  copies  of  all  written  contracts  or  other  instruments  wWd 
aflTect  It  or  any  of  its  property,  all  or  any  of  which  may  be  subject  to  inspectlflB 
and  examination  by  the  Commissioner  or  his  duly  authorized  agents. 

/^^''^^  ^®^^®  *°^  accounts  of  the  corporation  shall  be  kept  in  accordaoff 
with  the  uniform  system  of  accounting  prescribed  by  the  holders  of  the  nr«tened 


Stock. 
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(e)  The  corporation  shaU  furnish  the  Commissioner  within  eo  days  folltwrW  I  r, 
the  end  of  each  fiscal  year  a  complete  annual  financial  report. 
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(f )  At  the  request  of  the  Ck)mmissioner,  or  of  the  holder  of  a  majority  of 
shares  of  the  preferred  stock,  his  or  their  agents,  employees  or  attorneys,  the 
corporation  shall  give  specific  answers  to  questions  upon  which  information  is 
desired  from  time  to  time  relative  to  the  income,  assets,  liabilities,  contracts, 
operation  and  condition  of  the  property  and  the  status  of  the  insured  mortgage 
and  any  other  information  with  respect  to  the  corporation  or  its  property  which 
may  be  requested. 

Tenth.  The  duration  of  the  corporation  shall  be  perpetual. 

To  be  appropriately  executed,  acknowledged  and  filed  with  the  proper  authori- 
ties of  the  State  where  incorporated. 


Federai.  Housing  Administbation, 
Washington  25,  D.  C,  December  19,  1947, 
To :    All  Approved  Mortgagees. 

Subject:  Revisions  to  the  Administrative  Rules  for  Rental  Housing  Insurance 
under  section  608  of  the  National  Housing  Act. 

Attached  hereto  is  a  copy  of  the  revised  Administrative  Rules  for  Rental 
Housing  Insurance  under  Section  608  of  the  National  Housing  Act,  effective 
I>ecember  19,  1947.  These  revised  rules  will  affect  all  commitments  issued 
pursuant  to  applications  for  mortgage  insurance  received  subsequent  to  December 
19,  1947. 

The  principal  effect  of  these  revisions  is  to  eliminate  that  portion  of  the 
Administrative  Rules  which  heretofore  applied  to  mortgages  not  exceeding 
$200,000  and  to  provide  for  the  regulation  of  rents  and  methods  of  operations 
on  all  projects  in  the  same  manner  as  heretofore  provided  where  the  mortgage 
exceeded  $200,000. 

If  the  mortgage  to  be  Insured  exceeds  $200,000  the  mortgagor  must  be  a 
corporation  or  one  of  the  other  types  of  organization  heretofore  required  in 
snch  cases.  If  the  mortgage  to  be  insured  does  not  exceed  $200,000  the  mort- 
gagor may  also  be  an  individual  as  previously  permitted.  Under  the  revised 
Administrative  Rules,  however,  the  corporate  mortgagor,  regardless  of  the 
amount  of  the  mortgage,  will  be  regulated  to  the  same  extent  and  in  the 
salne  manner  as  previously  provided  in  the  case  of  mortgages  exceeding 
$200,000  and  the  individual  mortgagor  will  be  similarly  regulated  by  regulatory 
agreement  entered  into  between  the  mortgagor  and  the  Commissioner. 

There  have  been  no  changes  made  in  the  administrative  regulations  issued 
August  15, 1946,  which  are  attached  for  convenient  reference. 
Very  truly  yours, 

Franklin  D.  Richards, 
Federal  Housing  Commissioner. 

Attachment. 

Administrative  Rules  of  the  Federal  Housing  Commissioner  Under  Section 
608  of  Title  VI  of  the  National  Housing  Act 

[Revised  December  19, 1947] 

section  i.  approval  op  mortgagees 

1.  The  following  may  become  the  mortgagee  of  a  mortgage  insured  under 
Section  608  of  the  National  Housing  Act : 

(a)  Any  institution  or  organization  which  is  approved  as  a  mortgagee 
under  Sections  203  (b)  or  60S  (b)  of  the  National  Housing  Act;  and 

(b)  Any  other  chartered  institution  or  i)ermanent  organization  having 
succession,  upon  its  approval  by  the  Commissioner  for  a  particular 
transaction. 

2.  As  a  condition  precedent  to  insurance,  the  mortgagee  must  agree  that  it 
will  ascertain  the  general  physical  condition  of  the  mortgaged  property  at  inter- 
vals not  greater  than  one  (1)  year,  and  that,  if  at  any  time  it  be  determined  by 
the  mortgagee  that,  in  addition  to  ordinary  wear  and  tear,  the  mortgaged  prop- 
erty is  being  subjected  to  permanent  or  substantial  injury,  through  unreasonable 
use,  abuse  or  neglect,  the  mortgagee  will,  unless  adequate  provisions  satisfactory 
to  a  prudent  lender  is  made  for  the  prompt  restoration  of  the  mortgaged  property, 
forthwith  take  such  action  as  may  be  available  to  it  under  the  mortgage  and  ap- 
propriate to  the  particular  case,  for  the  protection  and  preservation  of  the  mort- 
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gaged  proi)erty  and  the  income  therefrom,  and  the  submissicm  of  an  application 
for  insurance  shall  be  evidence  of  such  agreement. 

3.  The  Commissioner  reserves  the  right  to  refuse  to  approve  any  institution 
or  organization  as  the  mortgagee  of  a  particular  mortgage  or  to  wittihold  anj 
such  approval  pending  compliance  by  such  institution  or  organization,  with  addi- 
tional conditions  which  in  the  discretion  of  the  Commissioner  are  required  io 
the  particular  case. 

4.  Approval  of  a  mortgagee  may  be  withdrawn  by  notice  from  the  Commis- 
sioner upon  riolation  of  the  agreement  mentioned  in  sube^ection  2  of  this  Section, 
and  such  approval  may  also  be  withdrawn  at  any  time  for  other  cause  sufficient 
to  the  Commissioner,  but  no  withdrawal  will  in  any  way  affect  the  insurance  of 
mortgages  theretofore  accepted  for  insurance. 

SECTION    II.    APPLICATION    AND    COMMITMENT 

1.  Any  approved  mortgagee  may  submit  an  application  for  insurance  of  a  mort- 
gage about  to  be  executed,  or  of  a  mortgage  already  executed. 

2.  The  application  must  be  made  upon  a  standard  form  prescribed  by  the 
Commissioner  and  filed  at  the  local  Federal  Housing  Administration  office 
serving  the  area  in  which  the  property  is  located. 

3.  The  application  must  be  accompanied  by  the  mortgagee's  check  to  cover, 
(a)  an  "Application  Fee"  computed  at  the  rate  of  one  dollar  and  fifty  cents 
($1.50)  per  thousand  dollars  ($1,000)  of  the  original  face  amount  of  the  mortgage 
loan  for  which  application  is  made,  to  cover  the  costs  of  analysis  by  the  Com- 
missioner, and  (b)  a  sum  referred  to  as  "Commitment  Fee")  which  when  added 
to  the  Application  Fee  will  aggregate  three  dollars  ($3.00)  per  thousand  of  the 
face  amount  of  the  mortgage  loan  approved  for  Insurance  by  the  CommissioDer, 
and  which  shall  be  paid  at  the  time  of  delivery  of  the  commitment.  If  the 
application  is  refused  without  an  estimate  of  replacement  costs  being  made  by  the 
Commissioner,  the  fee  paid  will  be  returned  to  the  applicant.  If,  after  insurance, 
the  amount  of  an  insured  mortgage  Is  Increased  either  by  amendment  or  by  tlie 
substitution  of  a  new  Insured  mortgage,  a  further  fee  shall  be  paid,  based  upon  tlie 
amount  of  such  increase. 

4.  Upon  approval  of  an  application,  a  commitment  will  be  issued  iii>on  a  form 
approved  by  the  Onmiissioner,  setting  forth  the  terms  and  conditions  upon 
which  the  niortfrajre  will  be  insured  which  commitment  may  l)e  on  a  form  provid- 
ing for  advances  of  mortgajre  money  during  construction  and  the  insurance  of 
such  advances  or  it  may  be  on  a  form  providing  for  Insurance  of  the  mortgage 
after  completion  of  the  Improvements  depending  iipon  the  request  of  the  luort- 
gagee  indicated  upon  the  application  for  mortgage  insurance. 

5.  The  inspection  fee  computed  at  the  rate  of  five  d(dlars  ($5.00)  per  thousand 
dollars  of  the  face  amount  of  the  commitment  shall  be  paid  as  provided  for  in 
the  commitment. 

SKCTION    III.    ELIGIBKK    MORTGAGES 

To  be  elim'hle  for  insurance — 

1.  The  morti;jii:e  must  he  excuted  upon  a  form  approved  l)y  the  Couimissioner 
for  use  in  tlie  jurisdiction  in  wliich  tlie  property  covered  l)y  the  mortga^re  is 
situated  by  a  mortf^a^ror  witli  the  qualiticatious  hereinafter  set  forth  in  Sectiuu 
IV,  must  he  a  first  lien  upon  property  that  confonns  with  the  property  staudanls 
l)rescrii)ed  l)y  the  Commissioner,  and  the  mort;ragee  must  l>e  ol)lisated.  as  a  part 
of  the  mortira^'e  transaction,  to  dishurs»«  the  entire  principal  amount  of  the  mort- 
gage to,  or  for  the  account  of,  the  mortgagor. 

2.  The  mortgage  must  secure  a  princi|ml  obligation  in  multiples  of  one  hundred 
dollars  (.$1(X))  but  not  exci^eding  five  million  dollars  <)?.j,0()0.(KK))  and  not  in 
excess  of  ninety  per  centum  i\)(Kc  )  of  the  amount  which  the  Commis.sioner 
estimates  will  he  the  necessary  current  cost  of  the  completeil  property  or  project, 
including  the  land:  the  proposed  physical  improvements;  utilities'  within  the 
boundaries  of  the  property  or  project:  architects'  fees;  taxes  and  InterM 
accruing::  during  construction;  and  other  miscellaneous  charges  incidental  to  n»n- 
structlon  and  approved  by  the  Commissioner:  Proridrd,  That  such  mortgage 
shall  not  in  any  event  ex(  eed  the  amount  which  the  Commissioner  estimates  will 
be  the  cost  of  the  comi^lettni  physical  imi)rovements  on  the  property  or  project, 
exclusive  of  offsite  public  utilities  and  streets,  and  organization  and  legal  ex- 
penses. Such  part  <»f  the  mortga;re  as  may  be  attributable  to  dwelling  use  shall 
not  exceed  $1,500  per  room  :  Provided,  That  the  Commhssioner  may  increas^e  this 
amount  to  .$1,S(H)  where  in  his  discretion  cost  levels  so  require. 
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be  mortgnge  must  have  a  maturity  satisfactory  to  the  Commissioner  and 
Ul  come  due  apon  tlie  first  day  of  a  month. 

The  mnrtgrtge  may  bear  interest  at  such  rate  aa  may  he  agreed  upon  hetween 
aortgagee  and  the  mortgagor,  hut  in  no  case  shall  Buch  interest  rate  be  in 
IS  of  four  per  centum  i4%}  jyer  annum.  Inferet^t  shall  be  payahle  only  on 
jlpal  outstanding  and  shall  be  payable  tn  monthly  infistalments. 
The  mortgage  mu*:t  contain  complete  amortization  provisions  satisfactory 
e  Commissioner  requiring  monthly  payments  on  a  level  annuity  or  declining 
tity  basis  aa  agreed  upon  by  the  mortgagor  and  mortgagee.  "UTiere  the 
-ed  mortgage  does  not  exceed  ?2t^lC^(MX)^  pfiJ^Jents  on  account  of  principal 

begin  cot  later  than  the  first  day  of  the  twelfth  month  following  executioii 
ae  mortgage*  Where  the  mortgage  docs  exceed  $200,000,  such  principal 
aentP  shall  begin  not  later  than  tlie  first  dny  of  the  eighteenth  month  follow* 
he  execution  of  the  mortgage,  or  at  such  earlier  date,  as  may  be  determined 
le  Ccimmtgsioner  at  time  of  ctunmitment.     In  cashes  wliere  a  commitment  has 

is^tetl  to  ini^nre  upon  completion  amortlsBatlcn  shall  commence  on  the  first 
of  a  month  not  later  than  thirty  {W}  days  after  the  eiplratlon  date  of  the 
Bitnient, 

The  mortgage  may  provide  for  monthly  payments  by  the  mortgagor  to  the 
g;igee  of  an  amount  equal  to  one-twelfth  (V12)  of  the  annual  mortgage 
ranee  premium  payable  by  the  mortgagee  to  the  Ccmimissioner.  Such  pay- 
is  shall  continue  only  so  long  a^?  the  ccmtrac-t  of  insurance  shall  remain  in 
t  The  mortgage  sbatl  provide  that  uixm  the  payment  of  the  mortgage 
re  maturity,  the  mortgagor  fsbnli  pay  the  adju!*ted  premium  charge  referred 
J^ection  2,  Article  III*  of  the  Regulations. 

The  mortgage  shall  contain  a  covenant  binding  the  mortgagor  to  keep  the 
Bfty  Insured  by  a  standard  policy  tir  iwillcies  against  fire  and  such  other 
rds  as  the  Commissioner,  upon  the  insurance  of  the  mortgage,  may  stipulate, 
1  amount  whrch  will  comply  with  the  coinsurance  clause  applicable  to  the 
Ion  and  character  of  the  property »  but  not  less  than  eighty  percent  (80%) 
le  actual  cash  value  of  the  imsurable  improvements  aad  equipment  of  the 
*et.  The  initial  ccrverage  shall  be  in  an  amount  estimated  by  the  Commla- 
^r  at  the  time  of  completion  of  the  entire  project  or  units  thereof.  The 
ies  evidencing  such  insurance  shall  have  attached  thereto  a  standard  mort- 
s  ctau.se  making  lo«s  payable  to  the  mortgagee  and  the  Commissioner,  as 
e-sts  may  apiH?ar* 

The  mortgage  shall  provide  for  such  equal  monthly  payments  by  the 
gagor  to  the  mort;.^agee  as  will  amortisEe  Ihe  ground  rents,  if  any,  and  the 
lated  amount  of  all  tuxes,  water  rates  and  special  assessmentiS,  If  any*  and 
ind  other  hazard  insurance  premiums,  within  a  period  eadlng  one  montli 

to  the  dates  on  which  the  ij^ame  become  delinquent*  The  mortgage  shall 
ler  provide  that  surh  i>ayments  shall  be  held  in  trust  for  the  benefit  and 
mi  of  the  mortgagor  by  the  mortgagee,  for  the  purpose  of  paying  sucb  ground 
Ktaxes,  water  rates  and  assessmeots,  and  insurance  premiums,  before  the 
Pbecome  deiinquent.  The  mortgage  must  also  make  provision  for  adjust* 
m  in  case  the  estimated  amotint  of  such  tastes,  water  rates  and  assessments. 
Insurance  premiums  shall  prove  to  be  more,  or  less,  than  the  actual  amount 
*ot  so  paid  by  tlie  mortgagor* 

All  monthly  payments  to  l>e  made  by  tlie  mortgagor  to  the  mortgagee  as 
nahove  provided  in  subsections  4  tn  8  incliasive,  shall  be  added  together  and 
tggregate  amuunt  thereof  KhalJ  be  paid  by  the  mortgagor  each  month  in  a 
payment.  The  mortgagee  shall  apply  the  same  to  the  following  items 
lorder  ^et  forth : 

[  (a)  premium  charges  under  the  contract  of  insurance ; 

Mb)   ground  rents,  taxes,  water  rates,  special  asseiiaments,  and  fire  and 

lier  hazard  insurance  premiums; 

He)  interest  on  the  morigage :  and 

;  (d  I  amortization  of  the  principal  of  the  mortgage. 

Jeflciency  in  the  amount  of  any  such  aggregate  monthly  payments  shall, 
m  made  good  by  the  morlgfigor  prlctr  to  or  on  tbe  due  date  of  the  next  sndi 
ygint,  constitute  an  even!  uf  default  under  the  mortgage. 
0*be  mortgage  must  contain  a  provision  or  provisions,  satisfactory  1.0  the 
(issioner,  giving  to  the  mortgagee,  in  the  event  of  default  or  fijreclosure  of 
aortgage,  sticb  rights  and  remedies  foi^  tbe  protection  and  preservation  of 
ijroperty  covered  by  the  mortgage  and  the  income  therefrom,  as  are  available 

^the  law  or  custoiii  of  the  Jurisdiction. 
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11.  The  mortgagee  may  charge  the  mortgagor  the  amount  of  the  applicatioo 
fees  provided  in  subsection  3  of  Section  II  of  these  Rules  and  an  initial  senrioe 
charge  to  reimburse  itself  for  the  cost  of  closing  the  transaction.  Such  initial 
service  charge  may  be  in  an  amount  not  in  excess  of  one  and  one-half  per  centm 
(1%%)  of  the  original  principal  amount  of  the  mortgage. 

12.  In  addition  to  the  charges  hereinbefore  mentioned,  the  mortgagee  may 
collect  from  the  mortgagor  only  recording  fees,  mortgage,  and  stamp  taxes,  if  any, 
and  such  costs  of  survey  and  title  search  as  are  approved  by  the  Commi^ooer. 

13.  The  mortgage  may  contain  such  other  terms,  conditions,  and  provisions  with 
respect  to  advances  during  construction,  assurance  of  completion,  release  of  parts 
of  the  mortgaged  property  from  the  lien  of  the  mortgage,  insurance,  repairs, 
alterations,  payment  of  taxes,  default  and  management  reserves,  foreclosuie 
proceedings,  anticipation  of  maturity,  and  other  matters  as  the  Commissioner 
may  in  his  discretion  prescribe  or  approve.  The  mortgagee  may  include  in  the 
mortgage  a  provision  for  such  additional  charge  in  the  event  of  prepayment  of 
principal  as  may  be  agreed  upon  between  the  mortgagor  and  mortgagee,  provided, 
however,  that  the  mortgagor  must  be  permitted  to  prepay  up  to  fifteen  per  centum 
(15% )  of  the  original  principal  amount  of  the  mortgage  in  any  one  calendar  year 
without  any  such  additional  charge. 

14.  The  mortgage  must  be  executed  with  respect  to  a  project  which,  in  the 
opinion  of  the  Commissioner,  is  an  acceptable  risk  in  view  of  the  shortage  of 
housing. 

SECTION  IV.    EXIGIBLE  MORTGAGORS 

1.  A  mortgagor  must  establish  that  after  final  disbursement  of  the  loan,  the 
property  c»overed  by  the  mortgage  is  free  and  clear  of  all  liens  other  than  sach 
mortgage,  and  that  there  will  not  be  outstanding  any  other  unpaid  obligation 
contracted  in  connection  with  the  mortgage  transaction  or  the  purcha.se  of  the 
mortgaged  property,  except  obligations  which  are  secured  by  property  or  col- 
lateral owned  by  the  mortgagor  independently  of  the  mortgaged  property. 

2.  The  mortgagor  must  establish,  in  a  manner  satisfactory  to  the  Commissioner, 
that  after  completion  of  the  project,  preference  or  priority  of  opportunity  to 
occupy  will  be  given  to  veterans  of  World  War  II  and  their  immediate  families, 
except  that  this  requirement  does  not  apply  to  hardship  cases  as  defined  by  the 
Commissioner  and  approved  by  him. 

t\.  A  mortgajror  must  have  a  general  cre<lit  standing  satisfactory  to  the 
Commissioner. 

4.  In  addition  to  meeting  the  requirements  set  forth  above  in  this  section, 
the  mortgagor  must  be — 

(a)  a  corporation  or  trust  formed  or  created,  with  the  approval  of  the 
Commissioner,  for  the  purpose  of  providing  housing  for  rent  or  sale,  and 
IHissessing  powers  nei'ossary  therefor  and  incidental  thereto,  which  cor- 
IMiration.  or  trust,  until  the  termination  of  all  obligations  of  the  Commis- 
sioner under  such  insuranee.  is  rejrulated  or  restricted  by  the  Commissioner 
as  to  rents  or  sales,  eliarges.  capital  structures,  and  methods  of  operation 
to  such  an  extent  as  may  be  dei^med  advisable  by  the  Commissioner.  Such 
regulation  or  restriction  shall  remain  in  effect  until  such  time  as  the  mort- 
gage insurance  contract  terminates  wtihout  ol)ligation  upon  the  Commis- 
sioner to  issue  delHMitures  as  a  result  of  such  termination.  So  long  as  such 
contract  of  insurance  is  in  effei^t.  the  coriwration  or  trust  shall  engage  in  no 
business  other  than  the  construction  and  operation  of  a  Rental  Housing 
project  or  projects :  or 

(b)  a  Federal  or  State  instrumentality,  a  municipal  corjKirate  instrn- 
mentality  of  one  or  more  States,  or  a  limited  dividend  corporati<m  formed 
luuler  and  restrict e<l  by  Ftnleral  or  State  housing  laws  as  to  rents,  charges, 
and  methods  of  oiieration. 

{v)  if  the  mort,i:a.i;e  is  not  in  excess  of  $200,000.  the  mortgagor  may  be 
an  individual. 

SKITION    V.    SrPKRVISIOX   OF   MORTGAGORS 

1.  The  mortgairor  shall  dei><^sit  with  the  mortgagee  an  amount  equivalent  to 
not  less  than  one  and  om^half  i>ercent  dVj^r^  of  the  original  principal 
amount  of  the  mortgage,  in  trust  for  the  purpose  of  meeting  the  cost  of  e<iuippin? 
and  renting  the  i>roj(M't  subsequent  to  completion  of  construction  of  the  entire 
project  or  units  therei^f.  and  to  pay  taxes  and  insurance  premiums  for  the  twelve 
(12)    months'   period   following   the  completion  of  construction.     Any  Imlance 
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)f  said  fund  not  used  or  set  aside  for  the  above  purposes  shall  be  paid  to  the 
nortgagor  upon  completion  of  the  entire  project  to  the  satisfaction  of  the  Com- 
nission.  In  cases  where  a  commitment  to  insure  upon  completion  is  issued, 
Ills  requirement  may  be  waived  at  the  discretion  of  the  mortgagee. 

2.  The  mortgagor  must  establish  in  a  manner  satisfactory  to  the  Commissioner 
Jbiat,  in  addition  to  the  proceeds  of  the  insured  mortgage,  the  mortgagor  has 
tuids  sufficient  to  assure  completion  of  construction  of  the  project.  The  Com- 
aissioner  may  require  such  funds,  if  any,  to  be  deposited  with  and  held  by  the 
aortgagee  in  a  special  account  or  with  an  acceptable  trustee  or  escrow  agent 
Lnder  an  appropriate  agreement  approved  by  the  Commissioner  which  will 
eQulre  such  funds  to  be  expended  for  work  and  material  on  the  physical 
mprovements  prior  to  the  advance  of  any  mortgage  money. 

3.  The  Commissioner  may  require  the  deposit  with  the  mortgagee  or  with 
n  acceptable  trustee  or  escrow  agent  under  an  appropriate  agreement  of  such 
ash  as  may  be  required  for  the  completion  of  offsite  public  utilities  and  streets. 

4.  A  corporate  mortgagor  shall  be  regulated  through  the  ownership  by  the 
Jommissioner  of  certain  shares  of  special  stock  (or  other  evidence  of  beneficial 
iterest  in  the  mortgagor)  which  stock  or  interest  will  acquire  majority  voting 
Igbts  in  the  event  of  default  under  the  mortgage  or  violation  of  provisions  of 
he  charter  of  the  mortgagor  or  the  violation  of  any  valid  agreement  entered  into 
etrween  the  mortgagor,  the  mortgagee  and/or  the  Commissioner,  but  only  for  a 
eriod  coextensive  with  the  duration  of  such  default  or  violation.  The  shares 
•f  stock  or  of  beneficial  interest  issued  to  the  Commissioner,  his  nominee  or 
lominees  and/or  the  Federal  Housing  Administration  shall  be  in  sufficient  amount 
o  constitute  under  the  laws  of  the  particular  State  a  valid  special  class  of  stock 
►r  interest  and  shall  be  issued  in  consideration  of  the  payment  by  the  Commis- 
loner  of  not  exceeding  in  the  aggregate  $100.  Such  stock  shall  be  represented 
»y  certificates  issued  in  the  name  of  the  Commissioner,  and/or  in  the  name  of  his 
lominee  or  nominees,  and/or  in  the  name  of  the  Federal  Housing  Administration, 
IS  the  Commissioner  shall  require.  Upon  the  termination  of  all  obligations  of 
he  Commissioner  under  his  contract  of  mortgage  insurance  or  any  succeeding 
ontract  or  agreement  covering  the  mortgage  obligation,  including  the  obligation 
ipon  the  Commissioner  to  issue  debentures  as  a  result  of  such  termination,  all 
egulation  and  restriction  of  the  mortgagor  shall  cease.  When  the  right  of  the 
>)mmissioner  to  regulate  or  restrict  the  mortgagor  shall  so  terminate,  the  shares 
f  special  stock  or  other  evidence  of  beneficial  interest  shall  be  surrendered  by 
he  Commissioner  upon  reimbursement  of  his  payments  therefor,  plus  accrued 
Ividends,  if  any,  thereon.  Such  regulation  and  the  additional  regulation  or 
BStriction  hereinafter  provided  in  this  Section  shall  be  made  effective  by  incor- 
oration  of  appropriate  provisions  therefor  in  the  charter  or  other  instrument 
nder  which  the  mortgagor  is  created,  or  by  agreement.  In  all  cases  where 
le  insured  mortgage  is  in  excess  of  $200,000,  the  mortgagor  must  be  a  corpora- 
ion  or  a  trust. 

In  the  case  of  an  individual  mortgagor,  regulation  by  the  Commissioner  may  be 
cercised  through  a  regulatory  agreement  in  form  and  content  satisfactory  to  the 
ommissioner. 

The  following  are  the  items  wiiich  will  be  regulated  or  restricted  in  the  manner 
Q<J  to  the  extent  hereinbefore  indicated : 

(a)  No  charge  shall  be  made  by  the  mortgagor  for  the  accommodations 
offered  by  the  project  in  excess  of  a  rental  schedule  to  be  filed  with  the  Com- 
missioner and  approved  by  him  or  his  duly  constituted  representative  prior 
to  the  opening  the  project  for  rental,  which  schedule  shall  be  based  upon  a 
inaxinnira  average  rental  fixed  prior  to  the  insurance  of  the  mortgage,  and 
shall  not  thereafter  be  changed  except  upon  application  of  the  mortgagor  to, 
and  the  written  approval  of  the  change  by,  the  Commissioner. 

(b)  The  established  maximum  rental  shall  be  the  maximum  authorized 
charge  against  any  tenant  for  the  accommodations  offered  and  shall  include 
all  services  except  telephone,  gas,  electric,  and  refrigeration  facilities. 
Charges  permitted  in  addition  to  such  maximum  rental  shall  be  subject  to 
the  approval  of  the  Commissioner. 

(c)  The  regulation  and  restriction  provided  for  in  the  above  xmragraphs 
(a)  and  (b)  of  this  subsection  shall  not  apply  so  long  as  the  maximum 
rents  are  regulated  by  another  agency  of  the  United  States  Government. 
Such  maximum  rental  as  established  by  such  agency  of  the  United  States 
will  be  accepted  by  the  Commissioner  as  an  aiH>roved  rent  schedule.  Upon  the 
expiration  of  the  authority  of  any  such  agency  to  fix  maximum  rentals, 
the  established  maximum  rental  schedule  then  in  force  with  respect  to 
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the  project  shall  be  the  established  maximum  rental  schedule  within  the 
provisions  of  (a)  and  (b)  above,  and  shall  not  thereafter  be  changed 
except  upon  approval  of  the  Commissioner. 

(d)  A  reserve  for  replacements  shall  be  accumulated  and  maintained 
with  the  mortgagee  so  long  as  the  mortgage  insurance  is  in  force,  and  tlie 
amount  and  types  of  such  reserves  and  conditions  ilnder  which  they  shall 
be  accumulated,  replenished  and  used,  shall  be  specified  in  the  regulatory 
agreement  or  charter.  Failure  to  comply  with  the  terms  of  this  require- 
ment may  be  considered  by  the  Commissioner  as  a  default  under  the  terms 
of  the  regulatory  ajrreement  or  charter. 

(e)  The  mortgagor  shall  keep  full  and  complete  records  of  all  corporate 
meetings  of  directors,  stocliholders  and  finance  committee,  if  any,  and 
of  the  elections  and  resignations  of  its  officers ;  and  whether  an  indlTidnil 
or  a  corporate  mortgagor  shall  keep  complete,  orderly  and  accurate  books 
of  account  and  shall  also  keep  copies  of  all  written  contracts  or  other 
instruments  which  affect  it  or  any  of  its  property  which  shall  be  subject  to 
inspection  and  examination  by  the  Commissioner  or  his  duly  authorized 
agents  at  all  reasonable  times. 

(f)  The  mortgagor  shall  furnish  at  the  request  of  the  Commissioner,  his 
emploj'ees  or  attorneys,  specific  answers  to  questions  upon  which  informa- 
tion is  desired  from  time  to  time  relative  to  the  income,  assets,  liabilities, 
contracts,  operation,  conditon  of  the  proi)erty  and  the  status  of  the  insured 
mortgage  and  any  other  Information  with  respect  to  the  mortgagor  or  its 
proi>erty  which  may  reasonably  be  required.  The  above  enumeration  of 
spei'ific  items  shall  not  be  deemed  in  any  manner  to  limit  the  generality  of 
the  preceding  sentence.  In  cases  the  mortgagor  is  in  default  under  the 
insured  mortgage,  its  regulatory  agreement  or  charter,  or  has  failed  to  meet 
any  of  the  applicable  requirements  of  this  section  or  is  in  default  with 
respect  to  any  agreement  between  the  mortgagor  and  the  mortgagee  or 
under  any  contract  for  the  improvement  of  the  mortgaged  premises  or 
under  any  agreement  to  which  the  Federal  Housing  Commissioner  is  a 
party,  or  in  case  an  Inspection  shows  that  the  property  is  not  being  managed 
or  maintained  In  a  manner  satisfactory  to  the  Commissoner,  the  Commis- 
sioner may  require  the  mortgagor  to  furnish  at  the  expense  of  the  latter 
a  complete  audit  of  its  books  of  account  duly  certified  by  a  public  acountant 
satisfactory  to  the  Commissioner. 

6.  Assurance  for  the  completion  of  a  project  may  be  either  (1)  the  personal 
undertaking  or  obligation  in  a  form  and  by  an  obligor  or  obligors  designated  by 
the  mortgagee  and  satisfactory  to  the  Commissioner,  in  an  amount  at  least  equal 
to  ten  per  centum  (109r)  of  the  construction  cost,  or  (2)  an  escrow  deposit  in  an 
apprc^ved  depositary  of  cash  or  securities  of,  or  fully  guaranteed  as  to  principal 
and  interest  by,  the  United  States  of  America,  in  an  amount  at  least  equal  to  ten 
per  centum  (109r)  of  the  construction  cost,  conditioned  on  completion  of  the 
proje<*t  to  the  satisfaction  of  the  Commissioner. 

6.  In  the  event  the  mortgagor  is  a  Federal  or  State  instrumentality,  a  munici- 
pal corporate  instrumentality  of  one  or  more  states,  or  a  limited  dividend  cor- 
I)oration  formed  under  and  restricted  by  Federal  or  State  housing  laws  as  to 
rents,  charges  and  methods  of  operation,  as  described  in  subsection  4  (b)  of 
Section  IV  of  these  Rules,  the  Commissioner  may,  in  his  discretion,  waive  the 
requirements  set  forth  in  this  Section,  in  whole  or  in  part. 

SECTION    \*I.    EXIGIBLE   FROPE31TIES 

1.  A  mortgage  to  be  eligible  for  insurance  must  be  on  real  estate  held  in  fee 
simple,  or  on  the  interest  of  the  lessee  under  a  lease  for  not  less  than  ninety-nine 
(1>0)  years  which  is  renewa!)le.  or  under  a  lease  having  a  period  of  not  less  than 
fifty  (50)  years  to  run  from  the  date  the  mortgage  Is  executed. 

2.  At  the  time  the  mortgage  is  insured  the  mortgagor  shall  have  constructed 
and  completed  or  shall  be  oliligated  to  construct  and  complete  new  housing 
accommodations  on  the  mortgaged  property  designed  principally  for  residential 
use,  conforming  to  standards  satisfactory  to  the  Commissioner,  and  consisting 
of  not  less  than  eight  (S)  rentable  dwelling  units  on  one  site  and  may  be  detached, 
semidetached,  or  row  lionses.  or  mnltlfamlly  structures. 

3.  Such  dwellings  and  other  improvements,  if  any,  must  not  violate  any  zoning 
or  deed  restrictions  applicable  to  the  project  site  and  must  comply  with  aU 
applicable  building  and  other  governmental  regulations. 
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fflxrrioN  vn.  tttlb 

1.  In  order  to  be  eligible  for  Insurance,  the  Commissioner  must  determine 
^at  marketable  title  to  the  mortgage  property  is  vested  in  the  mortgagor  as  of^ 
le  date  the  mortgage  is  filed  for  record.  The  Commissioner  will  examine  the' 
Itle  to  property  covered  by  a  mortgage  offered  for  insurance  and  in  the  event 

determination  of  eligibility  with  respect  to  title  is  made  as  herein  provided, 
ach  finding  shall  constitute  a  part  of  the  contract  of  insurance  evidence  by  the 
isurance  endorsement. 

2.  Upon  endorsement  of  the  mortgage  for  insurance,  the  mortgagee,  without 
spense  to  the  Commissioner,  shall  furnish  to  the  Commissioner  a  survey  satis- 
ictory  to  him  and  a  policy  of  title  insurance  as  provided  in  paragraph  (a)  of  this 
absection,  provided,  however,  that  in  the  event  the  mortgagee  is  unable  to 
imish  such  policy  for  reasons  satisfactory  to  the  Commissioner,  the  mortgagee, 
ithout  expense  to  the  Commissioner,  shall  furnish  evidence  of  title  as  provided 
1  paragraphs  (b),  (c),  or  (d)  of  this  subsection  as  the  Commissioner  may 
?quire. 

(a)  A  policy  of  title  insurance  with  respect  to  such  mortgage  issued  by  a 
company  satisfactory  to  the  Commissioner.  Such  policy  shall  comply  with 
the  "L.  I.  C.  Standard  Mortgagee  Form."  or  the  "A.  T.  A.  Standard  Mortgagee 
Form,"  or  such  other  form  as  may  be  approved  by  the  Commissioner  and  which 
offers  substantially  the  same  coverage  under  substantially  the  same  conditions 
and  stipulations.  Such  policies  may  contain  such  ''permitted"  and  other 
exceptions,  restrictions,  and  limitations  as  are  approved  by  the  Commissioner. 
The  policy  shall  become  effective  as  of  the  date  the  mortgage  is  filed  for 
record  and  shall  run  to  the  mortgagee  and  the  Commissioner,  their  successors 
and  assigns,  as  their  respective  interests  may  appear. 

(b)  An  abstract  of  title  satisfactory  to  the  Commissioner,  prepared  by  an 
abstract  company  or  individual  engaged  in  the  business  of  preparing  ab- 
stracts of  title,  accompanied  by  a  legal  opinion  satisfactory  to  the  Commis- 
sioner, as  to  the  quality  of  such  title,  signed  by  an  attorney  at  law  exx)eri- 
enced  in  the  examination  of  titles. 

(c)  A  Torrens  or  similar  title  certificate. 

(d)  Evidence  of  title  conforming  to  the  standards  of  a  supervising  branch 
of  the  Government  of  the  United  States  of  America,  or  of  any  State  or 
territory  thereof. 

SECTION  Vni.   INSURANCE  OF  ADVANCES  DURING  CONSTRUCTION 

1.  The  Commissioner,  the  mortgagor,  and  the  mortgagee  shall,  prior  to  the 
isurance  of  the  mortgage,  agree  with  respect  to  the  manner  and  conditions 
ttder  which  advances  (if  any)  during  construction  are  to  be  made  by  the  mort- 
igee  and  approved  for  insurance  by  the  Commissioner. 

2.  Such  agreement  shall  require  the  mortgagee  to  notify  the  Commissioner, 
irough  the  insuring  office  having  Jurisdiction  over  the  territory  in  which  the 
roperty  is  situated,  in  writing,  on  an  application  form  prescribed  by  the  Com- 
dssioner,  setting  forth  the  proposed  date  and  the  amount  of  the  advance  to  be 
tade,  and  the  Commissioner  shall  deliver  to  the  mortgagee  within  a  reasonable 
me  from  the  date  of  such  notice  a  certificate  executed  on  behalf  of  the  Com- 
kissioner  on  a  form  prescribed  by  him  setting  forth  the  amount  approved  for 
isurance  or  advising  the  mortgagee  of  the  Commissioner's  nonapproval  and 
?tting  forth  the  reasons  therefor. 

3.  Such  agreement  shall  be  set  forth  on  a  form  prescribed  by  the  Commissioner, 
ball  contain  such  additional  terms,  conditions  and  provisions  as  the  Commis- 
ioner  shall  in  the  particular  case  prescribe  or  approve,  and  when  properly 
xecuted  by  the  Commissioner  and  the  mortgagee,  shall  constitute  a  part  of  the 
tortgage  insurance  contract 

4.  No  advance  under  any  mortgage  shall  be  eligible  for  Insurance  unless  there 
I  filed  with  the  application  for  such  advance  a  certificate  or  certificates  in  the 
3rm  required  by  the  Commissioner,  certifying  that  the  laborers  and  mechanics 
mployed  in  the  construction  of  the  dwelling  or  dwellings  or  housing  project 
ivolved  have  been  paid  not  less  than  the  wages  prevailing  In  the  locality  in 
rhich  the  work  was  performed  for  the  corresponding  classes  of  laborers  and 
lechanics  employed  on  construction  of  a  similar  character,  as  determined  by 
be  Secretary  of  Labor  prior  to  the  beginning  of  construction  and  after  tiie  date 
f  the  filing  of  the  application  for  Insurance. 

5.  In  the  event  a  commitment  to  insure  upon  completion  is  issued  and  accepted 
he  provisions  of  subsections  2  and  3  do  not  apply. 
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SECTION  IX.   EFFEOnVE  DATB 

These  Administrative  Rules  are  effective  as  to  all  mortgages  on  which  a  com- 
mitment to  insure  under  Section  606  is  issued  on  or  after  December  ld,-l&l7, 
pursuant  to  applications  for  mortgage  insurance  filed  on  or  after  said  date. 

Issued  at  Washington,  D.  C,  December  19,  1947. 

Fbankun  D.  Richards, 
Federal  Housing  CammisHoner, 


Administrative  Regulations  of  the  Federal  Housing  Commissioner  Uxdee 
Section  608  of  Title  VI  of  the  National  Housing  Act 

Applicable  to  all  Mortgages  Insured  Under  Section  008 
article  I 

These  Regulations  may  be  cited  and  referred  to  as  "Regulations  of  the  Fed- 
eral Housing  Commissioner  under  Section  608  of  the  National  Housing  Act. 
issued  August  15.  1946." 

article  n.    DEFINITIONS 

As  used  in  these  Regulations — 

1.  The  term  "Commissioner"  means  the  Federal  Housing  Commissioner. 

2.  The  term  "Act"  means  the  National  Housing  Act.  as  amended. 

8.  The  term  "Mortgage"  means  such  a  first  Hen  upon  real  estate  and  other 
property  as  is  commonly  given  to  secure  advances  (Including  but  not  being 
limited  to  advances  during  construction)  on,  or  the  unpaid  purchase  price  of. 
real  estate  under  the  laws  of  the  State,  district  or  Territory  in  which  the  real 
estate  is  located,  together  with  the  credit  instrument  or  instruments,  if  any, 
secured  thereby. 

4.  The  term  "Insured  mortgage"  means  a  mortgage  which  has  been  insured 
by  the  endorsement  of  the  Commission,  or  his  duly  authorized  representative. 

5.  The  term  "mortgagor"  means  the  original  borrower  under  a  mortgage  and 
Its  successors  and  such  of  its  assigns  as.  are  approved  l>y  the  Commissioner. 

().  Tlip  term  "'niortiragee"  means  the  original  lender  under  a  mortgage,  its 
successors  and  such  of  its  assigns  as  are  approved  by  the  Commissioner,  and 
includes  the  hohlers  of  tlie  credit  instruments  Issued  under  a  trust  mortgage  or 
dee<l  of  trust  pursuant  to  which  such  holders  act  by  and  through  a  trustee  therein 
named. 

akticle  III.  premiums 

1.  llie  niortgag(»e,  upon  the  initial  endorsement  of  the  mortgage  for  insurance, 
shall  pay  to  the  Commissioner  a  first  mortgage  insurance  premium  equal  to  one- 
iialf  of  one  per  rentum  ( V*  of  \%)  of  the  original  face  amount  of  the  mortgage. 

(a)  If  the  (late  of  the  first  principal  payment  Is  more  than  one  year  fol- 
lowing the  date  of  such  initial  Insurance  endor.sement  the  mortgagee,  upon 
the  anniversary  of  such  Insurance  date,  shall  pay  a  second  premium  equal 
to  one-half  of  one  per  centum  {Vi  of  1%)  of  the  original  face  amount  of  the 
mortgage. 

On  the  date  of  the  first  principal  payment  the  mortgagee  shall  pay  a  third 
premium  equal  to  one-half  of  one  per  centum  (Vi>  of  1%)  of  the  average  out- 
standing principal  obligation  of  the  mortgage  for  the  following  year  which 
shall  bo  adjusted  so  as  to  accord  with  such  date  and  so  that  the  aggrecate 
of  the  said  three  premiums  shall  equal  the  sum  of  (I)  one  per  centum 
iV/c)  of  the  average  outstanding  principal  obligation  of  the  mortgage  for 
the  year  following  the  date  of  initial  insurance  endorsement  and  (il)  one- 
half  of  one  per  centuu)  ( Vo  of  1%)  per  annum  of  the  average  outstanding 
IM-incipal  obligation  of  the  mortgage  for  the  period  from  the  first  anniversary 
of  the  date  of  initial  insurance  endorsement  to  one  year  following  the  date 
of  the  first  principal  payment. 

(b)  If  the  date  of  the  first  principal  payment  Is  one  year  or  less  than 
one  year  following  the  date  of  such  initial  insurance  endorsement  the  mort- 
gagee, upon  such  first  nrincipal  payment  date,  shall  pay  a  second  premium 
equal  to  on^  *  per  centum  (i^  of  1%)  of  the  average  outstanding 
p,.j„,  J:he  mortgage  for  the  following  year  which  shall  be 
,1                                          '  with  such  date  and  so  that  the  aggregate  of  the 

•e  sum  of  (l)  one  per  centum   {1%)  per 
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atmum  of  the  tiverajre  outi^taiiding  prinelprtl  obligation  of  the  mortgage  for 
the  period  from  the  date  of  Initial  iuauoince  endorsement  to  the  date  of 
first  principal  payment  and  UiJ  one-half  of  one  per  centum  (i^  of  1%)  of 
the  average  outiitanding  principal  obllijatloii  of  the  mortgage  for  the  year 
following  the  date  of  the  fir^t  principal  xMiyment* 

(c)  Where  the  credit  instrument  is  initially  and  finally  endorsed  for  in- 
Buranee  pursnaiit  to  a  Commitment  tti  Insure  Upon  Completion,  the  mort- 
gagee on  the  date  of  the  first  principal  payment  shall  pay  a  second  premium 
equal  to  one-half  of  one  per  centum  (^  of  1%)  of  the  average  outstanding 
principal  obligation  of  the  mortgage  for  the  year  following  such  first  princl- 
jiul  payment  date  which  shall  he  adjusted  so  as  to  accord  with  such  date  and 
so  that  the  aggregate  of  the  said  two  premiums  shall  equal  the  sum  of  one- 
half  of  one  per  centum  I  ^At  of  17c)  i>er  annum  of  the  average  onistandlng 
principal  obligation  of  the  mortgage  for  the  iieriod  from  the  date  of  the 
insurance  endorsemeat  to  one  year  following  the  date  of  the  first  principal 
payment 
Until  the  mortgage  is  paid  in  full  or  until  claim  under  tlie  contract  of  Insurance 
6  made  or  until  the  contract  of  Insurance  shall  terniinate  the  mortgagee,  on 
acli  anniversary  of  the  date  of  the  first  principal  payment,  shall  |Miy  an  annua! 
Qortgage  insurance  premium  equal  to  one-half  of  one  per  centum  {%  of  1%)  of 
he  average  outstanding  principal  ejblitration  of  the  mortgage  for  the  year  followi- 
ng the  date  on  which  such  premium  bet^omes  payable. 

The  premiiimfl  payable  on  and  after  the  date  of  the  first  principal  payment 
ihflU  be  calculated  in  accordaui-e  with  the  aniortl^ation  provisions  w^ithout  taking 
ato  account  delinquent  payments  or  prepayments. 

Prenainms  i^sball  be  payable  in  cash  or  In  del)eJitnres  issued  by  the  Commissioner 
inder  Titie  VI  of  the  Act  at  par  plus  accrued  interest.  All  premiuuis  ar©  payable 
m  advance  and  no  refund  can  be  made  of  any  p<irtion  thereof  except  as  herein- 
Iter  provided  in  subsection  S  hereof, 

2^  In  the  event  that  the  principal  obligation  of  any  mortgage  accept etl  for 
Ipirance  is  paid  in  full  prior  to  maturity,  the  mortgagee  shall  within  thirty  iSO) 
^^e  thereafter  notify  the  Commissioner  of  the  date  of  prepayment  and  shall 
ollect  frouj  the  mortgagor  and  pay  to  the  Commissioner  an  adjusted  premium 
harge  of  oae  jwr  rentuiu  iV/c}  of  the  original  face  amuunt  of  lUe  preimirt 
nortgage,  except  that  if  at  the  time  of  any  such  prepayment  there  is  placed  on 
he  mortgaged  proper rty  a  new  insured  mortgage  in  an  amount  less  than  the 
iH^nal  face  amount  of  the  prepaid  mortgage,  an  adjusted  premiuiu  shall  be  paid 
ai^efl  upon  the  dift'ereur^  between  soch  amounts  at  the  rate  applicable  as  above 
tated.  depending  upon  the  date  of  prepayment 

In   no  event  shall  the  adjusted  premium  exceed   the  aggregate  amount  of 
premium  r barges  which  would  have  been  pnyai)Je  if  the  mortgage  had  continued 
t>  be  insured  until  maturity. 
So  adjusted  premium  shall  be  collecteil  by  the  mortgagee  in  the  following  cases ; 
(al   where  jit  the  time  of  such  prepayment  there  Is  placed  on  the  mort- 
gaged p roller! y  a  new  iTisured  mortgage  for  an  amount  equal  to  or  i:r eater 
tiian  the  origmal  face  amount  of  the  prepairi  mortgage ;  or 

(b)   wliere   the  final   maturity  specified   In   the  mortgage  is  a  reel  era  ted 
»f»iely  by  reason  of  partial  prepayments  made  by  the  mortgagor  which  do 
not  exceed  iu  any  one  calendar  year  fifteen  per  centum  (15%)  of  the  original 
,        face  auionnt  of  the  mortgage  :  or 

B       (ci   where  the  final  maturity  stpecifled  !n  the  mortgage  is  accelerated  solely 
H  ^J  reason  of  payments  to  principal  to  compensate  for  (1)   damage  to  the 
mortgaged  property,  or  (2)  a  release  of  a  part  of  guch  property  If  approved 
by  I  hi*  Cummissioner  ;  or 

Ul)  w^here  payment  in  full  Is  made  of  a  delinquent  mortgage  on  whieh 
f<»reclo»ure  proceediugn  have  been  commenced*  fir  for  the  purpose  of  avold- 

•  ing  foreclosure,  if  the  transaction  is  approved  by  the  Commissioner;  or 
(e)  where,  at  the  time  of  prepaymetit»  tliere  is  placed  on  the  property  a 
new  insured  mortgage  less  than  the  original  prinrii*al  amount  of  the  pre- 
paid mtirtgage,  provided  that  the  Commissioner  finds  that  the  collection 
of  such  charge  would  be  inequitable  under  the  particular  circumstances  of 
tlie  Iransac'tlon. 
Upon  such  prepayment  the  contract  of  insurance  shall  terminate. 

If  at  the  time  of  prepayment  a  new  insured  mortgage  is  placed  on  the  same 
proper ty*  the  Commissioner  will  refund  to  the  mortgagee  for  the  account  of  the 
mortgagor  an  amount  equal  to  the  pro  rata  portion  of  the  current  annual  mort- 
gage insurance  prenuum  theretofore  jMiid,  which  Is  applicable  to  the  portion  of 
BQuent  to  such  prepaymenL 
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ABTICLE  IV.    INSURANCE  ENDORSEMENT 

1.  Upon  compliance  satisfactory  to  the  Commissioner  with  the  terms  and  con- 
ditions of  his  commitment  to  insure,  the  Commissioner  shall  endorse  the  original 
credit  instrument  in  form  as  follows : 

No 

Insured  under  Section  608 

Of  the  National  Housing  Act 

and  Regulations  Thereunder  of  the 

Federal  Housing  Commissioner 

In  E)ffect  on 

To  the  Extent  of  Advances 
Approved  by  the  Commissioner 

Federal  Housing  Commissioner 

By 

Authorized  agent 
Date 


2.  The  mortgage  shall  be  an  insured  mortgage  from  the  date  of  such  endorse- 
ment. The  Commissioner  and  mortgagee  shall  thereafter  be  bound  by  these 
Regulations  with  the  same  force  and  to  the  same  extent  as  if  a  separate  con- 
tract had  been  executed  relating  to  the  insured  mortgage,  Including  the  pro- 
visions of  these  Regulations  and  of  the  National  Housing  Act.  The  term 
"contract  of  insurance"  as  used  herein  means  the  agreement  evidenced  by  such 
endorsement 

3.  After  all  advances  under  the  mortgage  have  been  made  with  the  approval 
of  the  Commissioner,  the  Commissioner,  upon  proof  of  compliance  with  any 
and  all  conditions  upon  which  prior  advances  were  ai^roved  for  insurance, 
and  upon  presentation  of  the  original  credit  instrument,  will  make  a  notation 
below  the  insurance  endorsement  in  form  as  follows : 

A  total  sum  of  $ 

Has  Been  Approved  for  Insurance  Hereunder 
By  the  Commissioner 

Federal  Housing  Commissioner 

By 

Authorized  agent 
Date 

4.  In  cases  where  a  commitment  has  been  issued  to  insure  uiK>n  completion 
the  Commissioner  will,  upon  full  compliance  with  the  terms  of  such  comiuit- 
znent  endorse  the  original  credit  instrument  for  insurance  by  executing  both 
certificates  of  the  endorsement  form  as  set  forth  in  Sections  1  and  3  of  this  Article. 

ARTICLE  V.  rights  AND  DUTIES  OF  A  MORTGAGEE  UNDER  THE  CONTRACT  OF  INSURANCE 

1.  The  mortgaj?ee  shall  be  entitled  to  receive  the  benefits  of  the  insurance,  at 
its  option,  either  as  provided  in  subsection  (a)  or  subsection  (b)  hereunder, 

(a)  If  the  mortgagor  fails  to  make  any  payment  due  tinder  or  provided  to 
be  paid  by  the  terms  of  the  mortgage,  whether  or  not  such  failure  to 
pay  is  caused  by  failure  to  perform  some  other  covenant  or  obliiration 
under  the  mortgage  because  of  which  the  mortgagee  has  declared  the 
full  amount  due  and  payable  under  an  acceleration  clause  contained  therein. 
and  such  failure  continues  for  a  period  of  thirty  (30)  days,  the  mort;:a?e 
shall  bo  considered  in  default  and  the  mortgagee  shall  within  thirty  (30)  day<i 
thereafter  give  notice  in  writing  to  the  Commissioner  of  such  default.  Ar 
any  time  within  thirty  (30)  days  after  the  date  of  such  notice,  or  within 
such  further  period  as  may  be  agreed  upon  by  the  Commissioner  in  writing. 
the  mortgagee  shall,  in  .such  manner  as  the  Commissioner  may  require,  as- 
sign, transfer,  and  deliver  to  the  Commissioner  the  original  credit  instrument 
and  Ihe  mortgage  securing  the  same,  without  recourse  or  warranty,  except 
that  the  mortgagee  must  warrant  that  no  act  or  omission  of  the  mortgagee  has 
imiwiired  the  validity  and  priority  of  the  mortgage,  that  the  mortgage  is 
prior  to  all  mechanic's  and  materialmen's  liens  filed  of  record  subsequent  to 
the  recording  of  such  mortgage  regardless  of  whether  such  liens  attached 
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prior  to  such  recording  date,  and  prior  to  all  liens  and  encumbrances  which 
may  have  attached  or  defects  which  may  have  arisen  subsequent  to  the  re- 
cording of  such  mort|2:age  except  such  liens  or  other  matters  as  may  be 
approved  by  the  Commissioner,  that  the  amount  stated  in  the  instrument 
of  assignment  is  actually  due  and  owing  under  the  mortgage,  that  there  are 
no  offsets  or  counterclaims  thereto,  and  that  the  mortgagee  has  a  good  right 
to  assign  the  mortgage  and  other  items  enumerated  below : 

(1)  all  rights  and  interest  arising  under  the  mortgage  so  in  default; 

(2)  all  claims  of  the  mortgagee  against  the  mortgagor  or  others,  aris- 
ing out  of  the  mortgage  transaction ; 

(3)  all  policies  of  title  or  other  insurance  or  surety  bonds  or  other 
guaranties,  and  any  and  all  claims  thereunder ; 

(4)  any  balance  of  the  mortgage  loan  not  advanced  to  the  mortgagor ; 

(5)  any  cash  or  property  held  by  the  mortgagee  or  its  agents  or  to 
which  it  is  entitled,  including  deposits  made  for  the  account  of  the  mort- 
gagor and  which  have  not  been  applied  in  reduction  of  the  principal  of 
the  mortgage  indebtedness;  and 

(6)  all  records,  documents,  books,  papers,  and  accounts  relating  to 
the  mortgage  transaction. 

Nothing  contained  in  this  subsection  shall  be  so  construed  as  to  prevent  the 
mortgagee  from  taking  action  at  a  later  date  than  herein  specified,  provided 
the  Commissioner  agrees  thereto  in  writing. 

The  mortgagee,  prior  to  the  assignment  of  the  mortgage  to  the  Commissioner, 
shall  offer  evidence  satisfactory  to  him  that  the  original  title  coverage  has 
been  extended  to  include  all  advances  of  mortgage  money  made  up  to  the 
date  of  assignment  showing  title  satisfactory  to  the  Commissioner  as  de- 
fined in  Section  4  of  this  Article. 

(b)  If  the  mortgagor  fails  to  make  any  payment  to  the  mortgagee  re- 
quired by  the  mortgage,  or  to  perform  any  other  covenant  or  obligation  un- 
der the  mortgage,  and  such  failure  continues  for  the  period  of  grace,  if  any, 
set  forth  in  the  mortgage,  the  mortgage  shall  be  considered  in  default,  and 
the  mortgagee,  within  a  period  of  thirty  (30)  days  after  the  occurrence  of 
a  default  arising  on  account  of  such  failure  to  make  any  such  payment  or 
within  such  period  after  the  mortgagee  shall  have  knowledge  of  the  occur- 
rence of  a  default  arising  on  account  of  such  failure  to  perform  any  other 
covenant  or  obligation  under  the  mortgage,  shall  give  notice  in  writing  to 
the  Commissioner  of  such  default.  At  any  time  within  a  period  of  ninety 
(90)  days  after  the  date  of  such  notice  or  within  such  later  time  as  may  be 
agreed  upon  by  the  Commissioner  in  writing,  the  mortgagee,  at  its  election, 
shall  either — 

(1)  with,  and  subject  to,  the  consent  of  the  Commissioner,  acquire 
by  means  other  than  foreclosure  of  the  mortgage,  possession  of,  and 
title  to,  the  mortgaged  property ;  or 

(2)  institute  proceedings  for  the  foreclosure  of  the  mortgage  and 
obtain  possession  of  the  mortgaged  property  and  the  income  therefrom 
through  the  voluntary  surrender  thereof  by  the  mortgagor  or  institute, 
and  prosecute  with  reasonable  diligence,  proceedings  for  the  appointment 
of  a  receiver  of  the  mortgaged  property  and  the  income  therefrom  or 
proceed  to  exercise  such  other  rights  and  remedies  as  may  be  available 
to  it  for  the  protection  and  preservation  of  the  mortgaged  property  and 
the  income  therefrom  under  the  mortgage  and  the  law  of  the  i>ar- 
ticular  jurisdiction :  Provided,  That  if  the  laws  of  the  State  in  which  the 
mortgaged  property  is  situated  do  not  permit  the  institution  of  such 
proceedings  within  such  period  of  time,  the  mortgagee  shall  Institute  such 
proceedings  within  sixty  (60)  days  after  the  expiration  of  the  time 
during  which  the  institution  of  such  proceedings  Is  prohibited  by  such 
laws.  Nothing  contained  in  this  subsection  shall  be  so  construed  as  to 
require  the  mortgagee  to  take  any  action  when  the  necessity  therefor 
has  been  waived  in  writing  by  the  Commissioner  nor  to  prevent  the 
mortgagee  from  taking  action  at  a  later  date  than  herein  specified  pro- 
vided the  Commissioner  so  agrees  in  writing.  The  mortgagee  shall 
promptly  give  notice  in  writing  to  the  Commissioner  of  the  institution 
of  foreclosure  proceedings  under  this  subsjectlon  and  shall  exercise 
reasonable  diligence  in  prosecuting  such  proceedings  to  completion.  If 
after  default  and  prior  to  the  completion  of  foreclosure  proceedings  the 
mortgagor  shall  pay  to  the  tiiortgagee  all  payments  In  default  and  such 
expenses  as  the  mortgagee  shall  have  incurred  in  connection  with  the 
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foreclosure  proceedings,  notice  thereof  shall  be  given  to  the  Commis- 
sioner by  the  mortgagee,  and  the  insurance  shall  continue  as  if  such  de 
fault  had  not  occurred. 

2.  If  the  mortgagee  elects  to  proceed  under,  and  does  proceed  under  and  in 
accordance  with,  the  provisions  of  subsection  (a)  of  Section  1  of  this  Article, 
and  furnishes  evidence  satisfactory  to  the  Commissioner  that  there  are  no  past 
due  and  unpaid  ground  rents,  general  taxes,  or  special  assessments,  and  furnishes 
the  warranties  described  in  said  subsection,  the  Commissioner  shall  deliver  to  the 
mortgagee — 

(a)  Debentures  of  the  War  Housing  Insurance  Fund  as  set  forth  in  Section 
608  of  the  Act,  issued  as  of  the  date  the  mortgage  became  in  default,  bearing 
interest  from  such  date  at  the  rate  of  two  and  one-half  {2^%)  per  centnn 
per  annum,  payable  semi-annually  on  the  first  day  of  January  and  the  first 
day  of  July  of  each  year  and  having  a  total  face  value  equal  to  the  value  of 
the  mortgage  as  defined  in  Section  60S  (c)  of  the  Act.  Such  value  shall  he 
determined  by  adding  to  the  original  principal  of  the  mortgage  which  was 
unpaid  on  the  date  of  default  the  amount  the  mortgagee  may  have  paid  for 
(A)  taxes,  special  assessments,  and  water  rates  which  are  liens  prior  to  the 
mortgage;  (B)  insurance  on  the  property;  and  (C)  reasonable  expenses  for 
the  completion  and  preservation  of  the  property  and  any  mortgage  insurance 
premiums  paid  after  default;  less  the  sum  of  (i)  an  amount  equivalent  to 
one  per  centum  (1%)  of  the  unpaid  amount  of  such  principal  obligation  on 
the  date  of  default;  (ii)  any  amount  received  on  account  of  the  mortgage 
after  such  date;  and  (iii)  any  net  income  received  by  the  mortgagee  from 
the  property  after  such  date.  Such  debentures  shall  be  registered  as  to 
principal  and  interest  and  all  or  any  such  debentures  may  be  redeemed  at 
the  option  of  the  Commissioner  with  the  approval  of  the  Secretary  of  the 
Treasury  at  par  and  accrued  interest  on  any  interest  payment  day  on  three 
months'  notice  of  redemption  given  in  such  manner  as  the  Commissioner  shall 
prescribe.  Such  debentures  shall  be  issued  in  multiples  of  $50  and  any 
difference  not  in  excess  of  $50  between  the  amount  of  debentures  to  which  the 
mortgagee  is  otherwise  entitled  hereunder  and  the  aggregate  face  value  of 
the  debentures  issued  shall  be  paid  in  cash  by  the  Commissioner  to  the 
mortgagee. 

(b)  A  Certificate  of  Claim  in  accordance  with  Section  608  (d)  of  the  Act 
which  shall  become  payable,  if  at  all,  upon  the  sale  and  final  liquidation  «'f 
the  interest  of  the  Commissioner  in  such  property.  This  Certificate  shall 
be  for  an  amount  which  the  Commissioner  shall  determine  to  be  sufficient 
to  pay  all  amounts  due  under  the  mortgage  and  not  covered  by  the  amount 
of  debentures.  Each  such  Certificate  of  Claim  shall  provide  that  there  shall 
accrue  to  the  holder  thereof  with  respect  to  the  face  amount  of  such  Certifi- 
cate an  increment  at  the  rate  of  three  per  centum  (3%)  oer  annum. 

3.  If  the  mortgagee  elects  to  proceed  under,  and  does  proceed  under  and  in 
accordance  with,  the  provisions  of  Section  1  (b)  of  this  Article  and  at  any  time 
within  thirty  (30)  days  (or  such  further  time  as  may  be  allowed  by  the  Commi>- 
sioner  in  writing)  after  acquiring  title  to  and  possession  of  the  mortgaged  prop- 
erty in  accordance  with  such  subse<'tion,  tenders  to  the  Commissioner  possession 
thereof  and  a  Deed  thereto  containing  a  covenant  which  warrants  against  acts 
of  the  mortgagee  and  of  all  parties  claiming  by.  through,  or  under  the  mortjrape»\ 
conveying  title  to  such  proi)erty  satisfactory  to  the  Commissioner,  as  provided 
in  Sei'tion  4  of  this  Article,  and  assigns  (without  recourse  or  warranty)  any  and 
all  claims  which  it  has  acquired  in  connection  with  the  mortgage  transaction  and 
as  a  result  of  the  fortn^losure  proceedings  or  other  means  by  which  it  acquired 
such  property,  including  but  not  limited  to  any  claims  on  account  of  title  insur- 
ance and  fire  or  other  hazard  insurance,  except  such  claims  as  may  have  been 
released  with  the  prior  approval  of  the  Commissioner,  the  Commissioner  shall 
promptly  accept  conveyance  to  such  proiierty  and  such  assignments,  notwith- 
standing that  the  buildings  or  improvements  thereon  shall  be  incomplete  or  m:\j 
have  been  destroyed.  danmge<l.  or  injured  in  whole  or  in  part,  and  shall  deliver 
to  the  mortgagee  debentures  and  (Certificate  of  Claim  as  provided  in  Section  2  "^f 
this  Article,  except  that  the  one  per  centum  (l9r )  deduction  set  out  in  (i)  there«if 
with  respect  to  the  amount  of  debentures  shall  not  apply. 

4.  Title  satisfactory  to  the  Commissioner  within  the  meaning  of  Section  ^  of 
this  Article  will  l)e  such  title  as  was  vested  in  the  mortgagor  as  of  the  date  tbe 
morteaee  "  Hi  for  nHM)rd,  but  must  be  free  and  clear  of  all  mechani(*s'  and 
ui'  iled  of  record  subsequent  to  the  recording  of  such  mortgage. 

such  liens  attached  prior  to  such  recording  date,  and  free 
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of  lil!  liens  nn<l  enciimbraiic'es  which  may  Uave  attaehefU  or  defects 
1  have  arli^u  Jinl>«efitient  to  the  reef>rcllnK  of  such  niorlgHge,  except 
or  other  mjitt^^rs  hh  may  be  approved  by  the  Comniissinuer. 
lOftgagee,  at  tlie  time  a  deeil  i^  tenflpr*^d  In  accordance  with  Sef^tion  3» 
jcle,  f?lia!l  furnish  to  the  ('(inmuKpihjTJ€*r  without  expejjjise  to  him  Hiitls- 
denct?  of  Hiich  title.  Such  titic  evideBcn^  nhnll  l»e  e?ceeuted  apt  of  a  date 
the  recoFdation  of  the  deed  to  the  Comnfiisf^ioner  and  shaU  b*^  in  the 
n  owaer*¥!  poWey  of  title  insnranre,  or  a  satisfactory  at>Htract  and 
opinion  c-^n^erlng  the  period  Knbsequent  to  the  recnrdin^,^  of  the  mort- 
sjitisfactory  continnntion  of  the  title  evidence  accepted  hy  the  t^ommis- 
he  time  the  mortjjjiife  was  insured,  depending  ui)on  the  form  of  title 
iginally  aocepi^ed  hy  the  C-oniTniwsioner. 

lortgacetl  iiremiscK  what  I  at  all  litnes  he  insnred  arainst  fire  and  other 
iwovided  In  the  tnortgai^e.  The  dnty  whall  he  upon  the  nairtgagee  to 
eh  CO  venire  iti  the  e\*ent  the  nn>rtirng(ir  falls  to  do  so*  If  the  mort- 
I  to  pay  any  prefaimns  necessary  to  keep  the  mortgaged  premises  so 
le  coTitrart  of  insurance  niny  he  terminated  nt  the  elet^tion  of  the 
ner.  If  at  the  tiiive  rlaim  is  filed  fur  dehcnturej*  the  proi>erty  has  heen 
ly  tire  or  other  hazards  and  los«  has  been  sustained  by  reason  of 
keep  tlie  t»rop€Tty  insured  \ts  pn^rided  in  the  tnortgnj^e,  the  amount 
IS  tnny  ht'  deducted  from  the  amount  of  the  debentures.  In  the  event 
occurred  to  the  nKJrtj^ajred  property  under  any  policy  of  fire  or  other 
niranee  and  the  arufiunt  of  any  fundi^  received  hy  the  niortgiigee  in 
f  mich  loss  shall  ho  snfRdent  to  pay  in  full  the  entire  mortgage  In- 
,  ttte  niorti^iige  fjhall,  ui>on  receipt  of  such  funds  hy  the  ujortgn^ee,  be 
Id  and  the  eon  tract  of  nif^rttrage  Insurance  nmde  with  the  f'omniis- 
\\  thereujion  terminate.  If*  however,  any  funds  so  rcceivetl  shall  lie 
;  to  pay  &nch  mort^a^^e  indebtedness  In  full,  the  niortj:a;:ee  shall  not 
B  opthm  tinder  the  nmrtgatie  to  use  the  proceeds  of  such  insurance 
Milrlng>  replaeinj;  or  rebut  id  Ins^  of  j^tich  premises  or  to  apply  such  pro- 
le  unirtgage  indebtedtiewa  without  prior  written  approval  of  the  Coni- 
If  the  Com  miss  inner  sluiil  fail  tt*  give  his  approval  to  the  use  or 
1  of  su<1i  funds  for  either  of  ^aid  purpos*^s  within  thirty  (;iD)   days  | 

ten  request  by  the  mortgagee,  the  mortgagee  may  use  or  apply  such  ]] 

any  of  the  purposes  apectrted  in  the  mortgage  without  the  approval  S 

imi^sloner. 

er  the  mortgajr^  becomes  in  default,  as  provided  In  Section  1  of  thist 
e  niorr^a^ee  does  not  make  tlie  asm;:nment  proviiled  in  Section  1  (aj 
tide,  or  does  not  fiu'eclose  or  otherwise  acquire  the  mort^a^ed  prop- 
aake  the  conveyance  provided  in  Section  3  of  this  Article,  and  written 
*eof  \%  piven  to  the  rommiss toner ;  or  In  the  event  that  the  mortiiagor 
ibligatlon  under  the  mortgage  in  full  prior  to  the  maturity  thereof 
aorfgagee  pays  the  adjusted  premiutu  charge  required  under  the 
of  Section  2  of  Article  Til  of  these  Re^ilatlons  and  written  notice 
given  to  the  Commissioner,  the  obligation  to  pay  the  annual  premium  | 

dl  o^ase*  and  all  rights  of  tlie  mortgagee  and  the  mortgagor  tinder  j 

and  3  of  this  Article  shall  terminate  as^  of  the  date  of  such  notice.  I 

e  event  that  the  raortgagee  falls  to  ei>inply  with  the  provisions  of  ! 

a)  and  2,  or  1  (b)  and  Z  of  this  Article*  then  the  ccmtract  of  insurance  | 

yifion  terminate,  ^J 

r  or  other  obligations  issued  In  connection  with  an  insured  mortgage 

n  the  form  of  an  indenture  of  trust  providing  for  the  Issued  and  I 

h  bonds  or  other  obligations  and  ap|K)intin^  a  trustee  to  act  on  behalf  | 

lers  of  such  bonds  or  other  obligations  may  he  transferred  as  provided 

l^re  of  trust. 

Ikred  mortgage,  other  than  a  mortgage  executed  in  the  form  of  an 

i^^Mt  providing  for  the  issue  and  sale  of  bonds  or  other  obligation^} 

HSPi  trustee  to  act  on  behalf  of  the  holders  of  such  iKinds  or  other 

t,  Siajr  he  transferred  (but.  except  with  the  written  approval  of  the 

ner,  only  subsequent  to  full  disbursement  of  the  mortgage  loan)   to 

pe  who  Is  a  mortgagee  approved  by  the  Commissioner,      Upon  soch 

nd  transfer  and  the  asstunptlon  by  the  transferee  of  all  objigatlona 

contract  of  Insurance,  the  transferor  shall  be  released  from  itis  obUga- 

t  the  contract  of  lusnianei* 

j^B4 — — 14 
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These  ReeoUtioiiA  nuiy  be  amended  br 
from  time  to  time,  in  whole  or  in  jmrc  b«t  i 
contract  of  insunuKe  on  luij  mortjEaise  ■liindj 
prospectiTe  mortgage  on  which  the  Co 


AxncLx  IX. 

These  Regulations  shall  be  effectiTe  as  to  all 
a  commitment  to  insure  under  section  608  is 
Issued  at  Washington,  D.  C,  Aogiist  13,  IMBL 

Ftftenal  ^ =-|j  c« 

(The  following  was  ordered  inserted  in  the  recnvd.     See  dl  l74i) 

AtrrHCHTT  OP  THE  BCTFAL  HOCSIXG  DtVlStOiS  A3CB  THS 

TO  Gba:«t  Ixcbcases  is  MonfUGs  AMoc^rr  Csa 

With  respect  to  section  207  or  section  eOS  insmed  ■ 

1.  What   were   the  procedures  for  increa^ng 
mortgage  loan? 

Z  What  were  the  authorities  for  such  iDcieaaeSk 
tations  were  involved? 

3.  Who  had  the  responsibilitj  of  determining  die 
Increase  was  justified? 

4.  Who  had  the  final  authority  to  approve  or  diaaiifw^  aM  I 
Hie  foregoing  questions  will  be  di5>cus8Pd  in  the  order  above  j^  cot 
It  should  he  borne  in  mind  that,  while  there  woe  some  k*^^  dUtacBett  ii 

sections  207  and  OOS  ^soch  as  the  amoonts  of  sec  307  aortgues  bci^  laflfi«B 
'-estimated  value**  and  of  sec.  QOS  mortgages  bcii«  bnacd  oo  rrriinarrfl  «f  tbe 
neces^sary  current  costs.**  neither  being  based  on  **aetiial  coit^K  atill  fTi^^fffri^nr 
the  same  basic  principles  and  procedures  wei«  IMhyved  la  iMumwj  under  Mk 
sections. 
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Lit  sliotiid  rIh:i  lie  borne  in  tnind  that  the  CoEnml£stotier  never  had  any  con- 
act  uat  relations  of  any  kinrl  with  the  mnrtgairor  other  than  the  powers  of  con- 
Itrol  vested  la  the  holder  of  the  preferred  etoek  of  the  morti^agor  corpo ration. 
His  prlmars*  eontractual  relatluas  were  confined  ta  the  mortgagee.  The  loort- 
pigee,  in  tnrn,  of  course,  hfid  contractual  relations  with  the  mortgagor. 
»    1.  The  procedures  followed  in  these  eases  were ; 

'  If  there  were  clianges  in  plans,  or  if  there  were  increases  in  costs  of  materials 
l»T  con  struct  ion,  which,  in  the  opinion  of  the  mortgagor^  would  justify  an  increase 
In  tlie  mortgage  amoimt,  the  mortgagor  would  present  his  application  for 
l&creflse  to  the  mortgagee,  with  the  reasons  therefor.  If  the  mortgagee  ap- 
E>roved>  the  application,  with  the  supporting  facts,  and  with  the  recommendation 
'  mortgagee,  would  he  forwarded  to  the  local  insuring  oflire  for  review.  The 
ing  office,  after  revJewinjf  the  material,  would  forward  the  same  to  the 
_^  Btant  Commissioner,  Rental  Housing,  Washington  Headquarters,  with  its 
Bsalysis  and  reeommeisdations,  for  further  review  and  approval  or  disapproval. 
By  custom  the  Assistant  CommissJioner,  Rental  Housing,  referred  the  request  for 
Increase  to  the  Assistant  Commissioner,  Underwriting,  for  review  of  findings 
and  recTimmendatious  of  field  ofllce  to  determine  whether  the  requested  increase^ 
fir  any  i>art  thereof,  coy  Id  be  justified  and  recommended  hy  the  facts  presented, 
and  whether,  after  siuch  increase,  the  mortgage  amount  would  still  he  within  the 
imitations  iixed  by  the  applicable  section.  The  request  was  then  forwarded  to 
the  Assistant  Commissioner,  Rental  Housing,  for  final  action  in  either  approving 
fkr  disapproving  the  increase.  If  the  requested  increawe  appeared  from  the 
iJDderwriting  recommendation  to  be  justified,  either  in  whole  or  in  part,  ttie 
tequest  was  usually  granted.  The  entire  submission  would  then  be  referred  to 
Ibe  legal  staiT  for  preparation  of  the  increase  letter,  which  was  returned  to  the 
local  ius^uring  office  for  distribution, 

2,  The  tmsic  authority  for  increasing  the  insurable  amount  of  a  mortgage  loan 
tra^,  in  the  first  ins^trtDCC,  the  implied  authority  contained  in  the  provifsionH  of 
the  National  Housing  Act.  it  being  deemed  necessary,  of  course,  that  the  limi- 
{utions  of  the  act  as  to  maximum  amounts  he  observed  at  all  times.  In  1049| 
lection  515  of  the  act  was*  Hilfted,  which  specmcaUy  set  forth  the  authority  whirh 
^ail  been  deemed  tu  be  implied  in  the  general  provisions  of  the  act  prior  to  the 
late  of  tills  amendnient.    Section  5115  contained  the  following  language : 

**At  any  time  prior  to  final  endorsement  for  insurance,  the  Commissioner,  in 
tils  discretion,  may  amend,  extend,  or  IncreHse  the  amount  of  any  c*ommltment^ 
provided  the  uu>rtgage.  as  finally  endorsed  for  Insurance  is  eligible  for  insurance 
ander  the  provisions  of  rhij^  Act.  and  the  rules  and  regulaliotis  theretinder,  In 
effei-t  at  the  time  the  original  commitment  to  insure  was  issued/' 

The  statutory  authorizations  were  iniplenicnted  iu  a  way  hy  Geaernl  Order 
No.  4,  Iti  w^bich  \1)  1 11 1  {Ai  31  the  Assistant  Comndssioner,  Field  Operations, 
was  authorized  to  '^approve  a  change  in  auMHint  *  *  •  of  iiiwuraoce  c^mtracta*'; 
12}  [III  (Bl  1]  the  AssistJint  Commissioner.  Underwritiui;,  was  made  **re- 
iponsible  to  the  Ctuamlssioner  for  *  •  ♦  construction  cost  determination";  (3) 
III!  iC)  '2}  the  Assistant  Commissioner,  Rental  Housing,  was  anthori?.ed  to 
♦^approve  the  incr*»ase  in  amount  •  *  *  of  tTimmitments  for  iimurauce" ;  (4) 
til!  if})  2]  the  Assistatit  Oommissiuner.  Co*^perative  Housing,  was  authorized 
to  '*approve  the  increase  In  amount  •  •  •  of  insurance  contracts";  and  lii) 
fill  (G)  21  the  Zone  Commissioner  (now  regional  director)  was  authorized  to 
'^approve  a  change  in  amount  •  *  *  of  insurance  contracts/* 

The  baKle  pijlicies  eoverning  Increases,  aud  the  pro^'edure  to  he  followed  la 
tf>nnection  therewith,  were  further  set  out  in  secti<m  fi<18.  Rental  Housing  Let- 
ters Nos.  RJCi,  117,  li>8,  and  1&2  I  which  were  followed  in  sec.  207  cases  also). 
Letter  N'o*  103  (IV,  28  p,  20)  sought  to  restrict  any  increase  after  initial  endorse- 
ment to  the  Assistant  Commiss|ouer»  Rental  Housing.  Later,  under  sectitm  2i:i, 
the  Assistant  C^immissioner,  ('"o operative  Housing,  hnd  this  authority  in  sec* 
lion  213  cases,  but  supervision  of  this  section  was,  after  a  time,  transferred  to 
the  Rental  Housing  Division,  which  was^  at  that  time,  redesignated  Muitifamlly 
Housing. 

Cojiy  of  General  Order  No,  4  and  copies  of  the  above  numbered  letters  are 
attached  hereto. 

The  same  latitude  existed  and  the  same  llmitatkms  were  ni>plicahle  in  cases 
lif  Increase  as  would  have  been  permissible  or  appli^'able  under  the  same  facts 
(to  the  issuance  of  the  original  commitment.  In  no  case  could  the  increased 
amount  exceed  the  statutory  limitations  fixed  in  tlie  applicable  section  of  the 
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-r;  S.  The  Underwriting  DKisiou  bad  th&  respaneibilit^  of  determiiUiig  and 
Wnding  whether  or  not  the  requt^^ied  Jner^a^ie,  or  any  part  ther«^C  4u)  diA 
iMBew4  tbt  UtJiilation^  llxed  by  t.he  tippiieat>l4^  iapctli>n  of  tUe  act. 
-j.4»  {After  review  and  rei'outmeiidation  tbe  reqtiei^ted  Incr^af^e,  ur  auy  pun 
thereof,  wa»  etther  approved  or  di^a improved  liy  the  A^^^Lstant  CouuaissioDvtf 
Bental  HousLiiv:,  htr  till  8<H'ti{>ui<  exct>pi  21<1,  or  hj  the  Astiii»tmjt  Comudi^^ujniert 
<ShK^pemlive  Ucmsingt  fur  aecitluu  213,  until  Cbat  otHce  wa»  dLseout i iiiu^  itad 
#eetikm  213  wstn  placed  under  Ibe  j^nper^ision  o(  the  A-^j^Uttiixt  Ckiuiitii^iiiwf^ 
^El#nte1  Houfiiiigf  who  wae,  thereafter,  dej^i^ated  a»  Assj^i^tunt  C«>ituiU!isUioift 
JlQltlfaiBily  HouBlng.  

General  OBDEa  Na  4 

To  the  h€ad9  of  all  ditHsiom  and  o^cea: 

llnbject:  Delegation  of  authority  and  as&lgitmeDt  of  duties 

U  BE<mQN  I.  CITATION  OF  ACTHObXTY 

■    Section  1  of  Title  I  of  the  National  Hons^tng^  Art  proTides  In  part  as  f ollow^i : 

I  ''*  *  ♦  Id  order  to  earr5^  out  the  pro^usion^  of  this  title  and  titlea  II,  III.  VL 

^lli  VIII,  and  IX,  the  Gonmiissiuuer  may  e^U^biiah  such  agencies,  at-eept  and' 

ntlize  siK'h  vtiiuDtary  and  um-umpen&aied  services,  ntilize  sych   fedtriU  oflkt*!^' 

and  employees,  and,  witli  the  L^oni^nt  of  the  Stilt  e«  hi  eh  State  and  h:»cai  office 

and  employees »  and  appoint  such  other  offlcei^s  and  employees  as  he  mar  ^ 

necessary,   and   may   prescrii*e   tlieir   auiborities,   duties,    responslbllUlt:^,  tui 

tenure  and  fix  their  conipenwiitlon,  without  re;raj"d  to  the  pruvisiimii  of  irthif. 

laws  applical^ie  to  the  eiupl<iymeut  or  tH>n]peiiisatioii  of  offlL-eris  or  eniploye^  ii, 

the  United  States*    The  Commissioner  may  delegate  any  of  the  fTinL'lioBS  tai 

powers  conferred  upon  him  under  this  title  and  titles  II,  III,  VI,  VII,  VIII  ani 

IX  to  such  officers*  agents,  and  employees  as  he  may  designate  or  appoint  *  •  '* 

Section  3  of  Iteorganization  Plan  No,  3  of  1947,  effective  July  27,  liHT,  prorMtt 

in  part  an  follows :  * 

^'Frffcral  Housing  AdmintHration. — The  Federal  Housing  Admin istratloa  stuifi 

be  beaded  hy  a  Federal  Housing  Commissi  oner  •  •  *  There  are   trnn^tf  erred 

to  said  Commissioner  the  functioub  of  the  Federal  llousiii^  AuiiuiiisLraciua." 

SECTION  n.    DESIGNATION  OF  ACTING  C0HMI88IONEB 

Pursuant  to  the  authority  cited  in  Section  I  above,  I  hereby  designate  tt» 
officials  of  the  Federal  Housing  Administration  named  l>elow  in  this  section  to 
act  in  my  place  and  stead  with  the  title  of  "Acting  Commissioner*'  with  all  of 
the  powers,  duties  and  rights  conferred  upon  me  by  the  National  Housing  Ad 
as  amended,  Reorganization  Plan  No.  3  of  1947,  by  any  other  act  of  Congress 
or  by  any  Executive  Order,  in  the  event  of  my  absence,  illness  or  inability  to  act, 
providing  that  no  official  named  below  shall  have  authority  to  act  as  "ActiBS 
Commissioner"  unless  all  those  whose  names  appear  before  his  are  absent  from 
their  official  post  or  unable  to  act : 

BUBTON    C.     BbOVABD, 

C^neral  Counsel 
Hugh  Abksw, 
Assistant  Commissioner,  Field  Operatimu^ 
CtiBT  C.  Mack, 
Assistant  Commissioner,  Undert(?ritin^^ 
Cltdk  L.  Powell. 
Assistant  Commissioner,  Rental  Bousinf, 
Ward  Cox, 
Assistant  Commissioner,  Cooperative  Housing^ 

ABTHUB  J.   BltKNTE, 

Assistant  Commissioner,  Title  L 

EdWABD  C.   MolNTOSH, 

Assistant  to  the  Commissioner. 

SECTION  ni.  SPECIFIC  DELEGATIONS  TO  NAMED  POSITIONS 

Pursuant  to  the  authority  cited  in  Section  I  above,  the  following  asignnent  of 
duties  and  delegations  of  functions  and  powers  are  hereby  made : 
■fe  (A)  To  the  position  of  Assistant  Commissioner,  Field  Operations,  and  (except   I 

^K      with  respect  to  the  authority  contained  in  subdivisions  9  and  10  hereunder)  under   I 
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Iii8  general  supervision  to  the  position  of  Deputy  Assistant  Commissioner,  Field 
Operations : 

I.  To  approve  or  cancel  the  approval  of  financial  Institutions  as  approved 
BH>rtgagees,  insured  Institutions,  or  approved  lenders. 

2-  To  issue  commitments  for  insurance  and  to  execute  Insurance  contracts  pur- 
suant to  such  commitments. 

3.  To  approve  a  chanjre  in  amount,  a  change  of  the  term,  or  any  other  moilifica- 
tf on  of  commitments  for  insurance  or  of  Insurance  contracts. 

4.  To  consent  to  the  release  of  mortgagors. 

5.  To  consent  to  the  release  of  portions  of  the  mortgaged  property  from  the 
len  of  the  mortgage. 

6.  To  approve  the  insurance  of  mortgages  taken  as  security  in  connection  with 
he  sale  of  all  properties  conveyed  to  the  Federal  Housing  Commissioner,  includ- 
n^  the  authority  to  determine  the  value  of  such  properties  and  facts  relating  to 
he  eligibility  of  such  mortgages  for  insurance. 

7.  To  execute  Certificates  of  Claim  and  requisitions  to  the  Treasury  Department 
or  the  issuance  of  debentures. 

8-  To  execute  assignments,  releases  or  satisfactions  of  mortgages  taken  by  the 
^Jommissioner  as  security  In  connection  with  the  sale  of  acquired  properties. 

9.  In  connection  with  the  sale  of  properties  conveyed  to  the  Commissioner  to 
txecute  in  my  official  name,  as  my  agent,  all  deeds  or  other  documents  or  instru- 
nents  in  connection  with  the  conveyance  of  title  thereto  and  deeds  of  release, 
Lssi^mments,  or  satisfactions  of  mortgages,  deeds  of  trust,  or  other  liens  taken  as 
lecurity  in  connection  therewith. 

10.  To  execute  the  power  and  authority  vested  in  the  Commissioner  under  Sec- 
ion  IV  of  the  Regulations  governing  property  and  obligations  held  by  the  Federal 
Sousing  Commissioner  and  approved  by  the  Secretary  of  the  Treasury. 

II.  To  direct  the  administration  of  Field  Offices  and  to  initiate  and  recommend 
to  the  Commissioner  policies  and  procedures  with  respect  thereto. 

12.  To  issue  Property  Eligibility  Statements  or  Commitments  or  any  similar 
forms  which  may  be  provided  in  connection  with  new  home  loans  under  Regula- 
tions issued  pursuant  to  Title  1  of  the  National  Housing  Act. 

13.  To  reject  or  accept  for  isurance  loans  or  advances  of  credit  made  under  the 
provisions  of  Section  2  of  Title  I  that  require  prior  ai>proval  of  the  Federal 
Housing  Commissioner. 

14.  To  execute  applications  or  other  documents  in  connection  with  any  func- 
tions.  which  the  Federal  Honsinjc  Administration  may  perform  for  any  other 
agency  or  agencies  of  the  United  States. 

15.  With  respect  to  Section  009,  to  issue  commitments  for  insurance  and  to 
execute  insurance  contracts  pursuant  to  snch  commitments ;  to  approve  changes 
In  amount,  changes  in  term,  or  any  other  modifications  of  commitments  for 
Insurance  or  of  insurance  contracts:  to  consent  to  the  release  of  part  or  parts 
of  property  delivered  as  security  for  insured  loans ;  to  exercise  the  authority  of 
the  Commissioner  under  the  Administrative  Rules  and  Regulations  under  Sec- 
tion 0()9  in  any  instance  re(iniring  the  approval  of  the  Commissioner;  to  execute 
in  my  name  proofs  of  claim  against  bankrupt,  insolvent  or  decedent  estates :  and 
:o  exercise  the  power  and  autliority  vested  in  the  Commissioner  under  Section 
500  (g)  of  Title  VI  of  the  Act. 

lf>.  To  approve  the  sale  and  terms  of  sale  of  mortgages  taken  as  security  in 
ronnection  with  the  sale  of  prr)perty  conveyed  to  the  Federal  Housing  Com- 
iiissioner  in  connection  with  the  insurance  of  mortgages  under  all  sections  of 
he  Act  covering  one-to-four  family  dwellings  and  the  insurance  of  mortgages 
mder  Section  603  pur.<«uant  to  Section  610. 

17.  To  certify  that  official  long-distance  telephone  calls  made  were  necessary 
n  the  interest  of  the  Government,  pursuant  to  Section  4  of  the  Act  approved  May 
O.  19.^  (5.3  Stat.  738). 

(H)  To  the  position  of  Assistant  Commissioner,  Underwriting,  and  (except 
vith  respect  to  the  authority  contained  in  subdivisions  3  and  4  hereunder) 
inder  his  general  supervision  to  the  position  of  Deputy  Assistant  Commissioner, 
Jnderwriting: 

1.  To  be  responsible  to  the  Conunissioner  for  the  underwriting  aspects  of  all 
nort^age  insurance  programs,  including  valuation  of  realty,  land  planning,  archi- 
ecture  and  credit  analvses,  analyses  of  locations,  subdivisions  and  areas  and 
on.stmction  cost  determination. 

2.  To  plan,  supenise.  instruct  in  and  review  the  work  of  the  technical  pro- 
:ranis  and  procedures,  including :  the  establishment  of  eligibility  requirements 
IS  to  property  standards,  minimum  construction  requirements  and  new  methods 
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of  dwelling  constrnetion  for  projects  insured  by  the  Federal  Housing  Adoin- 
istration :  cooi)eration  with  industry  and  governmental  agencies  in  the  develop- 
ment of  engineering  methods,  materials,  mechanical  equipment  and  architectunl 
planning  and  desijru.  Dissemination  to  the  field  offices  and  to  the  public  of  tedi- 
nical  material  on  planning  and  construction ;  preparation  of  estimates  and  other 
studies  on  the  use  of  materials. 

3.  To  execute  the  power  and  authority  vested  in  the  Ck)mmissioner  midff 
Section  IV  of  the  Regulations  governing  property  and  oblig^ations  held  by  the 
Federal  Housing  Connnissioner  and  approved  by  the  Secretary  of  the  Treasary. 

4.  In  connection  with  the  sale  of  properties  conveyed  to  the  Commissiooff 
to  execute  in  my  official  name,  as  my  agent,  all  deeds  or  other  documents  or 
instruments  in  connection  with  the  conveyance  of  title  thereto  and  deed*  of 
release,  assignments,  or  satisfactions  of  mortgages,  deeds  of  trust,  or  other  liens 
taken  as  security  in  mention  therewith. 

5.  To  certify  that  official  long-distance  telephone  calls  made  were  necessary 
in  the  interest  of  the  Government,  pursuant  to  Section  4  of  the  Act  approved 
May  10.  1939  (53  Stat.  738). 

(C)  To  the  position  of  Assistant  Commissioner,  Rental  Housing,  and  (except 
with  respect  to  the  authority  contained  in  subdivisions  7  and  8  hereunder) 
under  his  general  supervision  to  the  position  of  Deputy  Assistant  Commissioner. 
Rental  Housing: 

1.  To  issue  coraraitments  for  insurance  and  to  execute  insurance  contracts 
under  Sections  207,  008,  Title  VII,  Title  VIII,  and  Section  908,  and  any  agree- 
ments or  instruments  required  in  connection  therewith. 

2.  To  approve  the  increase  in  amount,  the  extension  of  term,  or  any  otber 
modification  of  commitments  for  insurance  or  of  insurance  contracts  under  Sec- 
tions 207,  210,  008,  Title  VII,  Title  VIII,  and  Section  908. 

3.  To  approve  or  disapprove  "change  orders"  during  construction  under  Sec- 
tions 207,  608,  Title  VII,  Title  VIII,  and  Section  908. 

4.  To  ai)prove  or  cancel  the  approval  of  financial  institutions  as  approved 
mortgagees,  insured  institutions  or  approved  lenders. 

5.  To  consent  to  the  release  of  mortgagors  and  to  tlie  release  of  pi^rtirms  of  the 
mortgaged  property  from  the  lien  of  the  mortgage,  with  respect  to  mort^aee!" 
insured  under  Sections  207,  210.  008,  Title  VII,  Title  VIII,  and  Section  9ti?<. 

0.  To  apjjrovp  or  disapprove  for  insurance  advances  of  mortgage  money  durini: 
constructi(»n  under  Sections  207.  (508,  Title  VII,  Title  VIII,  and  Section  IKlS,  and 
to  execute  such  instruments  as  may  be  necessary  i?i  connection  therewith. 

7.  In  connection  with  the  sale  of  proi)erties  conve.ved  to  the  Commissioner,  to 
execute  in  my  othcinl  name,  as  my  agent,  all  deeds  or  other  documents  or  iU'«tni- 
ments  in  connection  with  the  conveyance  of  title  thereto,  and  deeds  of  release, 
assijrnments  or  satisfactions  of  mortgages,  deeds  of  trust  or  other  liens  taken 
as  security  in  connection  therewith. 

8.  To  execute  the  power  and  authority  vested  in  the  Commissioner  under  Sec- 
tion IV  of  the  Regulations  governing  proi^erty  and  obligations  held  by  tbe 
Federal  Housing  Commissioner  and  approved  by  the  Secretary  of  the  Trea^nry. 

J).  To  execute  Certificates  of  Claim  and  requisitions  to  the  Treasury  I>epart- 
ment  for  the  issuance  of  debentures. 

10.  To  ni)pr(>ve  the  insurance  of  niort.'J:ages  taken  jjs  security  in  connection 
with  the  sale  of  properties  conveyed  to  the  Federal  Housing  Commissioner  in 
connection  with  the  insurance  of  mortgages  under  Sections  207  and  608,  Titles  VII 
and  VITI,  and  Section  OOS,  inchiding  the  authority  to  determine  the  value  of  such 
proi)erties  and  facts  relnting  to  the  eligibility  of  such  mortgages  lor  insurance. 

11.  To  ai)pn)ve  the  modification  in  the  terms  of.  and  authorize  the  forei^lo.'^ur^ 
of.  mortgages  assijrn«»(l  to  the  Federal  Housing  Connnissioner  in  exchange  for 
debentures  under  Sections  207  and  OOH,  Titles  VII  and  VIII.  and  Section  OO'^ 

12.  To  certify  that  official  long-distance  telephone  calls  made  were  necessary  in 
the  interest  of  the  (Government,  pursuant  to  Section  4  of  the  Act  approved  Mav  V\ 
1030  (5:?  Stat.  73S). 

(D)  To  the  position  of  A.ssistant  Commissioner.  Coop«'rative  Housing  and 
(except  as  to  the  authority  contained  in  paragraphs  7  and  8  hereunder)  under 
his  general  supervision  to  the  position  of  Deputy  Assistant  Connnissioner.  t'«>«^I> 
erative  Ilousinir.  with  resiwct  to  the  insurance  of  mortgages  under  Se<'tion  21'> 
of  the  National  Housing  Act : 

1.  To  i.ssue  conunitnients  for  insurance  and  to  execute  insurance  contracts 
and  any  agreements  or  instruments  required  in  connection  therewith. 

2.  To  approve  the  increase  in  amount,  the  extension  of  term,  or  any  other 
moflification  of  connnitments  for  insurance  or  of  insurance  contracts. 

3.  To  approve  or  disapprove  "change  orders"  during  construction. 
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To  approve  or  cancel  the  approval  of  flnanclal  Instltutlous  as  approved 
■^ngee^t  inmired  iiiistitutions  or  apiiroved  lemlers* 

To  coDRent  to  the  release  of  mortgagors  and  to  the  release  of  portlotifi  of  the 
^ag'ed  property  frdm  tlie  lien  of  the  mortgage. 

To  approve  or  dii^upprove  for  inf^urance  advjinces  of  mortgage  money  dnrln^^ 
^tnictloa,  and  to  eicecute  such  Instnimeuts  as  may  be  necessary  in  connection 
•ewith. 

In  connection  with  the  sale  of  properties  conveyed  to  the  Commissioner,  to 
:iite  In  my  official  name,  as  my  agent,  all  deeds  or  other  documents  or  instni- 
its  in  connection  with  the  conveyance  of  title  thereto,  and  deeds  or  release, 
gnments  or  satisfaction!?  of  mortgages,  dee<ls  of  trust  or  other  liens  taken  as 
irlty  in  connection  therewith. 

To  execute  the  ptmer  and  authority  Tested  in  the  Commissioner  under  ??ec- 
I  IV  of  the  Reguifitions  governing  property  and  ohligatit»n8  held  by  the  Federal 
iMng  t'omrnissloner  and  approved  by  the  Secretary  of  the  Treasury. 

To  execute  Certificates  of  C3aira  and  requisitions  to  tlie  Treasury  Bepart- 
it  for  the  issuance  of  debentures. 

X  To  certify  that  official  long-distance  telephone  calls  made  were  necesmry 
'he  interest  of  the  Government,  pursuant  to  Section  4  of  the  Act  approved 
r  10,  laift  (m  Rtat.  7as). 

L,  To  approve  the  insurance  of  mortgages  t«Uen  as  security  lo  connection  with 
sale  of  all  properties  conveyed  to  the  Federid  Housing  Commissioner  with 
>ect  to  the  insurance  of  mortj:ages  coverinj;  project  mortgat^es  insured  under 
:Jon  213,  including  the  authority  ti>  fleterniine  the  %*aiue  of  such  prop^^rties  and 
facts  relating  to  the  eligibility  of  such  mortgages  for  insurance. 
f.  To  approve  the  moditication  in  tlie  terms  of*  and  authorize  the  foreclosure 
mortgages  assigned  to  the  Federal  Housing  Commtssloner  in  escchange  for 
sntnres. 
E)  To  the  position  of  Assistant  Com mif^ai oner »  Title  J,  and  (except  as  speci- 

In  subdivisions  4  and  5  hereunder)  under  his  general  supervision  to  the 
oty  Assistant  romniisstoner»  Tifle  I,  with  ret^pect  to  the  insurance  of  loans 
idvances  of  credit  made  under  Sect  ion  2  of  Title  I  of  the  National  Housing 


To  approve  or  cancel  the  approval  of  financial  institutions  m  approved 
tgages,  insured  i?>stltutions  or  approved  lenders. 

To  issue  and  canc*^l  C*»ntractR  i>f  Ini?urance  under  Title  I  and  to  transfer 
I  eontracts  and  the  rights  and  heneflts  accruing  thereunder  between  lending 
Itntlons. 

To  exercise  the  authority  of  the  Commissioner  under  the  Regulations  govem- 

Titie  1  ioans  in  any  Instance  which  is  subject  to  the  approval  of  the 
imissionen 

To  exfM*ute  the  power  and  authority  vested  In  the  Commissioner  und^r 
Kegulations  governini;  proi^erty  and  obligations  held  b,v  the  Federal  Housing 
unisaioner  and  approved  by  I  lie  Se<  retary  of  the  Treasury,  except  that  the 
lorlty  to  execute  the  power  and  authority  under  Section  IV  of  such  Regula- 
9  may  be  exerciseil  only  by  the  Assistant  Comniisitloner,  Title  I. 

In  connection  with  the  sale  of  properties  c<?nveycd  to  the  Commissioner,  to 
»ute  In  my  ofllcinl  namet  as  my  agent,  all  deed»  or  other  dfjcument^s  or  instru- 
ts  in  connection  with  the  conveyance  of  title  thereto  and  deeds  of  release, 
gnments  or  satisfactions  uf  mortifapes,  deeds  of  trust,  or  other  liens  taicen 
lecnrity  In  connection  tlierewith.  The  authority  In  this  subdivision  may  be 
*etsed  only  !)y  tiie  Assistant  ( ■(uiimissioncr.  Title  I. 

To  reject  or  accept  for  insurance  loans  or  advances  of  credit  made  under 
provisions  of  Title  T*  that  require  tlie  prior  approval  of  the  Federal  Hini-sing 
imissioner.  To  execute  in  my  name  such  documents  as  are  necessary  to  trans- 
title  In  and  to  any  debt,  contract,  cialm,  property  or  security.  To  exetnite 
ly  name  proofs  of  daim  ap-ainst  bauUrunt,  insolvent  or  decedent  estates  and 
execute  releases  of  obligations  to  the  Federai  Housing  Administration,  In- 
itug  but  not  limited  to  notes.  Judgments,  and  other  evidences  of  indebtedness, 

to  release  liens  of  any  kind  held  as  security  for  such  oblij:ations,  in  those 
i»  where  the  ol>Ugor  has  paid  tlie  full  amount  due  thereon  to  the  Federal 
«ing  Administration. 

To  certify  that  ofBcial  long-distance  telephone  calls  made  were  necessary 
be  interest  i>f  the  Government,  pursuant  to  Section  4  of  tlie  Act  approved 
^  10,  1939  f5:i  Stat,  7S8). 

P)  To  the  p<iisition  of  General  Counsel  and  under  his  general  supervision,, 
^e  Associate  General  Counsel : 
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1.  On  behalf  of  the  Commissioner  to  receive  and  accept  service  of  all  gam- 
mons, subi)oenas,  and  other  court  process  directed  to  the   Commissioner. 

2.  To  sign,  acknowledge  and  verify  on  behalf  of  and  in  the  name  of  tbe 
Federal  Housing  Commissioner,  all  declarations,  bills,  pleas,  answers,  and  «U 
other  pleadings  in  any  court  proceedings  which  are  brought  in  the  name  of  or 
against  the  Federal  Housing  Commisioner,  or  in  which  he  is  named  as  a  party. 

3.  To  advise  and  consult  with  the  Commissioner  and  with  heads  of  tke 
several  divisions  concerning  the  legal  aspects  of  the  policies  of  the  Federal 
Housing  Administration. 

4.  To  interpret  the  provisions  of  the  National  Housing  Act  and  of  the  Roitt 
and  Regulations  promulgated  thereunder;  revise  the  Rules  and  Regulations. 

5.  To  collaborate  with  the  General  Counsel  of  the  Housing  and  Home  Finance 
Agency  in  connection  with  legislation  before  Congress  pertaining  to  the  Federal 
Housing  Administration  program,  recommending  changes  by  way  of  amend- 
ments. 

0.  To  administer  all  matters  pertaining  to  the  preparation  of  legal  forms 
necessary  to  the  work  of  the  Administration ;  the  submission  of  cases  to  the 
Attorney  General  for  legal  action ;  investigation  of  fraud ;  or  violations  of  the 
National   Housing  Act;   and  the  determination  of  acceptability   of  title. 

7.  To  certify  that  official  long-distance  telephone  calls  made  were  necessary 
In  the  interest  of  the  Government  pursuant  to  Section  4  of  the  Act  approned 
May  10.  19:^9  (53  Stat.  738). 

(G)  To  the  position  of  Regional  Director  and  to  each  of  them,  and  under  their 
supervision  to  their  respective  Assistant  Regional  Directors,  Field  Office  Dine- 
tors.  Field  Office  Assistant  Directors,  and  Field  Office  Executive  Assistants: 

1.  To  issue  commitments  for  insurance  and  to  execute  insurance  contracts  por- 
suant  to  such  commitments. 

2.  To  approve  a  change  in  amount,  a  change  of  the  term,  or  any  other  modiS- 
cation  of  conmiitments  for  insurance  or  of  insurance  contracts. 

8,  To  consent  to  the  release  of  mortgagors. 

4.  To  consent  to  the  release  of  portions  of  the  mortgaged  property  frwo  the 
lien  of  the  mortgage. 

r>.  To  approve  or  disapprove  for  insurance  advances  of  mortgage  money  during 
coiistructio?!.  and  to  execute  such  instruments  as  may  be  necessary  in  conneiiion 
therewith. 

(>.  To  approve  or  disapprove  ''chanjre  orders"  during  construction. 

7.  To  issue  Property  Eligibility  Statements  or  Commitments  or  any  similtr 
forms  \vhi<'li  may  be  providi^d  in  connection  with  new  home  loans  under  Be^iil*- 
tlons  issiUHl  pursiijint  to  Title  I  of  the  National  Housing  Act, 

5.  \\\  co\\\u\'\Um  with  new  home  loans  under  the  Kejoilations  issued  pnr^raiLtto 
S«MMion  .'  of  'V\{\v  I  of  the  National  Housing  Act.  to  approve  the  sale  by  insinv^ 
Inst  imt  Ions  o(  a*t)\iinHl  property  where  the  insurtnl  institution  exervi?»*i  its  v^i*- 
Hon  to  mMI  the  pn^ivrty  in  the  open  market  in  lieu  of  a  conveyance  to  ihe  0«- 

\»  To  rt\l«HM  or  riiNvpt  for  insurance  loans  or  advances  of  credit  niad^  ^m.i^'th^ 
provisions  of  Title  I  that  may  retiuire  the  prior  approval  of  the  Ft<i»^ra!  H-:sBf 
roiutnissioner. 

\0.  Vo  .Mpprove  the  insurance  of  mortirapes  taken  as  sci^urity  in  i'»r.r*^:>- 
wUh  the  sale  of  all  proixM'ties  conveytHl  to  the  Federal  Housins:  0^ir.r:::"!^*ciff. 
inelndini:  the  anthiMity  to  determine  the  value  of  such  properties  ai'u  ti"^ 
ivlatinc  to  the  eli::ihility  of  sueh  mort'jages  for  insurance. 

11.  To  i\tHi!te  applie;»tions  or  other  documents  in  coiinci^tion  with  :s::t  ^:^'- 
tlon^  whieh  the  FiMieral  Housinc:  Administration  may  i^erform  fvr  ir.v  T'r-e: 
a!:et\v\\  t>r  ai^envit^s  o(  the  TnittMl  States. 

12.  W^  ivrtify  that  otliiial  lt>ni:-distanee  telephone  calls  made  were  r-e^-vs^strri 
the  interest  of  the  Itovernmenr.  pursuant  to  Section  4  of  the  Aot  apr-r.T^iiby 
10.  llKi'.i  (.\:i  Stat.  T:iSK 

\:\.  \n  eonniH  tiiM>  with  the  sale  of  Comini.«sioner-owne<l  property,  t-:  -  r:!«:^^ 
the  a-vsiuMUMMit  of  the  interest  of  the  contract  purchaser  un«ier  a  .>  rrr*"*:  ^"f 
dtHHl  aiul  to  the  substitution  of  mortgagors  imder  a  mortgage  hel-i  by  :ie  v«- 
luissioner. 

14.  To  extHute  lontraots  for  the  .<jale  of  any  properties  conveye^i  :•:  :irf  Tr'Ot-:^ 
llousinir  ronjinissioner.  except  proin^rties  a^iiuired  under  Se«.'ti.-ns  i^C  :^i  "J^ 
Title  Vll.   Htle  VI 11,  ami  Stvtion  1K)S.  or  sales  of  five  or  more  i-r^vrr«*i^* 

i:»  To  ♦^leiute  any  rt\srulatory  agreements  required  by  the  A  *7z:_i i<nr»« 
l^nVn?  under  Sertions  207,  Jia.  Ot>S.  Title  VII.  Title  Vlll/and  arr€*Hiiifac>  ^ 
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jpect  to  certification  of  costs  required  by  the  Administrative  Rules  under 

etion  908. 

16.  To  execute  contracts  for  supplies  and  services  in  accordance  with  the 

>vi8ion8  of  the  Field  Operating  Manual  or  as  approved  by  the  Director,  Prop- 

:y  Management,  either  specifically  or  as  a  part  of  an  acquired  property  manage- 

;nt  program. 

(H)  To  the  position  of  Comptroller  and  under  his  general  supervision  to  the 

rition  of  Deputy  Comptroller : 

L  To  requisition  the  advance  of  funds. 

L  To  approve  all  expenditures  and  receipt  vouchers  necessary  to  carry  out 

J  provisions  of  the  National  Housing  Act. 

L  To  endorse  checks  for  deposit  or  collection. 

L  To  certify  financial  statements. 

1.  To  certify  the  findings  of  the  Compliance  Committee  in  regard  to  the  waiver 
the  Regulations  under  the  provisions  of  Section  2  (c)  of  the  National  Housing 
t,  as  amended. 

L  To  certify  as  to  delegations  of  authority  by  the  Commissioner  and  as  to  the 
th  or  accuracy  of  copies  of  original  papers  or  documents  in  the  possession  of 

Administration. 
'.  To  devise  accounting  procedures  and  to  administer  the  fiscal  policies  of  the 
ministration. 

;.  To  execute  vouchers  or  applications  and  receipt  for  any  payments  received 
resenting  refunds  of  taxes  or  other  payments  made  by  the  Commissioner  in 
inection  with  property  acquired  under  the  provisions  of  the  National  Hous- 

Act. 

>.  To  certify  that  official  long-distance  telephone  calls  made  were  necessary 
:he  interest  of  the  Government,  pursuant  to  Section  4  of  the  Act  approved  May 
1939  (53  Stat.  738). 

0.  To  designate  certifying  officers  and  to  revoke  such  designations,  to  execute 
1  submit  to  the  Treasury  Department  necessary  statements  and  schedules  with 
pect  thereto,  pursuant  to  Public  Law  389,  approved  December  29,  1941,  and 
!  standards  and  procedures  of  the  Secretary  of  the  Treasury  thereunder. 

.1.  To  execute  Certificates  of  Claim  and  requisitions  to  the  Treasury  Depart- 
nt  for  the  issuance  of  debentures. 

(I)  To  the  position  of  Director  of  Research  and  Statistics,  and  under  his 
leral  supervision  to  the  position  of  Deputy  Director  of  Research  and  Statistics : 
L.  To  advise  the  Commissioner  on  the  economic  aspects  of  mortgage  insurance 
ivities.  Plan  and  administer  the  activities  of  the  Research  and  Statistics 
vision.  Consult  with  the  representatives  of  other  divisions  and  other  agencies 
problems  of  housing  and  economic  research. 

2.  To  initiate,  and  to  undertake  on  request  of  other  officers,  actuarial  studies 
[yarding  insurance  operations  under  the  Act,  including,  in  collaboration  with 
J  Comptroller,  studies  of  the  distribution  of  expenses  and  income;  and  to 
spare  studies  of  the  adequacy  of  premiums  and  reserves  and  such  other 
itters  as  are  required  by  the  Commissioner  for  the  formulation  of  sound 
:uarial  policy. 

J.  To  certify  that  official  long-distance  telephone  calls  made  were  necessary 
the  interest  of  the  Government,  pursuant  to  Section  4  of  the  Act  approved 
ly  10,  1939  (53  Stat.  738). 

(J)  To  the  position  of  Director  of  Personnel,  and  under  his  general  super- 
ion  to  the  i)osition  of  Deputy  Director  of  Personnel : 

L.  To  be  responsible  for  the  development,  establishment,  and  operation  of  a 
rsonnel  program. 

>.  To  make  appointments  and  to  remove  or  separate  personnel;  to  fix  the 
ninistrative  workweek ;  to  approve  overtime  work  and  to  prescribe  rules  and 
rulations  regarding  overtime, 

i.  To  act  as  the  representative  of  the  Federal  Housing  Administration  on 
i  Federal  Council  of  Personnel  Administration,  with  the  Civil  Service  Com- 
ssion,  and  all  Government  agencies  and  other  organizations  with  respect  to 
-sonnel  matters. 

L  To  certify  that  official  long-distance  telephone  calls  made  were  necessary 
the  interest  of  the  Government,  pursuant  to  Section  4  of  the  Act  approved 
ly  10,  1939  (53  Stat.  738). 

[K)  To  the  position  of  Director  of  the  Budget  Division,  and  under  his  general 
jervislon  to  the  position  of  Deputy  Director  of  the  Budget  Division ; 

1.  To  be  responsible  to  the  Conmilssloner  for  all  budget  activities  and  to  act 
the  Commissioner's  representative  in  all  budget  matters  in  meetings  heW 

>  Bureau  of  the  Budget  or  other  agencies. 
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2.  To  be  responsible  for  the  development  and  execution  of  the  budget  pro- 
gran»,  including  the  preparation  of  budget  estimates  and  Justification  therefor; 
the  preparation  of  requests  for  apportionment  of  funds  and  Justification  there- 
for ;  and  the  allotment  of  funds  within  the  limits  of  appropriation  acts,  appor- 
tionments  and  other  limitations. 

3.  To  certify  that  official  long-distance  telephone  calls  made  were  necesstiy 
in  the  interest  of  the  Government,  pursuant  to  Section  4  of  the  Act  approved 
May  10, 1939  (53  Stat.  738). 

(L)  To  the  position  of  Director,  Administrative  Services,  and  under  hisgiA- 
eral  supervision  to  the  position  of  Deputy  Director,  Administrative  Services: 

1.  To  approve  telephone  contracts. 

2.  To  execute  leases  of  property  for  Federal  Housing  Administration  use. 

.  3.  To  Issue  orders  for  travel  in  accordance  with  the  Standardized  Government 
Travel  Regulations,  as  amended,  and  applicable  law,  including  authorization 
for  travel  by  extra  fare  train  and  plane,  and  for  travel  incident  to  permanent 
change  of  station,  to  approve  travel  performed  and  exi)ense  incurred  on  arronnt 
of  an  emergency  or  without  prior  authority  in  accordance  with  the  Standardized 
Government  Travel  Regulations,  as  amended,  and  to  approve  and  authorize  tbe 
transportation  of  household  goods  and  personal  effects  at  Government  expense 
in  accordance  with  applicable  Executive  Orders  and  amendments  thereto,  and 
provisions  of  law. 

4.  To  issue  purcliase  orders,  including  printing  and  binding  requisition?  to 
the  Government  Printing  Office. 

5.  To  incur  obligations  and  authorize  expenditures  for  services  and  for  the 
purchase  of  equipment,  materials,  and  supplies  other  than  In  connection  with 
acquired  properties. 

6.  To  approve  all  agreements  Involving  reimbursements,  including  agreements 
with  others  for  the  performance  of  any  function  by  or  on  behalf  of  the  Federal 
Housing  Administration,  after  first  obtaining  the  recommendation  of  any  division 
affected. 

7.  To  Issue  orders  for  publications  of  notices  and  advertisements  in  news- 
papers, magazines,  and  periodicals.    (See  Sec.  3828,  Rev.  Stat) 

8.  To  execute  contracts  for  services  and  for  the  purchase  of  equipment,  ma- 
terials, and  supplies,  including  contracts  for  materials,  equipment,  supplies,  and 
services,  for  the  maintenance  and  operation  of  acquired  properties. 

9.  To  certify  that  official  long-distance  telephone  calls  made  were  necessary  in 
the  interest  of  the  Government,  pursuant  to  Section  4  of  the  Act  approved  May 
10,  1939  (53  Stat.  738). 

10.  To  be  responsible  for  the  arrangement,  format  and  general  presentation 
of  all  forms  and  publications  of  the  Administration. 

11.  To  be  resi)onsible  for  the  operation  and  maintenance  of  the  duplicating 
service  of  the  Administration,  including  the  maintenance  of  the  duplicating  and 
binding  service,  mechanical  addressing  and  mailing  service  and  photographic 
laboratory. 

12.  To  be  responsible  for  the  maintenance  of  a  perpetual  inventory  of  forms, 
costs  records,  and  stockroom  for  materials  necessary  and  incidental  to  the  above 
responsibilities. 

13.  To  be  responsible  for  the  radio  spot  announcement  program  and  other 
radio  material  and  to  coordinate  and  supervise  the  FHA  Home  Show  and  exhibit 
program. 

14.  To  perform  the  necessary  functions  and  resiwnsibilities  in  connection  with 
the  disposal  of  property  of  the  Administration  (other  than  property  acquired 
under  insurance  contracts)  as  provided  in  applicable  statutes  and  Regulations  is- 
sued pursuant  thereto. 

If).  To  make  final  determinations  of  responsibility,  including  the  fixing  of  or 
relief  from  iktsoiuiI  liability,  for  any  disposition  of  lost,  stolen,  damaued  or  de- 
stroyed property,  except  that  if  the  original  cost  of  any  such  proi)erty  exceeded 
$100,  the  recommendations  and  findings  of  a  committee  or  board  established  by 
the  Commissioner  shall  be  obtained. 

(M)  To  the  position  of  Auditor  and  under  his  general  supervision,  to  the  posi- 
tion of  Deputy  Auditor : 

1.  To  be  responsible  for  a  continuing  audit  of  the  fiscal  accounts  of  the  .Vd- 
ministration,  including  the  fiscal  accounts  of  the  EHeld  Offices,  and  the  accounts 
of  approved  Mortgagees  not  under  governmental  supervision  to  determine  com- 
pliance with  the  su?)ervision  requirements  of  the  Administrative  Rules. 

2.  To  conduct  audits  of  rental  housing  corporations  and  Title  VII  investors, 
on-site  examination  of  fiscal  records  and  accounts  of  such  cori)orations  and  in- 
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V««tor8,  on-site  audits  of  the  accounts  and  records  of  rental  brokers  and  on-site 
iexmminations  of  such  accounts  and  records  to  effect  compliance  with  the  fiscal 
«nd  administrative  requirements  of  the  Administration. 

3.  To  certify  that  official  long-distance  telephone  calls  made  were  necessary  In 
the  interest  of  the  Government,  pursuant  to  Section  4  of  the  Act  approved  May  10, 
1989  (53  Stat.  738). 

<N)  To  the  position  of  Director,  Property  Management,  and  under  his  general 
impervision  to  the  position  of  Deputy  Director,  Property  Management : 

1.  To  operate  and  manage  all  properties  conveyed  to  the  Federal  Housing 
Commissioner  in  accordance  with  General  policies  promulgated  by  the  Property 
Sales  Committee  and  approved  by  Uie  Commissioner,  including  authority  with 
respect  to  such  property  to — 

(a)  approve  all  offers  to  rent  or  purchase,  except  that  offers  to  nurchase 
properties  acquired  under  Sections  207,  213  (Project  Mortgages),  608,  Title 
VII,  Title  VIII,  and  Section  908,  or  offers  to  purchase  a  group  of  five  or  more 
properties  acquired  under  other  sections  of  the  Act,  shall  be  subject  to  the 
approval  of  the  Commissioner  and  shall  be  accompanied  by  the  recommenda- 
tions of  the  Property  Sales  Committee ; 

(ft)  make  repairs,  alterations,  and  improvements; 

(c)  execute  such  contracts,  leases,  assignments,  and  instruments  as  may 
be  necessary  in  the  rental  or  sale  of  such  properties  other  than  deeds  or  other 
documents  in  connection  with  the  conveyance  of  title,  deeds  of  release, 
assignments  or  satisfactions  of  mortgages,  deeds  of  trust  or  other  liens  taken 
as  security  in  connection  therewith ; 

id)  authorize  expenditures. 

2.  To  handle  and  dispose  of  claims  of  the  mortgagee  against  the  mortgagor  or 
ethers,  arising  out  of  mortgage  transactions  and  assigned  to  the  (Commissioner 
in  connection  with  the  insurance  of  mortgages  covering  one-  to  four-family 
dwellings,  and  the  insurance  of  mortgages  under  Section  003  pursuant  to  Section 
CIO. 

S.  To  certify  that  official  long-distance  telephone  calls  made  were  necessary 
In  the  interest  of  the  Government,  pursuant  to  Section  4  of  the  Act  approved 
May  10, 1939  (53  Stat.  738). 

SECTION   rv.   DELEGATIONS  TO  COMMITTEES 

Pursuant  to  the  authority  cited  in  Section  I  above,  the  following  assignments  of 
•dnties  and  delegations  of  functions  and  powers  are  hereby  made: 

(A)  To  a  Committee  to  be  known  as  the  "Executive  Board,"  consisting  of  the 
Commissioner  as  Chairman ;  the  Deputy  Commissioner  as  Vice  Chairman ;  Assist- 
mat  to  the  Commissioner;  the  Assistant  Commissioner,  Field  Operations;  the 
Assistant  Commissioner,  Ilental  Housing;  the  Assistant  Commissioner,  Under- 
writtng;  the  Assistant  Commissioner,  Title  I;  the  Assistant  Commissioner, 
Cooperative  Housing ;  the  Director,  Administrative  Services ;  the  General  Coun- 
eel;  the  Comptroller;  the  Director  of  the  Budget  Division;  the  Director  of 
Personnel;  the  Director  of  Uesearch  and  Statistics;  the  Director,  Property 
Management ;  the  Auditor ;  the  Administrative  Officer  (Minority  Group  Housing)  ; 
and  the  Regional  Directors : 

1.  To  consider  and  discuss  matters  of  general  policy  and  to  ndvisp  t>ip  Com- 
missioner  with  respect  to  matters  affecting  the  activities  of  the  various  divisions 
of  the  Administration. 

The  Executive  Board  or  any  part  thereof  shall  meet  upon  call  by  the  Chairman 
or  Vice  Chairman,  who  will  designate  and  excuse  from  attendance  any  member 
having  no  direct  inter(»st  in  the  mutters  to  be  discussed  at  the  meeting. 

In  the  absence  of  the  Chairman,  the  Vice  Chairman  shall  preside  and  in  the 
absence  of  any  member  designated  by  the  Chairman  or  Vice  Chairman  as  being 
Interestecl  in  the  matters  to  be  discussed,  the  principal  assistant  of  such  absent 
member  shall  attend  the  meeting  and  serve  in  the  place  of  such  member. 

(  B  )  To  a  Committee  to  be  known  as  the  ''Propt^rty  Sales  Committee,"  consisting 
of  tbe  Assistant  Commissioner,  Rental  Housing,  Chairman ;  Assistant  Commis- 
sioner, Field  Operations;  Assistant  Ctmimissioner,  Underwriting;  Assistant 
Commissioner,  Cooperative  Housing;  the  Director,  Property  Management;  the 
General  Counsel;  and  the  Regional  Director  having  jurisdiction: 

1.  T6  consider  and  recommend  to  the  Commissioner  the  approval  or  disapproval 
of  any  offer  to  purchase  a  property  or  mortgage  acquired  by  the  Commissioner 
under  the  provisions  of  Sections  207,  213  (Project  Mortgages)  and  6()8,  Titles  VII 
and  VIII,  and  Section  908,  and  the  sale  and  terms  of  sale  of  mortgages  taken 
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as  security  in  connection  with  the  sale  of  properties  acquired  under  any  soefa 
sections  and  titles,  and  any  offer  to  purchase  a  group  of  five  or  more  proportia 
acquired  by  the  Commissioner  in  connection  with  any  other  section  of  the  Act; 
and  to  recommend  to  the  Commissioner  general  policies  to  govern  the  sales  tod 
rentals  of  properties  acquired  by  the  Commissioner,  and  the  sale  and  terms  of 
sale  of  mortgages  taken  as  security  in  connection  witli  the  sale  of  propertJtt 
acquired  by  the  Commissioner  in  connection  with  the  insurance  of  mortgages 
covering  one-  to  four-family  dwellings  and  the  insurance  of  mortgages  imds 
Section  603  pursuant  to  Section  610,  and  the  handling  and  disposition  of  claims 
assigned  to  the  Commissioner  with  respect  thereto.  A  quorum  shall  ccnisist  of 
four  members,  one  of  which  shall  be  the  Legal  Division  representative.  In  the 
absence  of  any  member,  an  alternate  shall  not  be  designated  to  attend  except 
upon  request  of  the  Chairman. 

(C)  To  a  Committee  to  be  known  as  the  "Property  Management  Expenditures 
Committee,"  consisting  of  the  following:  the  Director,  Property  Management, 
Chairman ;  the  Assistant  Commissioner,  Rental  Housing ;  Assistant  Commissioiier, 
Field  Operations ;  Assistant  Commissioner,  Cooperative  Housing ;  General  Coon- 
sel;  the  Director,  Administrative  Services;  Comptroller;  and  the  Regional 
Director  having  jurisdiction : 

1.  To  consider  and  determine  whether  or  not  an  expenditure  is  "nece«ary 
to  carry  out  the  provisions'*  of  Titles  I,  II,  VI,  VII,  VIII,  and  IX  as  such  term 
is  used  in  Section  1  of  the  National  Housing  Act,  whenever  such  a  determinattoa 
is,  in  the  opinion  of  the  General  Counsel,  necessary  to  support  the  legal  authority 
of  the  Commissioner  to  make  such  expenditure.  A  quorum  shall  consist  of  five 
members,  one  of  which  shall  be  the  Legal  Division  representative.  Minutes  of 
each  meeting  which  include  a  determination  by  the  Committee  shall  be  forwarded 
to  the  Commissioner  prior  to  action  being  concluded  in  connection  with  such 
determination.  In  the  absence  of  any  member,  the  principal  assistant  of  sodi 
absent  member  shall  attend  meetings  and  serve  in  place  of  such  member.  In  the 
absence  of  the  Chainnan,  the  members  of  the  Committee  shall  choose  a  temporaiy 
Chairman. 

(D)  To  a  Committee  to  be  known  as  the  "Compliance  Committee,"  consistiiif 
of  the  Assistant  Commissioner,  Title  I ;  the  General  Counsel  or  his  designee; 
the  Director,  Administrative  Services ;  the  Assistant  Commissioner,  Field  Opera- 
tions ;  and  the  Comptroller ;  any  three  of  which  shall  constitute  a  quorum : 

1.  To  waive  coinplianco  with  regulations  herotoforf»  or  hereafter  prescribed 
with  respect  to  the  interest  and  maturity  of,  and  the  terms,  conditions,  and 
restrictions  under  which  loans,  advances  of  credit,  and  purchases  may  Ik*  insured 
under  Section  2  an<l  Section  6  of  Title  I,  if  in  the  judgment  of  the  Committee 
the  enforcement  of  such  rejnilations  would  imi>ose  an  injustice  ui>on  an  insnrwi 
institution  which  has  substantially  c<implied  with  such  regulations  in  good  faith 
and  refunded  or  credited  any  excess  cbarjre  made,  and  if  such  waiver  does  not 
involve  an  increase  of  the  obligation  of  the  Commissioner  beyond  the  obligation 
which  would  have  been  involved  if  the  regulations  had  been  fully  <^>mplied  with. 
In  the  absence  of  any  member,  the  principal  assistant  of  such  absent  member 
shall  attend  meetings  and  serve  in  place  of  such  member. 

(E)  To  a  Committee  to  be  known  as  the  "Finance  Committee."  ctmsisting  of 
the  Deputy  Conunissioner,  Chairman;  (J<»neral  Counsel;  Assistant  Connnissioner. 
Field  Operations:  Assistant  Commissioner,  Underwriting;  Assistant  Commis- 
sioner. Rental  Housing;  Assistant  Commissioner.  Cooperative  Housing;  Assistant 
Commissioner,  Title  I;  Auditor;  Actuary;  Comptroller;  and  the  Director  of 
Ttesearch  and  Statistics: 

1.  To  study  all  Federal  Housing  Administration  fiscal  matters  and  prepare 
recommendations  to  the  Commissioner.  Reports  of  these  studies  which  include 
recommendations  to  the  Commissioner  on  fiscal  matters  shall  be  prepared  and 
signed  by  the  Chairman  of  the  Committee.  Meetings  shall  be  held  upon  call  of 
the  Chairman.  In  the  absence  of  any  member  of  the  Committee,  an  alternate 
shall  not  be  designated  to  attend  except  upon  request  of  the  Chairman. 

(F)  To  a  Committee  to  be  known  as  the  "Actuarial  Advisory  Committee," 
consisting  of  the  Actuary,  Chairman  ;  Comptroller:  and  the  Director  of  Research 
anfl  Statistics : 

1.  To  prepjire  recommendations  to  the  Commissioner  with  resi)ect  to  actuarial 
policy  and  to  initiate  basic  actuarial  studies  on  the  operations  of  the  various 
insurance  funds.  Rermrts  on  these  studies  which  include  recommendations  t(» 
the  Commissioner  on  actuarial  policy  shall  be  approved  and  signed  by  the  ap- 
pointed members  of  the  Committee.  Meetings  shall  be  held  upon  call  by  the 
Chairman,  but  not  less  often  than  bimonthly.     In  the  absence  of  anv  memher 
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of  tbe  Committee,  an  alternate  designated  by  the  member  shall  attend  and  partici- 
nate  in  the  work  of  the  Committee. 

(G)  To  a  Committee  to  be  known  as  the  "Personnel  Ceiling  Committee/'  con- 
idsting  of  the  Director  of  Personnel,  Chairman ;  the  Director  of  the  Budget  Divi- 
sion ;  and  the  Assistant  to  the  Commissioner : 

i.  To  establish  a  personnel  ceiling  for  each  division  in  the  Administration, 
ind  to  review  such  ceilings  each  quarter  immediately  after  receiving  the  agency 
[lersonnel  ceilings  established  by  the  Bureau  of  the  Budget.  In  the  absence  of 
■ny  member  of  the  Committee,  an  alternate  designated  by  the  member  shall 
attend  and  participate  in  the  work  of  the  Committee. 

(H)  To  a  Committee  to  be  known  as  the  t^urvey  Committee,  consisting  of 
tihe  I>irector,  Budget  Division,  or  his  designee,  Chairman;  the  Comptroller,  or 
tils  designee ;  and  the  Auditor  or  his  designee : 

1.  To  review  the  findings  of  the  Director  of  Administrative  Services  as  to  the 
disposal  of  property  of  the  Administration  in  any  instance  where  under  applicable 
statutes  and  regulations  issued  pursuant  thereto  the  approval  of  a  reviewing 
authority  is  required. 

2.  To  review  the  circumstances  regarding  lost,  damaged,  stolen  and  destroyed 
property  where  the  original  cost  of  any  specific  item  of  such  property  exceeded 
$100  and  to  advise  the  Director  of  Administrative  Services  as  to  the  recom- 
mended disposal  of  such  property  and  to  recommend  the  fixing  of  or  relief  from 
personal  liability  based  upon  its  findings  in  each  case. 

(I)  To  a  Committee  to  be  known  as  the  Field  Operations  Committee,  con- 
sisting of  the  Assistant  Commissioner,  Field  Operations,  Chairman ;  the  Deputy 
Assistant  Commissioner;  and  the  Regional  Directors;  for  the  purpose  of  sup- 
plementing the  overall  supervisory  responsibilities  of  the  Assistant  Commissioner, 
Field  Operations,  and  the  direct  supervisory  responsibilities  of  the  respective 
Regional  Directors: 

1.  To  consider  and  discuss  all  matters  concerning  the  operations  of  Field 
Offices  in  the  interest  of  maintaining  a  consistent  and  uniform  application  of 
Administrative  procedures  and  instructions  throughout  all  Field  OflSces;  and 
to  conduct  a  continuing  study  of  procedures  and  instructions  governing  the 
operations  of  Field  Offices  for  the  purpose  of  recommending  revisions  and  amend- 
ments in  such  existing  procedures  and  instructions  as  well  as  the  formulation  of 
idditional  instructions  and  procedures  with  respect  to  new  programs. 

2.  In  the  absence  of  any  member,  the  principal  assistant  of  such  absent  mem- 
ler  sliall  attend  meetings  and  serve  in  the  place  of  such  member.  In  the  absence 
if  the  Chairman,  tlie  Deputy  Assistant  Commissioner.  Field  Operations,  shall 
lerve  as  Chairman. 

Issued  at  Washington,  D.  C,  this  29th  day  of  January  1^>3. 

Walter  L.  Greene,  Commissioner. 


Federal  Housing  Administration, 

Washington,  D.  C,  June  £0,  1946. 
7o  :  Directors  of  all  field  offices 
Jobject:  section  608.  Administrative  procedure 

Revised  copies  of  the  Rules  and  Regulations  for  Section  6U8,  effective  May  22, 
M6,  will  be  forwarded  to  you  under  separate  cover,  as  soon  as  available  from 
lovernment  Printing  Office.  A  supply  of  the  revised  forms  hereinafter  men- 
ioned  will  also  be  forwarded. 

Below  is  set  forth  administrative  procedure  for  Section  608  through  final 
ndorsement  of  the  credit  instrument,  and  disposition  of  the  docket.  These 
istrnctions  pertaining  to  Section  608  processing  cancel  and  supersede  paragraphs 
OO  to  849,  inclusive,  of  the  Field  Operating  Manual. 

This  procedure  has  been  indexed  to  provide  for  ready  reference  <see  p.  51) 
nd  has  been  arranged  in  accordance  with  the  chronology  of  operations,  begin- 
ing  with  the  application,  continuing  through  commitment,  construction,  com- 
letion.  final  endorsement  of  the  credit  instrument,  and  dis|K)sition  of  dockets 
Dd  fiscal  instructions.  It  should  be  noted  that  a  distinction  has  been  made 
etween  cases  in  which  mortgage  proceeds  will  be  advanced  and  insured  during 
le  course  of  construction  (under  "Commitment  for  Insurance."  Form  2432-W^ 
Dd  those  in  which  total  mortgage  proceeds  will  be  advanced  and  insured  only 
pon  completion  of  construction  (under  "Commitment  to  Insure  Upon  Onmile- 
on,"  Form  2453-W).  The  Director,  therefore,  may  locate  necessary 
ons  according  to  the  nature  and  status  of  the  case.     (Xote:  Closing  A*.  * 

tiould  note  that  wliile  the  procedure  herein  mentions  their  duties  oftekt. 
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I»rocedQre  is  not  Intended  to  represent  comfriete  instmetioas  for  tliem.  Addi- 
tional Instructions  for  Closinc^  Attorneys  will  be  forwarded  by  the  Lepl 
DiTision.) 

/.  ^^Application  for  Mortgage  Insurance,"  Form  SOJS-W 

This  form,  self-explanatory,  shall  be  completed  and  executed  by  the  spoD^r 
and  propcjsed  morti^agee  and  shaU  be  submitted  by  the  mortgagee  to  the  FHA 
Insuring  Office  In  duplicate.  The  application  must  be  accompanied  by  all  ex- 
hibits required  by  Section  III,  Paragraph  2,  under  ^^Explanatory  Notes"  on  the 
face  of  the  form.  (Note :  Form  2013-W  itself  states  it  will  be  smbmltted  i& 
triplicate.    Duplicate  submission  will  be  acceptable.) 

F^orm  2013e  shall  be  executed  in  triplicate  by  the  mortgagor  and  submitted 
along  with  other  required  exhibits  through  the  mortgagee  to  the  Insuring  Office. 
This  form  is  self-explanatory,  being  the  mortgagor's  certification  of  oceupsncj 
preference. 

1.  Receiving. — Upon  receipt,  the  api^cation  will  be  date-stamped  and  the 
symbol  and  number  of  the  Schedule  of  Collection  will  be  inserted  in  the  space 
provided  by  the  stamp. 

2.  Fees. — For  mortgages  not  exceeding  f  200, 000  the  application  must  be  accom- 
panied by  the  mortgagee's  check  to  cover  an  application  fee  at  the  rate  of  Three 
Dollars  ($3.00)  per  Thousand  Dollars  ($1,000)  of  the  original  face  amount  of 
the  mortgage  loan  for  which  the  application  is  made.  For  mortgage  excredinf 
9200,000  the  application  must  be  accompanied  by  the  mortgagee's  check  to  cover 
an  application  fee  computed  at  the  rate  of  One  Dollar  and  Fifty  Cents  ($1.50) 
per  Thousand  Dollars  ($1,000)  of  the  original  face  amount  of  the  mortgage 
loan  applied  for ;  commitment  fee,  an  amount,  which  when  added  to  any  apidi- 
catlon  fee  collected  as  indicated  above,  will  aggregate  Three  Dollars  ($3.00) 
per  Thousand  Dollars  ($1,000)  of  the  amount  of  the  commitment,  shall  be  col- 
lected at  the  time  commitment  is  issued. 

3.  Numbering. — ^Tbe  receiving  clerk  will  assign  to  the  application  and  all 
accompanying  impers  the  project  number.  The  project  number,  as  heretofore, 
will  consist  of  eight  digits.  The  first  three  digits  will  indicate  the  field  ofBce 
and  the  next  five  digits  (after  a  hyphen)  being  the  serial  number  assigned  to 
each  application  consecutively.  Each  field  oflSce  will  use  a  new  block  of  serial 
numbers  starting  with  40001  in  order  to  differentiate  from  Section  60S  war 
housing. 

4.  Routing  of  Dockets. — An  Original  Docket  and  a  Duplicate  Docket  will  be 
established  for  each  case  in  two  black  pressboard  binders.  (Note:  Where  black 
presshoard  binders  are  not  available  at  the  time  application  is  received  the 
material  will  be  set  up  in  two  brown  manila  legal  size  folders  properly  marked 
for  identification  purposes  pending  receipt  of  black  pressboard  binders.  Tbese 
binders,  Stwk  Item  No.  5.3-014975- ( B ) ,  the  supply  of  which  is  limited,  will 
be  furnished  u[)on  requisition  only  to  those  oflSces  which  are  actually  in  negi^tia- 
tion  for  Sttction  608  projects,  and  the  requisition  should  state  the  project  for 
which  Intended.)  The  Original  Docket  will  be  routed  through  the  Director  to 
the  ('hief  I'nderwriter.  The  Duplicate  Docket  will  be  filed  so  as  to  be  available 
for  additional  filing. 

The  (Jriglnal  Docket  will  be  known  as  the  Washington  Docket  and  the  Dupli- 
cate Docket  will  l)e  retained  In  the  Insuring  Office. 

r>.  Ed'hibita. — The  application  and  accompanying  exhibits  will  be  arranged  on 
the  rlKht  hand  side  of  the  Dwkets.  building  from  the  bottom  up  in  the  followin? 
order  (city  map  on  bottom  and  application  on  top). 


Name  of  document 

Form  No 

Original  Daplicne 
docket      docket 

City  map 

1 

Copy  of  ronp  ordinances 

1 

ZonfnR  map  (If  any) 

I 

TojwKraphical  survey 

Preliminary  drawings 

Outline  specifications 

243^W 

Photographs  (seta)... 

Legal  <lcscri|)tion  of  property 

Kvldonce  of  ownership,  etc. 

1 

Request  for  determination  of  prevailing  wages       

FH21  (a) 

2013-W 

20I3e 

A |)plleation  for  mortgage  Insurance 

Supplement  to  201.'J-W 

Personal  and  financial  statement 

2417 

Othercredit  data  (If  any) 

! 
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lUinff  Wage  Determination. —The  original  of  Form  FH  21  (a),  "Ee<iuei!t 
termlDatlon  of  FrGvalllag  Wages'*  (Department  of  Labor  Form),  whjt'h 
mnies  the  applleatloui  in  to  be  mailed  prrtmptly  tu  the  Assist uat  Com- 
ier»  Rental  Housing  and  Property  Manaj^f^raent,  who  will  iranaralt  It  to 
cretary  of  Labor  ff>r  determimitiun  anrl  will  notify  the  Director  when 
:erminatloii  lias  been  made, 

'^nmitment  for  in  aura  nee  ^"  Form  2i32-W 

n  underwriting  determinations  have  been  made  on  Form  2438- W,  "Report 

lew  Committee  and  Final  Determination  of  Ui€  Chl€»f  Underwriter/'  and 

L*e  of  a  commitment  is  in  onler,  preparation  and  is^uanee  of  the  com- 

at  is  the  responsibility  of  the  Director,  who  will  be  guided  by  the  follow- 

itructlons : 

he  name  of  the  mortgagee,  the  sponsors  and  proposed  mortgagort  addresses 

J,  the  projei't  nnmtier,  and  the  amount  of  the  aiortsa>?e  will  be  Inserted 

points  indicated  at  the  head  of  and  In  the  hrst  paragraph  of  the  form. 

I  Condition  1  will  l>e  inserted  the  aniouut  of  the  first  mo^t^a^e  insurance 

ini  calculated  at  one-half  per  centum   (^%J   of  the  face  amount  of  the 

Lge  for  which  thtj  commitment  is  ietsued. 

1 4-*ondition  2  in  thc^  spaces  provided  will  he  Insertetl : 

The  interest  rate  as  revealed  in  Condition  2  lb)  of  the  applicable  Form 

}itte  of  Pintt  Paymtmt.— The  number  of  the  month  upon  the  first  day  of 
Qortiafiation  mui^t  com  nuance.  The  date  recommended  by  the  Chief  tinder* 
rill  be  found  at  the  bottom  of  Form  243S-\V,  In  fixinii  the  tlate  for 
ement  of  amortlz^atton  the  Director  wiU  bear  In  mind  that  in  cases 
ng  mortgages  not  in  excess  of  $2CKJ»(X)0  amortization  must  comiuenee  not 
ban  th*'  llrst  duy  of  tlii^  12th  month  after  the  date  of  tlie  mortgage^  and 
i  caHes  Invohini^  mortgages  In  e^ccesa  of  $2Q0,0L^  amortisation  must  com- 
pot  later  than  the  llrst  clay  of  the  18th  month  after  the  date  of  tlie  mort- 
al thin  these  llmitariiuiH  the  Dtrector  wiU  estTcise  his  sound  (liscretion 
he  date  for  commencement  of  amort ization»  taking  Into  consideration  the 
i»endation  of  tite  tliief  Underwriter  and  bearing  in  mind  that,  while  it  Is 

ithat  the  mortjcjaeor  have  sufficient  time  within  which  to  complete  the 
and  obtain  oeenpancy  prior  to  the  commencement  of  amortization,  it  Is 
ired  that  the  lapse  of  time  between  completion  of  the  project  and  com- 
ent  of  amortisation  be  not  lon^r  than  necessary. 
S'nmher  of  Monthly  Pnpmenta. — The  mini  her  of  monthly  payments  to 
lal  and  interest  and  the  amount  of  the  le^el  annuity  payment,  as  the  case 
»s.  The  number  and  amount  of  necessary  level  annuity  payment^!  may 
Tmined  by  reference  to  Form  2410  (Rev,  5/26/42)  and  application  thereto 
^tablished  interest  and  amortization  rates  as  revealed  by  Condition  2  (b) 
(dy  in  the  applicable  Form  2438- W.  The  initial  principal  imymem  on  a 
tiDuitj  basis  must  be  not  less  than  2%  of  the  original  face  amount  of  the 

le  case  of  a  declining  annnityi  principal  payments  must  he  at  a  constant 
Uiot  less  that)  3%  per  annum  of  the  original  face  amount  of  the  mortsage 
Hreforef  the  number  of  monthly  payments  must  not  be  more  than  400 

r Condition  3  (e)  will  he  inserted  a  description  of  the  property  iufQclent 
itlfy  it,  as  well  as  a  statement  of  the  approximate  square-footage. 
'^orkinff  Uapitat. — In  Condition  3  (hi    (1)  will  be  inserted  the  amount  of 
id  worklnj?  capital,  which  shall  be  not  less  than  3%  of  the  amount  of  the 
ige  for  which  the  commitment  is  Issued, 

i  Condition  3  (h)  (2)  in  the  spaces  provided  there  will  be  Inserted: 
Tlie  amount  of  cash  and  services,  if  ani\  retiulred  over  and  above  the 
is  of  mortgage  for  completion  of  the  project  on  the  bnsis  ut  '^Federal 
ig  Administrntion  total  estimated  cost  (exclusive  of  laud  and  recitiired 
jction  off  the  site)/*  This  amount  will  equal  the  difference  between 
i  and  Item  2  "Estimated  HeC|uirements  for  Completion  of  the  Project"  as 
H^on  Page  4  of  the  ni>pli cable  Form  2204- W. 

^he  sum  of  the  builders*  nnd  arcbitecls'  fee  as  revealed  on  Page  3  of  the 
ible  Form  2264— W,  ret>resents  the  niaximum  amount  by  which  the  cash 
jequired  In  Condition  ^  (h)  (2)  may  be  reduced  at  closing* 
►  Condition  3  (h)  O)  will  be  inserted  the  amount  of  the  cash  deposit 
,  If  any,  to  assure  Installation  and  completion  of  offi^lte  utilities  and 
This  figure  must  be  obtained  directly  from  the  Chief  Underwriter. 
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8.  Fund  for  Replacements. — In  Condition  4  (b)  will  be  inserted  the  total 
annual  requirement  for  replacements  as  determined  from  Page  1  of  Form  22ft4-W. 
(Note:  4  (b)  completed  only  when  mortgage  amount  exceeds  $200,000.) 

9.  Expiration  of  Commitment. — In  Condition  8  provision  will  be  made  for 
the  expiration  of  the  commitment  in  not  more  than  90  days.  ( Note :  If  it  is 
necessary  to  extend  the  commitment,  upon  request  by  the  Mortgagee,  the  Di^e^ 
tor,  in  his  discretion,  may  extend  the  expiration  date  of  the  commitment  for 
additional  30-day  periods.  Letters  of  extension  shall  be  prepared  and  dlstrfl)- 
uted  in  accordance  with  the  procedure  for  preparation  and  distribution  of  com- 
mitments outlined  in  paragraph  12  below.) 

10.  In  Condition  9  (a)  will  be  inserted  as  a  commitment  fee  an  amount  which, 
when  added  to  the  application  fee,  will  equal  Three  Dollars  ($3.00)  per  Thousand 
Dollars  ($1,000)  of  the  face  amount  of  the  mortgage  for  which  the  commitment 
is  issued.  In  the  event  that  the  full  fee  has  previously  been  collected,  CondltloB 
9  (a)  may  be  deleted. 

11.  Collateral  Conditions  of  the  Commitment. — ^Under  Condition  9  (as  snb8e^ 
tions  (b),  (c),  etc.)  there  will  also  be  inserted  as  conditions  of  the  eommitmeot 
any  specific  conditions,  such  as  planning  requirements  and  offslte  Improvements 
and  other  requirements  not  covered  by  the  commitment,  as  revealed  in  the 
applicable  Forms  2438-W  and  2411-W,  or  as  recommended  by  the  Chief  Under- 
writer, or  as  determined  by  the  Director.  In  case  of  requirements  for  offslte 
improvements  the  requirements  must  be  sufiiciently  specific  in  detail  to  avoid 
misunderstanding  and  the  estimated  cost  of  each  such  improvement  must  be 
stated.  In  the  event  that  drawings  and  specifications  are  necessary  for  olbite 
requirements  they  should  be  properly  identified  under  Condition  9.  In  the 
event  space  provided  on  the  commitment  for  these  conditions  is  not  sufficient, 
there  will  be  attached  and  stapled  to  the  commitment  as  **Exhibit  A"  a  descrip- 
tion of  all  requirements. 

12.  Distribution  of  Commitment. — The  commitment  will  be  dated  as  of  the 
date  of  issue.  Commitments  will  be  prepared  in  sextuple.  Distribution  will  he 
as  follows : 

(a)  To  Mortgagee:  Original  and  duplicate  together  with  duplicate  copies  of 
the  applicable  Form  241f)-W  and  one  copy  of  the  applica!)le  Form  22f>4-W.  (One 
copy  of  the  commitment  and  one  copy  of  Fonii  241^W  forwarded  to  the  mort- 
gagee are  intended  for  the  use  of  the  mortgaj?or.) 

(6)  To  Closing  Attorney:   One  copy,  tofjether  with  one  copy  of  Forms  22B4-W.  : 
2283-W,  and  2443-W.     ( 8oe  III  hereafter  for  preparation  of  Form  244:^-\V.) 

(c)  To  Washington  Docket:    One  copy.  ' 

(rZ)  To  Duplicate  Docket :   One  copy.  | 

(c)  To  Assistant  Connnissioner.  Rental  Housinc  and  Projierty  Management:   | 
One  copy,  together  with  one  copy  of  Forms  2204-W  and  2419-W. 

NOTE. — FHA  Form  2410-W  will  he  forwarded  in  accordance  with  (<ii  and  (c) 
above  miJy  when  the  mortj^ajre  is  in  excess  of  $200,000. 

18.  Assifnitucnts. — In  case  of  assifrnnient  of  the  commitment,  such  assignment 
must  he  to  an  approved  niortjxaji:ee,  and  the  I>irector  will  require  from  the 
assignor  a  release  in  writing  of  its  rights  under  the  commitment  and  from  the 
assignee  an  acceptance  in  writing  of  the  obligations  of  the  assignor  under  the 
commitment.  The  assignment  and  acceptance  should  be  submitted  in  duplicate, 
the  original  to  be  filed  in  the  Washington  Docket  and  the  duplicate  to  be  flleO  in 
the  Duplicate  Docket. 

///.  ''Informnti(m  for  Closing  Atfornep'\  Form  2iJf3-W 

It  is  the  resi>onsibility  of  the  Director  immediately  upon  is.*5uance  of  a  com- 
mitnient  to  forward  to  the  Closing  Attorney  a  completed  Form  2443-W.  with 
attachments,  as  provided  in  11-12  (h)  above.  The  necessity  for  Form  2443-W 
arises  from  the  fact  that  under  the  Rules  there  are  certain  matters  subject  to 
approval  of  the  Commissioner  involving  alternatives  and  it  is  necessary  that 
the  Closing  Attorney  be  advised  of  final  determinations  with  respect  thereto. 
In  preparing  Form  2443-W  the  Director  will  be  guided  by  the  following  in- 
structions: 

1.  The  project  number,  location,  the  names  and  addresses  of  the  mortgagor, 
the  mortgagor's  attorney  and  the  mortgagee  will  be  inserted  at  the  i>oints  in- 
dicated. The  name  and  address  of  the  mortgagor's  attorney  may  l)e  obtained 
from  the  applicable  P'orm  2013-W. 

2.  Title  EHdcncr. — A  policy  of  title  insurance  is  required  but  in  the  event  the 
mortgagee  is  unable  to  furnish  such  policy  for  reasons  satisfactory  to  the  Com- 
missioner,  the  Commissioner  may  accept  other  evidence  of  title.      (See  IV-4 
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irt^ft^rj  UiMiM  determination  ot  thLs  question  the  Director  will  vhe^k  on  the 
krni  the  type  nt  tiHe  evirtHice  which  will  he  acepptnMo  aX  floninp. 

li.  Ais^urottft'  of  i'ttttt pJf film, —This  may  he  in  t!ie  furm  i>f  a  honrl  of  n  surety 
»m|mtiy  in  jstumlanl  Ainerhiiu  InstUnte  af  Architect's!  form,  or  tm  PHA  Ftvrm 
152 -W,  lit  nmy  be  in  the  form  of  nn  e.scrow  of  cash  or  secnritips.  (See  lV-14 
i^reiift^Tj  L'p<»n  deterniiiniHoii  uf  tlic  type  of  iiMsiirrtnee  which  will  be  aeeept- 
l^le  lUe  THr+^rtor  will  fUet-k  tyiie  on  iln^  form.  In  the  event  a  bond  is  to  lie  ac- 
^pie<I  the  nniiif  of  the  fturety  will  be  jn?icrletl.  In  the  event  a»  escrow  is  to  be 
et-eiiteil  and  is  to  be  deposiiii^d  wllli  a  dei>ijs^itf>ry  otber  th«n  the  mortgagee  the 
(Hue  of  the  deiHistltory  will  he  iisf*erted* 

^  Com  pl€  turn  of  Oft  site  F^c?/j7icw.— Asaurnoce  of  installation  and  completion 
■itfsitt'  faiilitieK  may  he  in  the  fonn  of  (fi  i  a  cash  ei«crow  with  the  nii*rt^^a^^ee 
P^iinder  thi*  cuiitriU  of  tlit*  ruort^a*4ee  wltii  an  a|)proved  deiKJsitory*  or  {b'i 
tetiramvs  from  puUlie  anthi»rities<  or  pvihlic  ntility  cfnniianies,  as  the  cnse  lany 
B*  that  the  wtirk  will  be  piTfurmtKl,  or  tc)  la  the  form  of  a  contract  l>etween  the 
rtncipiil  ssiioas<ir  or  nponsorH  and  an  accept ahle  t'ontraetor  aj!j-nrefl  hy  a  surety 
Eintl  (8ee  IV^-IT  iiereafter. )  t'jKin  determiinitiou  of  the  form  of  the  aHsurance 
if»  r director  will  fheck  Ihi'  npiJlUahle  item  on  the  form.  In  ease  of  a  cash  escrow 
Ith  a  (lefH^^itor.v  otlier  than  the  tMortgflKC^  the  nanie  of  the  depoi^iitory  wfU  tie 
I  veil.  In  case  of  awwantures  from  a  jniblie  authority  or  a  pnhhc  ntility  conifiany 
fie<!!criptiuu  of  the  type  of  assnrance  aecet>tal)ie  will  h<'  inserted  in  the  form*  In 
i*H?  of  a  L*ontract  between  the  **ponsor  (»r  f4pon,^<irs  and  a  contractor  the  natnes 
r  the  parties  to  the  contract  and  the  name  of  the  surety  will  lie  frfvea.  In  those 
ls**s  in  which  no  assuranre  of  installation  and  completion  of  oft'site  facilitleis  Is 
H)iiired  the  I  director  will  i^o  indicate  on  the  f  or  tn» 

3.  In  tliose  raises  iu  which  a  rash  tlejio.'iit  over  and  alwve  the  mortijajje  proceeds 
I  riKiulred  to  assure  availability  of  funds  fur  completion  of  (Hinst ruction  the 
ireetur  will  re^piire  that  awh  deposit  he  made  with  the  jnorti;aj;ee  and  will  wo 
idicate  on  The  forui.     If  no  dejirwit  la  required  the  I>iref*tor  will  mo  iurtjeate. 

n.  There  will  he  atiachea  to  rf>rm  244:t-W  copies  of  Forms  22ti+-W,  2as;^-W,  and 
\S2-W  (as  provided  in  11-12  (b)  above)* 

7,  Form  244'*- \V  will  l>e  prepare*!  in  duplicate  and  distribution  will  be  aa 
iJlows : 

(a J  Ori^^lnal  copy  to  the  Closing  Attorney  wfth  Httachmenta* 

t  b  I  One  copy  to  the  Dujilicate  Docket. 

r.  CloMinff  under  Fofm  2JiS2'W 

It  should  he  underHto<jd  that  there  is  a  dl^tinrcion  between  eloslnit  under  a 
^otomitment  for  Insuranf*e/*  Form  2432- W,  under  which  advanceB  of  mortgage 
'oeeMs  will  be  insurHl  duriug  the  course  of  constrnctitm,  and  dositig  under  a 
Jommitmenr  to  Insure  Upon  Completion,"  Form  24ri3-W.  (For  closing  under 
E>rm  24ri3-W  see  X  hereafter.)  Artlcie  VI,  Section  2,  of  the  Regulations,  pro- 
Ibits  the  transfer  or  pled^xe  of  the  mortgage,  except  with  tbe  prior  written 
pproval  of  the  CommisHjoner,  until  full  disbursement  of  the  mortgage  proeeefls. 
be  Dlrec^tor^  therefore,  should  determine  thnt  the  ntortgag<^  at  clot^in^  is  able 
ad  prepare*!  to  disburse  the  full  mr>rtgage  proeee^ls.  No  transfer  or  pledge  prior 
\  f  ill!  disbursement  of  mortpige  pmceedf;?  will  t>e  permitted  hy  the  Director  with* 
It  prior  approval  and  receipt  of  Instructions  from  the  A^l^^tJiat  Com  mission  en 
ental  Honisinif  and  Prtiperty  Management.  Wlien  the  cbjslug  is  in  ordei-  the 
1  reel  or  will  communicate  with  the  Closing:  Attorney  to  e«fabliflh  a  date  for 
ositiK.  Tlie  Director  should  endeavor  to  communicate  wIlU  the  Closing  Attorney 
ifficiently  in  advanee  of  the  date  dci^ire<l  (but  at  a  time  wlien  drawings  anil 
^i^cations  will  t>e  complete)  so  that  the  Closing  Attorney  may  make  necessary 
rriingementi*  to  he  present  or  to  arran;je  a  date  as  close  to  the  desilred  date  a  a 
raeticable  and  in  order  that  the  Closing  Attorney  may  determine  in  advance  of 
•av€*i  rhat  chining  documents  are  In  order.  Hereafter  is  given  a  deHt*ription  of 
le  steps  involved  in  clo8injr  under  Form  241^2- W-  "*C<iminltTuent  for  Insurance/* 
jth  instructions  aa  to  the  resfiotiMitiillty  of  the  1  Hrettiir  with  resjiect  thereto, 

1.  V(¥mmrni*^mcnl  of  Ooti^frttvfion.^ln  eases  Involving  closing  under  Form 
132-W,  ''Commitment  for  Insurance,"  constrni'tion  must  not  commence  prior  to 
irma!  closing  anri  retrordation  of  the  Insurnl  mortgage.  This  prohlbitlim  Is 
^esmiry  in  order  to  avobl  exceptions  to  title  at  closing  due  to  possibility  of  lieufi. 

2.  Crr^Ht  hi^tr^utnefit. — The  credit  Instrumetit  will  be  on  the  FHA  printed  form. 
he  form  number  varies  with  the  Jurisdiction.     The  acceptability  and  pr(»per 

Paitiou  *if  the  credit  instrument  is  ihe  resp<insihll|ly  t»f  the  Closing  Attorney. 
'Morfifdffe. — Tile  mortgage  will  Ih^  on  tlic  FHA  printed  form.    The  form  num- 
Varies  with  the  jurisdiction.     The  printetl  form  of  mortgage  must  not  lie 
it^red,  exc*ept  that  the  mortgagee.  If  it  desires,  may  Include  a  provision  for  snub 
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additional  charges  as  may  be  agreed  upon  by  the  mortgagor  and  mortgagee  in  the 
event  of  prepayments  in  excess  of  15  percent  of  the  original  principal  amount  ol 
the  mortgage  in  any  one  calendar  year.  The  mortgage  must  not  contain  my 
additional  charges  for  prepayments  up  to  15  percent  of  the  original  face  amount 
of  the  mortgage  in  any  one  calendar  year.  This  percentage  has  been  fixed  so  ts 
to  permit  the  mortgagor  to  apply  as  a  prepayment  without  additional  charge,  its 
surplus  earnings  at  its  election  or  in  accordance  with  its  certificate  of  incorpora- 
tion, as  the  case  may  be.  The  acceptability  and  proper  execution  of  the  mortpis^ 
is  the  responsibility  of  the  Closing  Attorney. 

4.  Title  Evidence. — Section  VII  of  the  Rules  provides  that  in  order  for  the  mort- 
gaged property  to  be  eligible  for  mortgage  insurance  the  Commissioner  most 
determine  that  marketable  title  is  vested  in  the  mortgagor  as  of  the  date  the 
mortgage  is  tiled  for  record  and  further  provides  that  the  mortgagee  must  furnish 
a  policy  of  title  insurance  in  L.  I.  C.  or  A.  T.  A.  standard  mortgagee  form  and  thit 
in  the  event  the  mortgagee  is  unable  to  furnish  such  policy  for  reasons  satis- 
factory to  the  Commissioner  evidence  of  title  may  be  furnished  in  the  form  of 
(a)  abstract  of  title  and  legal  opinion  from  an  attorney  experienced  in  the  exam- 
ination of  titles,  or  (b)  a  Torrens  certificate  of  (c)  evidence  of  title  conformhig 
to  the  standards  of  a  supervising  branch  of  the  Federal  government  or  of  any 
State  or  Territory.  The  type  of  title  evidence  to  be  accepted  is  the  responsibility 
of  the  Director  who  in  all  cases  will  require  a  title  policy  unless  other  evidence  of 
title  has  been  approved  by  the  Assistant  Commissioner,  Rental  Housing  and  Froi>- 
erty  Management.  The  acceptability  of  the  title  company  is  the  responsibility  of 
the  Director.  The  acceptability  of  title  is  the  responsibility  of  the  Closing  Atto^ 
ney  and  it  is  also  the  responsibility  of  the  Closing  Attorney  to  call  to  the  attention 
of  the  Director  any  restrictions  or  covenants  in  the  title.  It  is  the  responsibility 
of  the  Director  to  determine  that  the  project  will  not  violate  any  such  restrictions 
or  covenants. 

5.  **8urvey  Instructions  and  Certificate'' ;  Form  2Ji57-W. — One  of  the  conditions 
of  the  commitment  under  Section  608  Is  that  the  Administration  be  furnished  si 
closing  with  a  lot-line  survey  of  the  property  to  be  covered  by  the  insured  mort- 
f:age.  Form  2457-W  is  the  form  of  the  Surveyor's  Certificate  which  will  be 
required  to  be  submitted  with  surveys.  The  form  is  self-explanatory,  and  accept- 
ability of  the  survey  and  certificate  is  the  responsibility  of  the  Closing  Attorney. 

6.  Elif/ihle  Mortgagors. —  (n)  In  cases  where  the  insured  mortgage  is  not  in 
excess  of  $200,000  the  niortgajror  may  be  an  individual,  partnership,  or  corpora- 
tion. If  a  corporation,  any  form  of  charter  is  satisfactory  if  it  permits  the 
corporation  to  engapje  in  tlie  business  of  constructing,  owning,  and  managing 
rental  properties  and  meets  the  legal  requirements  of  the  State  or  Territory  in 
which  tiie  property  is  located. 

(6)  Model  Form  of  Certificate  of  Incorporation,  Mimeograph  No.  43650.  This 
form  must  be  followed  in  all  cases  where  the  insured  mortgage  is  in  excess  of 
$200,000. 

In  such  cases  the  Administrative  Rules  for  Section  608  require  the  mortgagor 
to  be  a  private  corporation  in  which  the  Commissioner  has  preferred  stock  or  to 
be  in  the  from  of  a  Trust  in  which  the  Commissioner  has  a  beneficial  interest 
(except  in  case  of  a  public  housing  authority).  The  Conmiissioner  will  not  have 
a  representative  or  representatives  on  the  Board  of  Directors  or  other  governing 
i)ody  except  in  case  of  default  and  then  at  the  option  of  the  Commissioner.  The 
model  form  of  certificate  of  incorporation  is  self-explanatory,  being  merely  an 
ordinary  certificate  of  incorporation  based  on  Maryland  law  and  including  pn^ 
visions  regarding  preferred  st(Kk  rights,  rental  scheilule,  etc.,  necessary'  tor 
complianct»  with  the  Kules.  The  model  form  may  be  altered  only  so  as  to  conipK 
with  the  corporate  law  of  the  jurisdiction  in  which  the  project  is  to  be  Utoated 
or  so  as  to  1h'  convcrt^ul  into  a  Trust  A^rreement.  It  should  be  noted  that  Arti<*le 
Six  (d)  of  the  Model  Form  of  Certificate  of  Incorporation  provides  that  ilie 
dt'posit  to  tlie  replacement  reserve  fund  shall  commence  on  the  date  of  the  first 
pnyment  to  auiortizntion  of  prin(ii)al  of  the  insured  nuirtirage,  unless  othervnse 
agreed  to  by  the  holder  of  the  preferred  stock  (the  Cominis.«ioner),  and  requires 
that  the  deposit  toward  such  fund  he  made  monthly  with  the  mort^ragee  or  under 
the  control  of  the  niort^'agce  witli  a  depository  satisfactory  to  the  mortsmi'ee. 
It  also  contains  a  provision  requiring  approval  in  writing  by  the  holders  of  thf 
preferred  stock  of  disburstMiients  from  such  funds.  Article  Eight  (a)  (31  pr*^ 
vides  that  a  failure  to  estai>lisli  and  maintain  such  reserve  fund  shall  be  a  de- 
fault under  the  terms  of  the  Certificate  of  Incorixiration. 

ir)   Conformity  of  the  certificate  with  the  Administrative  Rules  and  the  (^^ni- 
mitment  in  either  case  is  the  responsibility  of  the  Closing  Attorney.     At  oI<K<in? 
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fie  mortiflgor  must  deliv^  one  certified  copy  of  Its  eertlftcAte  and  two  conformed 
tjpiea. 
f.  If mtif€f#  0/  Afeetinffft   of  Stockholder«  mid  Directotn  of  Moriffafff^r.—The 

lortgagor  most  Buinnit  at  closing  copk*^  of  minutes  of  all  meetings  of  its  cor- 
oriite  tMitiies,  imrticularly  of  its  organizntion  meetinfj  untl  tbe  meeting  authorize 
ig  tbe  insured  mortgage  transaction,  held  prior  to  closing.  It  Is  tlie  rp8i><mHi- 
lllty  of  the  Closing  Attorney  to  tletermine  that  the  eorporatloa  has  been  le^^ally 
bd^pTOperly  organized,  t+iat  the  insua*ed  mortgage  transaction  hiiB  txvn  properly 
utborl^ed.  a!id  that  rm  action  has  tteen  tiiktm  hy  any  corporate  body  contrary 
y  the  certllieate  of  incoi-poratkm  ami  the  rights  of  the  Commissioner,  or  in  con- 
let  with  any  contractual  doeuments.  The  Closing  Attorney  will  reQuire  sub- 
iiission  of  at  least  one  certified  copy  of  ralniiteB  in  addition  to  two  conformed 
oples* 

9.  BiflaWH  of  Mortf?aff&r  CTurpomftow.^The  form  of  the  by  i  a  wis  Is  not  prescribed, 
'he  acceptability  of  the  bylaws  is  the  respcmslhility  of  the  Closing  Attorney 
rho  will  determine  that  the  bylaws  contain  no  provisions  in  conflict  with  the 
&rtif1cate  of  incorporation,  the  rights  of  the  Commissioner,  or  any  closing  instru- 
lenlg.  At  closing  the  Closing  Attorney  will  reqnire  submission  of  at  least  one 
prtifled  copy  of  the  bylaws  in  adtlition  to  two  conformed  cfipies. 

0.  Sitock  Subacriptitm  AfpreefuejitM.—Thf^  mortgagor  mnat  present  at  closing 
»rtlfled  copies  of  stock  subscription  agreements.  The  nature  and  attequacy  of 
le  anbscrlptions  is  the  responsihlllty  of  the  Director.  The  legal  adequacy  of 
ibscription  agi'eements  Is  the  responsibility  of  tbe  Closing  Attorney* 

10.  EiHderwe  of  Vonimiifmoner*if  fipncPeial  Interest  in  Mort(ia(Jor. — The  Com- 
iJfialoner's  control  over  the  mortgagor  corporation  will  be  exercised  by  preferred 
;ock*  or  other  special  form  of  stock,  or  in  the  case  of  a  Trust  other  evidence  of 
^tieflcial  interest.  At  closing  the  Closing  Attorney  will  require  delivery  from 
»e  mortgagor  <;if  eTl<lence  of  such  interest  and  will  deliver  to  the  Director  tlie 
p^propriate  document  with  his  (^rtificate  that  the  form  of  the  evidence  con- 
irme  to  the  legal  requirements  of  the  state  of  Incorporation.  Upon  receipt 
lererif  the  DlrfK*tor  wHl  rectvtlre  the  proper  representative  of  the  mortgagor  to 
recnte  "'Public  Voucher  for  Purchases  and  Services  Other  Than  Personal-', 
mndnrd  Form  1034,  approvefl  l)y  the  Comptroller  (lenernl  of  the  rnited  States, 
ay  2B,  in38.  The  price  to  be  paid  for  such  stock  or  otiier  beneficial  interest 
Ml  l*e  $l(Kl.  Following  exe^^utlon  of  tlie  coucher  by  the  mortgagor  the  Director 
111  execnte  such  voucher  and  will  attach  thereto  the  stock  certificate  or  other 
irtence  of  interest,  togetlier  with  the  Closing  Attorney*s  eertificnte.  and  forward 
1  to  tbe  Comptrriller,  Federal  Housinc;  Administration,  Washington  2r>,  D*  C. 
^le  stock  will  be  held  in  the  custody  of  tbe  Comptroller  until  redcenied* 

11.  "^liuiUfino  Loan  AmeemrnV\  Fonn  2^1-W.—Thm  form  is  self-explanatory 
^d  sets  forth  the  terms  and  cunditions  under  which  the  mortgsjge  proceeds  will 
ll^dvanced  and  insured  during  the  course  of  construct! oil  The  acceptability 
Uf-proper  execution  of  tbe  bonding  loan  agreement  is  ttie  re?^iN>nsibiiity  of  the 
Mffi^  Attorney.  In  closing  there  must  be  attached  to  the  form,  eshibita  A  and 
,  exhibit  A  beine:  a  legal  description  of  tbe  land  to  he  co%*ered  by  the  insured 
ortgasre  and  exhibit  B  being  a  copy  of  the  Hchedule  of  Payments  and  the  Trade 
ijrinent  Breakdown. 

12.  **CmiMrtnifimi  Vontrat^V",  Form  2^^2-W. — This  form  is  Self-explanatory 
nd  the  (losing  Attorney  is  resihinsslble  for  Its  accept  ability  and  i>roper  exeeu- 
r*n*  In  cbising  there  must  be  attached  to  the  f«irni  as  an  exhihit  a  copy  of  the 
rade  Payment  rSreakdovvn.  81  nee  j^rot^edure  estahllsbefi  umler  Section  60S  is 
jt  readily  adaptnlile  to  the  construction  of  a  prolei-t  by  a  multiplicity  of  con* 
■actors  who  have  direct  contractual  relations  with  tbi^  mortgagor*  it  is  the 
^spimsil>ility  of  tbe  Directur  t(»  determiiie  thai  (he  construe! ion  contract  const!- 
ites  a  general  contract  for  all  constrnctton  onslte.  This  may  be  accomplished 
F  ascertaining  that  the  drawings  and  specifications  ujKm  which  the  contract  Is 
ii?ie«l  arp  complete  for  all  onsite  work  and  that  the  c<>ntract  properly  identifies 
icb  drawings  and  specifications  by  reference. 

13»  Architt'^'t*,^  CorttrarL — There  is  no  printed  Federal  Hoiisinit  Administration 
jrm  for  the  architect's  contract.  The  Ol rector*  htiwever,  will  rt^iulre  that  the 
antrnct  l>e  in  standard  American  Institute  of  Architects  foi"nj.  IKrectors  are 
autioned  that  in  im  cnse  shail  the  architect's  total  cash  fee  lie  p*^rmltted  to 
■ioeed  the  cash  availalile  for  such  fee  or  in  any  event  exceed  the  total  archite^-t's 
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fee  as  revealed  in  the  applicable  Form  2264-W.    In  addition  the  Director  will 
be  guided  by  the  following : 

(a)  The  Director  will  require  inclusion  in  the  architect's  contract  proiislon 
for  the  payment  of  the  architect's  cash  fee  which  will  not  be  more  liberal  than 
the  following : 

*'Cash  payments  hereunder  shall  be  made  as  follows:    $  (insert  40 

..  percent  of  the  cash  fee)  upon  execution  of  this  agreement;  and  the  balance 
of  $  (insert  60  percent  of  the  cash  fee)  in  instalments  concurrently 

with  payments  to  the  contractor,  the  amoimt  of  each  such  instalment  to  be 
computed  by  multiplying  the  sum  of  $  ~    (insert  60  percent  of  the  cash 

fee)  by  the  percentage  of  in-place  construction  completed  and  approved  bj 
the  Federal  Housing  Administration  and  deducting  the  total  of  all  sucb 
instalments  previously  paid.  No  payment  shall  be  due  under  this  agreement 
prior  to  its  approval  by  the  Federal  Housing  Administration/* 

(b)  The  Director  will  require  inclusion  in  the  architect's  contract  of  the 
following : 

''Certificates  of  Payment  shall  be  Issued  by  the  architect  from  time  to  time  as 
required  under  the  Construction  Contract.  Said  certificate  shall  be  in  the  fonn 
prescribed  by  the  Federal  Housing  Commissioner  and  shall  state,  among  other 
thincTs,  that  it  is  based  upon  personal  inspection  of  the  project  by  the  architect 
or  his  representative,  who  shall  be  another  architect.  The  name  of  said  repre- 
sentative shall  be  indicated  if  the  inspection  is  not  made  by  the  architect" 

(c)  The  Director  will  also  require  inclusion  in  the  architect's  contract  of  the 
following  : 

"Notwithstanding  any  other  provision  hereof,  if  the  work  for  which  the 
drawings  and  specifications  are  executed  has  not  been  completed  and  there 
is  a  default  or  foreclosure  under  the  mortgage  insured  by  the  Federal  Hous- 
ing Commissioner  on  the  property,  the  mortgagee  or  the  Ck>mmissioner.  or 
both,  and  their  successors  and  assigns,  are  authorissed  to  use  said  drawinjss 
and  specifications  to  complete  construction  of  said  project  without  additional 
cost  therefor." 

(d)  The  Director  will  require  that  Conditions  2,  3.  4,  5,  and  the  last  paragraph 
of  Condition  7  of  the  standard  American  Institute  of  Architects  form  be  stricken 
from  the  contract. 

14.  Assurance  of  Completio^i. — Section  V,  Subsection  5  of  the  Rules  provides 
that  assurance  of  completion  of  the  project  shall  l>e  either  (a)  standard  American 
Institute  of  Architects  form  of  construction  bond;  or  (b)  **Contract  Bond-Dual 
Obligee'',  FHA  Form  2452 ;  or  (c)  escrow  of  cash  or  securities.  It  should  be  noted 
that  the  bonds  mentioned  are  not  completion  bonds.  They  are  performance 
bonds  and  guarantee  performance  of  the  construction  contract  as  written  only 
to  the  extent  of  damages  not  In  excess  of  the  penal  sum  stated  in  the  bonds. 
The  bonds,  however,  carry  a  direct  liability  not  only  to  the  obligees  named  Imi 
also  to  contractors  and  materialmen  subject  to  the  priority  of  the  named 
oblifrees.  Copies  of  the  American  Institute  of  Architects  bond  may  be  obtained 
at  most  stationery  stores  or  directly  from  the  American  Institute  of  Architects. 
1741  New  York  Avenue  NW.,  WashinJiton.  D.  C.  Immediately  below  is  specified 
the  form  of  assurance,  dependinii  upon  the  type  of  assurance  given. 

(a)  American  Institute  of  Architects  Bond. — Such  bond  must  be  in  a  penal 
sum  not  less  than  10  percent  of  the  construction  contract  and  must  include  the 
mortgagee  as  a  cooblipee.  The  acceptability  of  the  surety  and  amount  of  the 
bond  is  the  responsibility  of  the  Director.  Any  surety  on  the  accredited  list  of 
the  United  States  Treasury  is  acceptable.  The  legal  adequacy  and  form  of  the 
bond  is  the  responsibility  of  the  Closing  Attorney. 

(6)  ''Contract  Bond — Dual  OhUgee,'"  Form  2452. — This  bond  miLst  be  in  a 
penal  sum  not  less  than  lO^^r  of  the  construction  contract.  It  should  be  noted 
that  In  the  first  paragraph  of  the  form  provision  is  made  for  the  inclusion  of 
the  mortgagee  as  a  co-obligee,  and  the  mortgagee  must  be  so  Included.  The 
acceptability  of  the  surety  and  amount  of  the  bond  is  the  responsibility  of  the 
Director.  Any  surety  on  the  accredited  list  of  the  United  States  Treasury 
is  acceptable.  The  legal  adequacy  and  form  of  bond  Is  the  resiwnsibility  of 
the  Closing  Attorney.  (Notf — The  above  described  Form  2452  may  be  used 
for  either  a  Section  207  or         insured  mortgage.) 

(c)   ''Com'  'se  Agreement,"*  Form  2i50-W. — In  case  the  assur- 

ance of  o  t^he  form  of  an  escrow  deposit,  such  escrow  must 

be  in  an  0  perc^nf  of  the  constrnetion  contract,  aod  the 

escrow  or  fully  guaranteed  as  to  principal 
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id  lntert>st  hy  the  United  States  of  Amerl<*a.  This  agreement  must  be  executed 
'  the  mortgagor,  the  mortgagee,  and  the  contraetor.  Attention  la  called  to  Ihe 
Qviaion  of  paragraph  1  of  the  agreement  wherein  it  Is  required  that  the  funds 
'  deposited  with  the  mortgagee  or  iiiifler  the  control  of  the  mortgagee  with  a 
ipotf^itorj  satisfactory  to  the  mortgagee.  Attention  ts  also  called  to  3uln>n ra- 
ft ph  2  ( b)  of  the  form  wherein  It  is  required  that  where  the  insured  mortgage 
io  excem  of  $200,0tMi  there  lie  retained  in  tbe  escrow  account  for  a  iieriiH:!  of  at 
aiit  one  year  subsequent  to  completion  of  the  proje<^t  au  amount  equal  to  not 
ss  than  2Vj  percent  of  the  total  amo\uit  of  the  const nietlon  rontrax!t  as  a 
larantee  agaiiiist  latent  defet^ts  and  faulty  workmanf<hip  and  matt^rial.  The 
QouDt  of  the  escrow  Is  tiie  responHlhility  of  the  Direetor.  Tlie  acceptability  * 
ecution,  and  consummation  of  the  escrow  agreement  is  tlie  responaibllity  of 
e  dosing  Attorney. 

15.  Zoning  Map  and  Zoning  Ordinances. — The  mortgagor  must  submit  at  clos- 
g  copies  of  ztming  map  nnd  zoning  ordlnnnees  or  other  appropriate  evidence,  If 
y,  tJmt  zoning  laws  and  regulations  will  not  be  violated  by  tiie  propoi^ed  proj- 
L  It  is  the  duty  of  the  Closing  Attorney  to  call  to  the  attentl<m  of  the  Director 
y  provisions  of  such  maps,  laws,  or  regulations  which  may  Involve  a  violation, 
d  it  is  the  duty  of  the  Director  to  ascertain  through  the  Chief  Underwriter 
it  no  violations  are  involved. 

16»  Build  in  ff  Permits. — The  mortgagor  must  submit  at  closing  satisfactory  evi- 
nce that  the  public  authorities  with  jurisdiction  have  granted  netiessary  buiitl- 
r  permits.  The  sufficiency  of  such  permit s  is  the  responsibility  of  the  Director. 
a  legal  adequacy  of  such  permits  is  tlie  reaponslblUty  of  the  Closing  Attorney. 
17.  Affnurtince  of  In^ffinatiou  and  Completion  of  Off  Kite  FMCi7ir  re*.  ^Section  V, 
bset^tion  3  of  the  Rules  provides  that  the  Conmilssioner  may  require  an  escrow 
josit  with  the  mortgagee  or  with  an  a<:ceptabie  trustee  or  escrow  agent  deslg- 
ted  l^y  the  litortgagee  of  such  cash  as  imiy  l»e  net-essary  for  the  completion 
oftsite  facilities,  stich  as  public  utiiitief?,  streets,  and  any  eidewalks,  curbs, 
iter^t*  and  londscapin^  olTsite.  In  lieu  of  the  requirement  of  a  cash  escrow, 
ler  forms  of  aHsuranee  of  in^stallation  and  eompletion  of  ofTsite  fatilitiea  will 
ftcceptflhle,  in  the  discretion  of  the  Dire<'tor,  as  hereinafter  meiitionetl.  The 
le  of  the  assurance  is  the  i-esponyibllity  of  the  Director^  The  legal  adequacy 
the  assurance  is  the  respcmsibility  of  tlie  Closing  Attorney.  In  establishing 
f  tyiie  of  assurance  the  Director  will  be  guided  by  the  following  instructions; 
fa)  The  Director  may  accept  assurances  from  public  authorities  or  pul>llc 
11  ty  companies*  as  the  case  may  be,  that  the  required  olTsite  facilities  will 
lustailed  and  completed  at  the  time  of  completion  of  the  project  and  without 
it  to  the  mortgagor.  The  terms  of  audi  assurances  must  be  acceptalde  to  the 
rector  and  must  be  in  written  form  approved  by  the  Closing  Attorney, 
f  b)  The  Director  may  accept  as  assurance  of  ciunpletion  and  Installation  of 
site  facilities,  a  contract  between  the  principal  sponsor  or  sponsors,  collec* 
ely  and  individually,  and  a  contractor  satisfactory  to  the  Director  for  Instal* 
ion  and  completion  of  offslte  facilities  without  cost  to  tlie  mortgagor*  In 
?h  event  the  Director  should  be  satisfied  that  the  sponsor  or  sponsors  are 
Bciently  responsible  tinancially  to  mHke  to  the  contractor  the  payments  called 
*  by  such  contract.  It  shoubl  be  note<l  that  this  arrangement  contemplates 
It  the  mortgagor  corporation,  as  distirignishcd  from  the  sponsor  or  sponsors. 
U  have  no  lialdlity  in  Cimnectinn  Tvlth  such  contract.  Such  contrati,  if  ac- 
rted.  must  he  approvetj  by  the  Closing  Attorney  and  must  be  guaranteed  by  a 
rety  bond  satisfactory  to  the  Dlret^tor  In  the  form  of  a  performance  bond 
itten  In  standard  American  Institute  of  Architects  form  In  Bn  amount  equal 
the  total  cost  of  said  ofTsite  faellitles  as  estimated  iiy  the  Federal  Housing 
ministration  or  as  determined  by  the  contract  price,  whichever  Is  the  greater  \ 
d  such  liond  must  contain  the  mortgagor  and  the  Federal  Housing 
mmisBioner,  his  successors,  and  assigns,  as  co-obllgees. 

[c)  In  the  event  a  cash  escrow  is  required,  the  Director  will  require  such 
raw  in  an  amount  equal  to  the  Federal  Housing  Administration's  estimate 
cost  of  such  offslte  facilities,  and  such  escrow  will  be  deposited  with  the 
rtgngee  or  under  the  control  of  the  mortgagee  with  a  depository  satisfactory 
!he  Director  and  mortgagee,  and  such  escrow  will  be  established  under  "Escrow 
reement  for  Offslte  Facilities,"  Form  2446-W, 

d)  RegardteSH  of  (be  form  of  assurance  accepted  tiie  Director  must  deter- 
le  that  the  assurance  requires  Installation  and  completion  of  olTsite  facilities 
accordance  uith  satisfactory  drawings  and  specifications,  if  necessary,  and 
:lioat  cost  to  er  as'^essment  against  the  mortgagor.    The  Director  must  also 
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determine  that  ttie  assurance  provides  for  completion  and  installation  of  offsite 
facilities  simultaneously  with  completion  of  improvements  on  the  project  site 
or  within  a  reasonable  time  thereafter  as  determined  by  him.  In  all  cases, 
prior  to  approval  of  any  form  of  guarantee  of  installation  and  completion  of 
offsite  facilities,  the  Director  will  require  submission  of  evidence  satisfactory  to 
him  of  the  granting  of  satisfactory  priority  ratings  for  necessary  material  so 
long  as  any  applicable  priority  system  is  effective.  Attention  of  the  Director 
is  called  to  the  fact  that  the  construction  contract  and  building  loan  agreemeot 
employed  in  operations  under  Section  608  provide  that  the  10%  holdback  will 
not  be  advanced  until  satisfactory  completion  of  offsite  facilities.       _ 

18.  Drawings  and  Specifications. — Drawings  •and'-airaclficfttiozis  at  cladaglBati 
be  complete  in  all  respects.  The  master  set  of  drawings  and  specificatioDs,  to 
be  retained  in  the  Insuring  Oflftce  during  the  course  of  construction  and  one 
year  thereafter,  must  be  identified  on  the  title  sheet  and  initialed  on  the  r^ 
verse  side  of  each  sheet  by  the  proper  representatives  of  the  mortgagee,  tbe 
mortgagor,  the  contractor,  the  architect,  the  bonding  company,  if  any,  and  the 
Commissioner.  The  Director  will  require  identification  on  behalf  of  the  Com- 
missioner by  the  Chief  Architect,  who  Is  responsible  to  the  Chief  Underwriter 
for  the  adequacy  and  completeness  of  drawings  and  specifications  including  In- 
corporation In  tbe  specifications  of  the  standard  form,  current  edition,  of  the 
American  Institute  of  Architects  *'General  Conditions  of  the  Contract"  and  tiy 
"Supplemental  General  Conditions''.  The  Director  will  ascertain  that  the  latter 
two  items  have  been  included  In  the  specifications. 

19.  Working  dtpital  Deposits. — It  Is  the  responsibility  of  the  Director  to  *- 
termine  that  the  mortgagor  deposits  with  the  mortgagee  tbe  working  capital 
required  by  Item  3  (h)  (1)  in  the  commitment. 

20.  Funds  Required  to  Complete  the  Project. — It  is  the  responsibility  of  the 
Director  to  determine  that  the  mortgagor  dei)osits  with  the  mortgagee  sucb 
sum  as  may  be  necessary  over  and  above  the  amount  of  the  insured  mortgage  to 
complete  the  project.  This  sum  will  be  ascertained  at  closing  by  a  reTision  of 
the  "Financial  Requirements  for  Closing"  (Form  No.  2283-W)  to  accord  with 
the  facts  and  fi^ires  shown  on  the 'exectttedcx)ntrrt<?t" documents. 

21.  "Hazard  Insurance  Requirements",  Form  24Ji7-W. — In  Section  III,  Sub- 
section 7,  of  the  Rules  provision  is  made  that  the  mortgagee  be  advised  at  the 
time  of  endorsen.«*nt  of  the  credit  instrument  for  insurance  of  the  Commissioner's 
requirements  for  the  tyi>e.s  and  amounts  of  hazard  insurance  to  he  maintained 
upon  the  project,  and  Article  V,  Paragraph  6,  or  the  Regulations  makes  pro- 
vision for  raaintonaiice  of  such  insurance  by  the  mortgagee  in  the  event  of  fail- 
ure of  the  niortpagor  to  maintain  such  insurance.  It  is,  therefore,  necessary 
that  simultain*ously  with  the  initial  endorsement  of  the  credit  instrument  for 
mortgage  insurance  In  cases  In  which  niortgajre  proceeds  are  to  be  advanced 
during  the  courve  of  construction  the  Commissioner  notify  the  mortgagee  of 
hazard  insurance  requirements.  The  Director,  prior  to  the  initial  endorsement 
of  the  credit  instrument  will  notify  the  mortgagee  of  hazard  insurance  require- 
ments by  completing-:  Form  2447-W  and  delivering  or  forwarding  it  to  the  mort- 
gagee in  accordance  with  the  following  instructions : 

(a)  The  Direitor  will  tirst  ascertain  from  the  Chief  Underwriter  whether 
any  change  in  drawings  and  spe<'ificationa  or  change  in  cost  estimate  has  oc- 
curred snl)sequeiit  to  preparation  of  Form  2445-W  "Hazard  Insurance  Schedule" 
(obtaincMl  from  the  Chief  Underwriter)  which  will  necessitate  revision  of  such 
form.  If  such  chancre  has  occurred  the  Director  will  obtain  from  the  Chief 
Underwriter  a  revised  For m, 244.5- W- corree^ed  to  r^ect  such  change. 

(h)  Having  asrertnined  that  the  Form  244.5- W  in  his  i>ossossion  is  thf*  final 
and  corre<*t  copj-  the  I  >irei'tor  will  prepare  Form  2447-W  in  the  following  manner: 

(1)  The  form  will  be  prepared  in  quadruplicate.  The  date  of  the  form, 
the  name  and  address  of  the  mortgagee,  the  project  number,  project  name 
and  project  location  will  he  inserted  in  the  blank  spaces  provided  at  the 
head  of  the  form.  The  date  of  the  form  must  coincide  with  the  date  of 
initial  endorsement  of  the  credit  instrument. 

(2)  In  Paragraph  :^  of  the  form  In  the  blank  space  provided  will  be  in- 
serted the  date  of  Form  2445-W  as  revealed  in  the  lower  left-hand  corner 
of  the  applicable  Form  2445-W. 

(;$)  Follo'ving  preparation  of  Form  2447-W  as  above  provided  the  Direc- 
tor will  staple  to  each  copy  of  the  form  a  copy  of  the  applicable  Form 
2445-W.  The  r)irector  will  then  execute  all  copies  of  Form  2447-W  at  tbe 
point  provided  for  signature. 
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(4)  Having  prepfiretl  amd  executed  Form  2447--W  ub  above  provided  the 
Director  will  immediately  uihiii  mitial  etid^^rsemeut  of  the  credit  iastrumeiit 
deliver  ur  foiward  tci  the  miiHgapet*  the  original  atid  one  duplh'ate  copy, 
Qiakitig  certain  that  both  copies  of  Form  :f44T-VV  have  attached  thereto 
copies  of  the  apiiUoable  Form  2445- W. 

♦  ^1  Kxecnted  c^ipies  of  Form  1^447- W  with  ai>plicab]e  Form  2445- W 
attached  will  he  filed  In  the  Or  lir  Inn  I  and  implicate  DofUeti*, 
it')  J H rectors  are  canticmed  that  Form  2447- W  and  Uh  attachments  bear 
dire<ily  uiwm  the  t'ontrnctual  retatiom^bip  tjetwecn  th#'Ct>mmiH>iioner  and  the 
imrrncaKee  and  that  aciniracy  and  promptoesa  in  the  esLa^rntioii  of  Uie  prix^edure 
herein  oiulini^d  is  of  primary  im|)ortance.  In  at]  ca^es  In  which  there  1^  any 
rtnii^ion  of  Form  24471- W  or  any  correspondence  in  conneitlon  with  either  Form 
244r>-W  or  Form  2447- VV  a  copy  of  such  i** vision  and  correspondence  will  be  tiled 
In  both  the  tlri4:lnal  and  Duplicate  D<H:ketH. 

2*J.  **MQrUfagee^n  Certifirate,^'  Form  2iS^-W. — This  certiticate  must  be  exe- 
cute<!  hy  the  morCKaKee  end  submitted  at  the  time  of  closing.  The  fi*rta  Is  s^lf- 
e:tpIanatory  and  constitutes  an  aekmnviediremeiit  by  the  uiortgage*?  of  Its  ohii- 
tions  under  the  Rules  and  Regnhitlons  and  contract  liistniments.  The  ac- 
feptabiliiy  and  proixT  executhm  of  Form  2434-W  is  the  resiionaihiUty  of  the 
Closing  Aitorney. 

23.  ''Mortgatfor'^  Veri  iff  cafe,*'  Fortn  2JiiS3-W. — This  certificate  la  an  ack  fowl- 
ed jreiiient  by  the  niortgajror  of  its  obligations  under  tlie  Rules  and  RegrOations 
£]ul  contract  instrninentH  ami  also  conslltutes  an  acknowledgement  by  thp  mort- 
gagor of  the  contents  of  the  tnortgagee'i?  certtflcate  (Form  2434- VV)  and  agree- 
ment by  the  mortgagor  tri  he  iKnind  thereunder.  This  certificate  is  sejf-explana' 
tory*  The  acrepf ability  and  proper  execution  of  Form  2433- W  is  the  responsi- 
bility i>f  the  iUos^iiig  Altornej'. 

24.  Vnlfntrrtil  AtjrvemeniH.^Xt  cloRing  the  Director  must  ascertain  that  all 
ctmdltloDs  of  Item  !*  of  the  eonualtment  have  been  complied  with  fnlly  and  exe- 
cuted duplicate  copies  of  any  docum<»nts  In  connectioi  therewith  must  lie  sub- 
rattled  by  the  niortgajror  at  rlo^itii?.  The  reiisponslbility  for  compliance  with  the 
conditituis  (*f  Item  W  is  that  i)f  Uic  Director.  The  lef^a!  ade*iuacy  of  any  docu- 
tuentH  In  c<maection  therewith  is  the  responsibility  of  the  Closing  Attorney.  In 
addition^  if  any  collateral  agreements  are  necessary  with  respect  to  any  tin  usual 
conditions  encountered  at  closing  executed  duplicate  copies  of  any  documents  in 
connection  therewith  must  be  submitted  by  the  mortgagor*  The  propriety  of 
micb  documents  is  the  resjH>ns'thllity  of  the  Diret*tor.  The  legal  adequacy  of 
such  documents  Is  the  re>^p(oisiloUly  of  the  Closing  Attorney. 

25.  Comprvhensire  At  tarn* -^'h  OpiniotL — The  mortgagor's  attorney  mast  submit 
at  closing  to  the  Closing  Attorney,  addressed  to  the  mortgagee  and  F'ederal 
Housing  Administration,  his  comprehensive  opinion  as  to  the  legality  of  the 
entire  transaction  and  the  legality  and  adequacy  of  contractual  instruments. 
The  nature  and  scope  of  this  opinion  Is  the  responsibility  of  the  Closing  Attorney. 

20,  Endorsement  of  the  Ondii  Imdrumcnt  arid  Collection  of  Fir»t  Mortgnt/e 
ImuroHce  frcj/HMm.^C^insunimatlon  of  the  closing  is  the  resiMjnsibllity  of  the 
Clojstng  Attorney,  who  following  proper  closing  will  certify  to  the  Director  that 
initial  eudorsemetit  of  the  credit  Instruraent  la  in  order.  Up<:jn  receipt  of  such 
certification  the  Director  will  make  the  initial  endorsement  on  the  credit 
instrument  and  simultaneously  therewith  require  payment  by  the  mortga^^ee  of 
the  tirst  mortgage  insurance  premium. 

27,  Copies  of  Instruments. — Proper  distribution  of  closing  instruments  and 
copies  thereof  to  interested  pnrties  is  the  responsibility  of  the  Closing  Attorney, 
It  i^  aLso  the  responsibility  of  the  Closing  Attorney  immediately  following  rUjslng 
to  deliver  to  the  Director  copies  of  tlie  closing  instruments  as  immediately  here- 
after provkled.  All  instruments  mentioned  In  VlI-1  hereafter,  obtained  at 
closin^^  will  be  delivered  to  the  Dlicctor  in  the  form  spcclhed  in  VII-l,  The 
Closing  Attorney  will  also  deliver  to  the  Director  duplicates  of  all  such  Instru- 
ments, excepting  title  evidence  (which  la  generally  furnished  only  with  an 
original  for  the  mortgagee  and  one  duplicate  original  for  the  Federal  Housing 
Administration).  The  Clos^ing  Attorney  will  also  be  responsible  for  delivery  lo 
the  Director  of  the  master  set  of  drawings  and  spectfieatlons,  one  lineu  set,  and 
two  copies,  (The  master  act  is  the  contract  document  for  the  Insuring  Otlice, 
One  ex:tra  set  is  a  working  set  for  the  Insuring  Office,  The  Unen  act  Is  for  the 
Federal  Housing  Administration  Inspector  aiid  tJie  extra  set  is  his  worklnj^  set,) 
The  Director  will  And  that  preparation  of  the  Washlngtou  Docket  subsequent 
to  completion  of  the  project,  as  hereafrer  required,  will  be  facilitated  if  the 
closing  instruments  submitted  to  the  Director  In  form  specified  In  VIl-1  are 
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tiled  together  in  the  DniOlcate  Dodcet  with  ceplee  In  the  Washlngtoa  Dodnt 
(Bee  VII  hereafter.)  'Hie  safe  ke^iiiig  of  instruments  following  dosing  ii  the 
respcmslbllity  of  the  Director. 

Sa.  MtefHtUm  of  ImtrnmenU  ProMhUed  WUhomt  Approuol.— Snbseqacnt  ti 
closing  and  initial  endorsement  of  the  credit  instroment  no  revision  of  tlie  tens 
or  conditions  of  the  insured  mortgage  will  be  permitted  which  will  resolt  in  uv 
change  in  its  principal  amount,  interest  rate^  or  amortisation  proTlnioiis  wtdMt 
priw  an»royal  of  the  Assistant  Ckmunissioner,  Bental  Honsfng  and  Pnipvlr 
Management  Upon  receipt  of  any  soch  proposal  which  tlie  Director  fmk 
merits  consideration,  the*I>irector  will  forward  sodi-preposal  to  tte  goneOlli 
missioner  with  Jvlsdictton,  togetlier  with  his  eonunents  and  recommendslioB^ 
fdr  transmittal  to  the  Assistant  Commissioner,  Boital  Hoosing  and  fimgHlr 
Managetnent,  for  determination.  A  case  which  has  been  dosed  and  iawUcI 
the  credit  instrument  has  been  initially  endorsed  (or  in  which  a  ''CommitweBt 
to  Insure  Upon  Completion'*  has  been  issued)  under  Section  606  iciplmwnto  t 
contract  to  which  the  Administration  is  a  party  and  in  which  the  AdnrfnistiatJcs 
is  interested  in  fixed  legal  obligations.  Prcq^Kwed  revisions  require  exandastifli 
from  a  legal  point  of  Yiew  and  inTolve  decisions  of  general  poUcy. 

V.  Ofmaimotion  period  wnder  Form  f^St-W 

During  the  construction  period  the  Director  will  be  guided  by  tlie  foUosiig 
instructi^H)s : 

1.  Oom^truciUm  FmtUL  of  Mortgaaor  EoU  dy  Mortgagee.-^Jn  aQcordanoe  vHk 
Item  8  (h)  (2)  of  the  commitment  the  mor^eagor  may  have  been  reqqir^  it 
dosing  to  deposit  with  the  mortgagee  funds  necessary  to  deCray  the  cadi  cisl 
of  construction  in  excess  of  mortgage  proceeds.  Under  tlie  ICortgagee^s  OMttl* 
cate  (BV>rm  2434-W  the  mortgagee  certafles  that  it  will  advanoe  to  the  n  ' 
for  construction  purposes  sudi  funds  prior  to  msking  any  advance  of  i 
proceeds.  The  Director,  therefore,  prior  to  aiq;iroTal  of  any  request  fdr  i 
of  any  advance  of  mortgage  proceeds  will  determine  whether  any  ooo 
funds  other  than  mortage  proceeds  remain  in  the  hands  of  the  mortgagss  siil 
will  require  exhaustion  of  sudi  funds  prior  to  approval  for  mortgage  insvssn 
of  any  advance  of  mortgage  proceeds. 

2.  ** Application  for  Insurance  of  Advance  of  Mortgage  Proceeds/*  Form  USS- 
W. — ^1^8  form  is  self-explanatory,  constituting  merely  a  request  fbr  insnnnee 
of  an  advance  under  the  mortgage.  The  application  must  be  submitted  in 
quadruplicate  by  the  mortgagee.  In  all  instances  the  application  must  be  com- 
pleted and  executed  by  the  mortgagor,  the  mortgagee,  and  the  architect;  tsd 
when  the  advance  requested  includes  a  payment  on  account  of  construction 
cost,  the  form  must  also  be  executed  by  the  contractor.  Bxamlnation  of  the 
form  will  reveal  provision  for  execution  by  all  parties  named.  The  Coostnw- 
tion  Contract  requires  a  Survey  sbowin;?  the  location  on  the  site  of  the  improve- 
ments  constructed  thereon.  Such  Survey  should  be  supplied  by  the  contractor 
and  attached  to  each  application  for  the  insurance  of  advance  of  mortgis? 
proceeds  covering  each  unit  or  building,  not  theretofore  located  on  the  Sonrey. 
After  all  of  the  buildings  to  be  constructed  are  located  on  the  Survey,  tbe 
Director  may  dispense  with  further  Surveys  up  to  but  not  including  the  fiotl 
advance  of  mortgage  proceeds.  The  Survey  accompanying  the  request  for  fioal 
sdvance  must  show  the  exact  location  of  buildings,  water,  sewer,  gas,  and 
electric  mains,  and  of  all  easements  for  such  utilities  then  existing.  It  siionld 
be  prepared  by  a  licensed  surveyor  who  should  certify  that  the  project  is  in- 
stalled and  erected  entirely  upon  the  land  covered  by  the  mortgage  and  within 
the  building  restriction  lines,  if  any,  on  said  land,  and  does  not  overhang  or 
encroach  upon  any  easement  or  right-of-way  of  others.  Upon  receipt  the  ap- 
plication will  be  referred  to  the  Chief  Underwriter  who  will  process  the  appUct* 
tion  in  accordance  with  Underwriting  procedure.  Following  processing  the 
Chief  Underwriter  will  complete  the  certificate  of  mortgage  insurance  on  tlie 
form,  for  execution  by  the  Director,  and  will  submit  it  to  the  Director.  Tbe 
Director  will  execute  Form  2403-W  only  following  certification  thereto  l^f  die 
Chief  Underwriter  at  the  point  provided  for  such  certification.  Prior  to  soch 
execution  the  Director  must  determine  whether  an  advance  is  a  final  advanee 
If  the  advance  constitutes  a  final  advance  the  Director  will  be  guided  by  InstnK- 
tions  under  VI  hereafter.  If  the  advance  does  not  constitute  a  final  advance  tiie 
Director  will  execute  the  certificate  of  mortgage  insurance  on  all  copies  of  tbe 
form,  if  in  his  opinion  the  advance  is  in  order,  and  distribute  copies  as  follows: 

(o)  Original  to  the  Mortgagee. 

(6)  One  copy  to  the  Washington  Docket. 

(c)  One  copy  to  the  Duplicate  Docket 
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i  copy  to  the  Chief  Underwriter  for  use  of  Mortgage  Credit  Section. 
test  for  Approval  of  Changes  in  the  Drawings  and  Specifications,** — 
ts  for  changes  in. the  Drawings  and  Specifications  must  be  in  writing 
the  mortgagee  and  the  mortgagor  and  shall  be  conditioned  upon  the 
f  the  Commissioner,  which  approval  may  be  subject  to  such  conditions 
(cations  as  the  Commissioner  in  his  discretion  may  prescribe,  it  being 
i  that  the  Commissioner  at  all  times  has  the  right  to  require  com- 
th  the  original  Drawings  and  Sepcifications.    If  the  change  or  ag- 

changes  involve  an  increase  in  the  cost  of  construction,  the  Director 
rmine  whether  such  increases  aggregate  10  perecent  or  more  of  the 
m  contract;  and  if  so  the  approval  of  the  bonding  company  to  the 
ist  be  obtained,  if  the  assurance  of  completion  is  in  the  form  of  a 
e  approval  of  the  bonding  company  must  be  in  written  form. 
ing  Capital. — ^The  working  capital  deposit  required  at  closing  is  pri- 

the  purpose  of  assuring  monthly  accruals  with  the  mortgagee  during 
uction  period  for  the  second  mortgage  insurance  premium,  the.  real 
?s  due  in  the  year  following  completion  of  construction,  and  the  total 
for  permanent  hazard  insurance  for  one  year,  in  order  that  all  such 

be  paid  by  the  mortgagee  when  due,  all  as  required  by  the  terms  of 
i?e.  The  balance  of  such  deposit  is  for  the  purpose  of  defraying  ex- 
•ing  the  opening  of  the  project  for  occupancy.  The  working  capital 
under  the  sole  control  of  the  mortgagee  and  the  disbursement  of  any 

the  deposit  is  a  matter  for  the  discretion  of  the  mortgagee.  It  is 
lowever,  that  from  time  to  time  a  mortgagee  may  refer  to  an  Insur- 
I  request  from  a  mortgagor  for  release  of  a  portion  of  such  deposit  or 
rtgagor  may  refer  such  request  to  the  Insuring  OfQce.    In  case  of 

such  request  by  the  Insuring  OflBce  from  either  a  mortgagor  or 
the  Director  will  direct  his  reply  to  the  mortgagee  with  his  comments 
mendations  (in  case  of  request  from  a  mortgagor,  copy  to  mortffagor) 

comments  and  recommendations  the  Director  will  be  guided  by  the 

primary  importance  to  the  mortgagee  and  the  Administration  is  the 
Ith  the  mortgagee  of  amounts  suflBcient  to  defray  the  cost  of  the 
rtgage  insurance  premium,  the  real  estate  taxes  due  in  the  first  year 
:  to  completion,  and  the  permanent  hazard  insurance  policies.  It 
•emembered  that  no  portion  of  the  deposit  is  for  the  purpose  of  def ray- 
the  cost  of  construction  or  other  expenses  incidental  to  construction 
d  any  balance  in  excess  of  amounts  necessary  for  the  required  accm- 
the  purpose  of  defraying  opening  expenses  in  the  nature  of  renting 
Ising  and  purchase  of  equipment  and  supplies  necessary  for  the  open- 
leration  of  the  project.  The  Director  should  exercise  care  to  avoid 
ling  premature  disbursement  and  unnecessary  and  extravagant  ex- 
In  many  instances,  however,  portions  of  a  project  may  be  completed 
for  occupancy  prior  to  completion  of  the  entire  project  and  a  dis- 
for  reasonable  opening  expenses  for  such  completed  portions  of  a 
>uld  be  permitted,  but  the  Director  should  exercise  sound  discretion 
?nding  approval  or  disapproval  of  opening  expenses  in  connection  with 
leted  portions  of  a  project  in  order  that  the  deposit  will  not  be  ex- 
ior  to  completion  of  the  entire  project.  In  making  a  recommendation 
rtgagee  the  Director  should  make  it  celar  that  his  comments  are 
lations  only  and  that  final  approval  or  disapproval  is  a  matter  for 
ion  of  the  mortgagee. 

ices  To  Cover  Carrying  Charges,  Financing  Expenses,  etc. — The  Build- 
agreement  in  paragraph  (7)  provides  for  the  advance  of  mortgage 
I  the  mortgagee  to  the  mortgagor  to  cover  carrying  charges,  financing 
2tc.  The  amounts  allocated  to  each  item  should  equal  the  funds 
0  said  items  in  the  Project  Analysis  (FHA  Form  No.  2264-W).  The 
should  not  permit  reallocation  of  these  items  without  the  consent  of 
>r  nor  should  the  mortgagee  advance  funds  for  any  one  item  in  excess 
mnt  allocated  to  such  item  in  the  Building  Loan  Agreement.  It  is 
at  in  connection  with  advances  for  these  items  the  mortgagee  may 
te  with  the  Insuring  Office  regarding  expenses  for  a  single  item  in 
he  allocation  or  in  connection  with  a  reallocation.  The  Director  will 
t  to  the  advance  of  the  mortgage  money  for  any  single  item  in  excess 
unt  allocated  for  such  item  unless  there  is  a  corresponding  reduction 
jnt  of  another  item. 
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6.  NotiflcatUm  to  CloMfig  Attorney  Regarding  Chattels. — One  of  the  prorialov 
of  the  Mortgagee's  Certificate  (Form  2434-W)  is  that  upon  completion  of  the 
project  the  mortgagee  will  require  a  chattel  mortgage  or  similar  instmmeBt,  if 
necessary,  upon  any  property  purchased  with  mortgage  proceeds  not  cletrly 
subject  to  the  lien  of  the  insured  mortgage  under  the  laws  of  the  jarisdiction.  It 
shall  be  the  duty  of  the  Closing  Attorney  at  closing  or  shortly  thereafter  to 
request  from  counsel  for  the  mortgagee,  an  opinion  in  writing  as  to  whether  or 
not  such  chattel  mortgage  is  or  is  not  necessary,  which  opinion  he  will  fiMWird 
to  the  Director  for  his  information  and  for  filing  in  the  Washington  Docket  If 
such  chattel  mortgage  is  required,  the  Director,  when  the  project  nears  coi»- 
pletion,  will  request  the  Closing  Attorney  to  obtain  from  the  mortgagee  the 
required  chattel  mortgage  or  similar  instrument.  The  request  of  the  Director 
to  the  Closing  Attorney  will  be  accompanied  by  a  list  of  the  movable  property, 
such  as  stoves,  refrigerators,  water  heaters,  and  furniture  and  fixtures  in  the 
nature  of  Venetian  blinds,  etc.,  purchased  with  mortgage  proceeds,  identifylDg 
property  where  possible  with  serial  numbers.  It  will  then  be  the  duty  of  the 
Closing  Attorney  to  obtain  from  the  mortgagee's  attorney  copies  of  the  suitable 
instniment  in  triplicate  (including  in  the  case  of  a  chattel  mortgage  copy  cer 
tifled  to  by  the  mortgagee  and  revealing  necessary  recording  data),  retiiining 
one  for  himself  and  forwarding  duplicates  (in  case  of  a  chattel  mortpge^ 
certified  copy  with  duplicate  copy)  to  the  Director. 

7.  Permission  To  Occupy. — ^At  closing  the  mortgagor  in  the  Mortgagor's  Cer- 
tificate ( Form  24:i3-W )  certifies  that  it  will  not  permit  occupancy  of  any  portion 
of  the  project  prior  to  consent  thereto  by  the  Federal  Housing  Administration. 
Since  portions  of  the  project  may  be  ready  for  occupancy  prior  to  completion  of 
the  entire  project  it  may  be  neces.sary  that  the  mortgagor  submit  more  than  one 
request  for  approval  of  occupancy.  In  all  cases  of  receipt  of  request  for  approval 
of  occupancy  the  Director  will,  prior  to  granting  such  approval,  require  the 
mortgagor  to  submit  satisfactory  evidence  that  the  public  authorities  with  jurie- 
diction  have  granted  such  occupancy  permits  as  may  be  necessary.  Prior  to 
granting  of  occupancy  the  Director  will  obtain  the  recommendation  of  the  Chief 
Underwriter  and  in  the  event  the  Chief  I'nderwriter  has  no  objection  to  the 
proposed  occupancy  the  Director  may  consent  to  such  occupancy. 

8.  Rental  Schedule. — So  long  as  the  maximum  rents  are  regulated  throughout 
the  United  States  and  its  possessions  by  any  agency  of  the  United  States  <k)T- 
ernnient  exprt^ssly  established  for  puri^oses  of  cuutroUing  maximum  rents,  other 
than  the  Federal  Housing  Commissioner,  the  approval  of  rent  schedules  by  this 
Administration  will  not  be  required.  Maximum  rentals  established  by  8nch 
agency  or  agencies  of  the  United  States  will  l)e  arcepted  by  this  Admin istnUion 
as  the  approved  rental  schedule.  Upon  the  expiration  of  the  authority  of  any 
such  agency  of  the  UnitM  States  to  regulate  and  fix  maximum  rentals,  and 
where  the  insured  mortgage  is  in  exct^ss  of  $2(K).(Hll).  the  then  existing  schedule 
in  force  with  resi)ect  to  the  pmjwt  shall  l>e  the  approveil  rental  schedule.  l*p»»n 
the  expiration  of  such  authority  and  where  the  insured  mortgage  is  in  excess  of 
$2<)0,(KK),  iTovision  with  regard  to  the  approval  of  the  rental  schedule  is  included 
in  the  Model  Form  of  Certificate  of  Incoriwraiion. 

VI.  Coffiplelion  of  rovstrurtiotK  fiunl  nftrance.  and  final  endomrment  of  rrrdit 
iniitrumcnt  under  form  2.iS2-W 

Upon  the  expiration  of  .">()  days  foUowins  completion  of  construction  ahe  30 
days  waitin?  period  being  providcnl  for  in  the  construction  contract  and  building 
loan  agreement  in  order  to  provide  ample  opportunity  for  the  mortgagee  to  clear 
liens)  final  consummation  of  the  mortgajie  insurance  transaction  and  adj^J^t- 
ments  in  connection  therewith  are  in  order.  UiH>n  determination  that  an  advance 
of  mortgage  proceeds  constitutes  the  final  advance  the  Director  will  l>e  guide<i  by 
the  following  instructions : 

1.  Hazard  In.<uranrr. — Imme<liately  prior  to  exeiMition  of  Form  240o-W  in  the 
case  of  a  T.nal  advar.oc  <  see  subparagraph  .'•  hereafter »  the  Director  will  ascertain 
from  tlie  Chief  Undenvriter  whether  during  the  course  of  construction  any 
changes  in  drawings  and  sixxifica lions  or  any  appre<'iable  change  in  the  cost  (rf 
construction  of  the  project  nect^s><itates  a  revision  of  Form  :*44.V-W,  prepared 
prior  to  constructi(»n  of  the  project  and  forwarde<l  to  the  mortgagee  with  Form 
J44T-W  at  the  time  of  initial  endorsement  r»f  the  credit  instrument.  If  any  such 
<hange  necessitates  a  revision  of  Fnrm  244.'^-^  the  DireiMor  will  obtain  from  the 
Chief  Undert--  pvlsed   and  cx'rriK'ted  copies  of  this  form,   reflecting  .«och 

chai  of  extvution  of  Form  244>:5-W  will  forward  duplicate 

revioi  »geo  u-^tH  an  appropriate  letter  notifying  the  mort- 
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^^^^■o  substitute  the  revised  copies  (identifying  sucb  revised  form  by  date) 
^^^^p^prevloiifi  Wnrm  2445- W  attadied  to  Form  2447- W  forwarded  to  the  luort- 
^M^^t  the  time  of  initial  endorsement  of  tbe  credit  instrament.  If  the  Direo 
lor  aacerL'iins  from  the  Chief  Underwriter  that  it  ia  not  necessary  to  revise  the 
prevlofus  Form  2445-W  no  action  on  the  part  of  the  Director  is  required  with 
respect  to  hazard  Insurance,  In  ali  cases  of  revision  of  Form  244o-W  or  corre- 
spondence in  connection  therewith,  tile  Director  will  ascertain  that  duplicate 
copies  of  the  revised  form  and  correspK^ndence  In  connection  therevtuth  are  iiied 
to  the  Wa^shitif  ton  and  Du]dicate  dockets. 

2.  Incomplete  On  site  Items.— It  is  desirable  prior  to  approval  of  a  final  ad- 
vance of  mortgage  prtx.'eeds  that  all  construction  onsite  Im?  100%  complete  at  the 
time  of  receipt  of  Form  2403-W.  01iviously»  however,  circumstances  may  make 
it  desirable  that  approval  of  a  final  advance  t>e  given  prior  to  100%  completion 
of  onsite  const rnctkm.  However,  such  approval  will  be  given  only  in  cases  in 
wMch  minor  items  of  oriaite  construction  are  incomplete  with  the  escrowing  of 
fundb  to  Cf»mpiete  such  minor  items,  as  provided  for  in  the  Certificate  of  Mortgage 
Insurattce  *in  Form  :i40:^W  atid  in  footnote  on  Form  2023- w;  For  the  latter 
form  ©ee  subparagraph  6  hereafter.  In  addition,  approval  of  a  final  advance  of 
mortgage  proceeds  under  such  circumstances  will  he  given  only  in  those  cases  in 
which  onsite  construction  i^  substantia  Ity  complete,  including  the  proper  installa- 
tion and  connection  of  all  utilities,  and  is  safe  for  occupancy  and  in  which  the 
Chief  Underwriter  recommends  the  escrowing  of  funds  to  complete  minor  items 
because  immediate  completion  is  inadvisable  or  impossible,  due  to  weather  or 
other  conditions  beyond  control,  and  when  the  aggregate  estimated  cost  of  com- 
pleting mwh  items  does  not  exceetl  1%  of  tbe  principal  amonnt  of  the  mortgage. 
With  rfj?sppct  to  all  snch  items,  except  Innd^^caping  which  cannot  be  c<nnpleted 
liecnuse  of  the  seastm,  the  amount  lieid  in  escrow  for  completion  must  e<jual  twice 
the  estimated  cost  of  completion.  In  the  ca^e  of  landscaping,  as  mentioned,  the 
amount  held  in  escrow  must  equal  not  less  than  the  Chief  Underwriter's  estimate 
of  the  cost  of  completion.  Such  escrow  will  be  held  by  the  mortg^igee  or  under 
the  control  of  the  mortgagee  in  a  satisfactory  depository  in  accordance  with  the 
i«*nn»  of  *'Kscrow  Depijsit  Agreemeiit,"  Form  245C-W,  and  the  Director  will  make 
certain  that  the  items  to  l)e  comjileted  are  properly  identified  by  attachment  to 
Form  2403- W.     ( See  subparagraphs  5  and  G  hereafter, ) 

3.  Incomplete  Off^He  FaciUtiis.^Whea  a  refjuest  for  approval  of  a  final 
advnnce  is  rtn-eived  in  a  cai^e  in  wtiich  offsite  facilities  are  Incomplete  a  dis- 
ti^etion  must  be  made  l>etween  those  cases  In  which  the  assurance  of  instal- 
lation and  completion  of  offsile  fiiciilties  is  in  the  form  of  a  cash  escrow  and 
tho»e  cases  in  which  such  asurauce  is  in  the  form  of  a  bonded  contract  or  is 
from  a  public  authority  or  public  utility  company,  and  In  approving  or  disap- 
proving the  final  advance  the  Director  will  be  guided  by  the  following  iustruc- 
tion^ : 

ia)  VumH  Encrow. — When  the  completion  and  installation  of  offsite  facil- 
ities Is  assfured  by  a  cash  e«*crow»  and  all  oifs^ite  sewer,  water,  electrical,  and 
,1^8  fucjliries  are  completely  installed  and  connected,  and  other  offsite  facilities 
■peb  as  streets,  walks,  curbs,  and  gutters  tire  incomplete  hut  safe  and  adequate 
Kd  11  ties  for  insfresii  and  eg^resis  are  provided,  approval  of  the  final  advont*e 
of  mortgage  money  may  be  given,  but  the  Director  will  require  that  the  escrow 
ag^reement  remain  in  force.  The  Director,  however,  in  such  cases  wlH  dili* 
ftntly  pursue  the  completion  of  offslte  facilities  as  assured  by  the  escrow. 
JUih)  Other  Forms  of  Assttrnnce. — In  those  casea  in  which  the  assurance  of 
Installation  and  completiim  of  off  site  facilities  is  in  the  form  of  a  landed 
contract  or  from  a  public  authority  or  public  utility  company »  the  final  advance 
<jf  tnortgage  proceeds  can  not  be  aijproveiU  Instead,  the  Director  will  Invoke 
the  provl*?ions  of  the  building  loan  agreement  and  const rnctiou  contract  wherein 
it  ift  provide<l  thnt  the  10-i)ereent  holdback  will  be  retained  until  100-f percent 
completion  of  oflT^ite  facilities.  However,  in  the  event  offslte  utilities  are  com- 
pletely installed  and  connected  and  ingre^a  and  egress  is  provided,  as  mentioned 
In  (a)  above,  the  reqnest  for  the  final  advance  may  l>e  treated  as  an  ordinary 
application  for  advance  of  mortgage  proceeds  and  may  be  approved  in  an 
amount  which  when  added  to  previous  advances  of  mortgage  proceeds  will 
^ual  r*0  percent  of  the  total  advances  to  which  the  mortgagor  will  be  entitled 
at  100-percent  completion.  In  such  cases  tlie  Form  240?i-W  will  not  be  treated 
AS  approval  of  a  final  advance,  nor  will  tlie  submission  of  Form  202.^ W  be 
ill  order.  Instead,  following  lOG^percent  completion  of  all  offslte  facilities  the 
Director  will  require  submission  of  a  new  Form  240f^-W  for  approval  of  the 
^aa&l  advance  and  subsequent  submission  of  Form  2023-W.    In  all  such  cases 
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of  incomplete  ofl^site  facilities  it  is  the  resi)on8ibility  of  tiie  Director  to  endeavor 
to  obtain  completion  at  the  earliest  poKSible  time.  In  any  case  in  which  the 
Director  feels  that  tbe% retention  of  the  entire  lO-percent  hQldback  &8  dieipco- 
portionatp  to  the  cost  of  the  offsite  facilities  to  be  completed,  he  may  forward 
his  recommendations  for  adjustment  to  the  Assistant  Commissioner,  Rental 
Housing  and  Property  Management. 

4.  Chattel  Mortpape  or  Atfomeji's  Certificate. — Prior  to  approval  of  a  final 
advance  of  mortgage  proceeds  the  Director  will  ascertain  that  he  has  in  hip 
possession  a  chattel  mortgage  or  certificate  of  mortgagee's  attorney  in  accord- 
ance with  V-6  above. 

5.  ^'Application  for  Insurnnee  of  Advance  of  Mortgage  Proc€edM\  Form 
2^0S-W. — This  is  the  same  form  employed  during  the  course  of  construction  for 
the  advance  of  mortgage  proceeds.  It  will  be  noted  that  the  Certificate  of 
Mortgage  Insurance  on  this  form  makes  provision  for  its  use  in  conmM-tioo 
with  the  final  advance.  When  the  final  advance  is  in  order  the  mortgagee, 
the  mortgagor,  the  contractor,  and  architect,  will  execute  the  completed  form, 
and  the  form  will  be  submitted  by  the  mortgagee  in  quadruplicate.  Upon 
re<^'eipt,  all  copies  of  the  form  will  be  routed  to  the  Chief  Umlerwriter,  ppwv 
essed,  and  submitted  to  the  Director,  all  as  provided  in  V-2  above.  Upon 
ascertaining  that  the  advance  constitutes  a  final  advance  of  mortgage  procfe<is 
the  Director  will  determine  whether  (a)  any  items  of  onsite  construction  are 
incomplete,  (b)  any  oflfsite  facilities  are  incomplete,  (c)  whether  revisions  are 
required  in  connection  with  hazard  insurance  and  (d)  whether  he  has  neces- 
sary chattel  mortgage  or  certificate  of  mortgagee's  attorney,  all  as  hereinabore 
required,  and  the  Director  will  be  guided  accordingly.  If  no  items  of  onsite 
construction  are  incomplete  there  will  be  tyi^efl  into  the  Certificate  of  Mortpige 
Insurance  on  Form  2403-W  in  the  space  provided  for  the  amount  of  the  escrow 
<leposit  the  word  "None".  If  items  of  onsite  construction  are  incomplete  ami 
4in  escrow  deposit  (in  accordance  with  subparagraph  2  above)  Is  in  order, 
there  will  be  attached  to  Form  2403-W  an  itemized  list  of  incomplete  items  and 
there  will  be  typed  into  the  Certificate  of  Mortgage  Insurance  on  Form  24(tt-W 
in  the  space  provided  tlie  amount  of  tlie  escrow  deposit,  required  for  comple- 
tion of  incomplete  items.  Form  2403-W  contemplates  that  in  connection  with 
the  final  advance  it  will  be  executed  by  the  Director  prior  to  receipt  of  the 
original  credit  instrument  for  endorsement.  Theref<»re,  following  exwiition 
of  Form  2403-W  in  connection  with  a  final  advance  the  Director  will  forward 
the  executed  original  of  such  form  to  the  mortgagee,  with  necessary  attach- 
ments listing  incomplete  items,  if  any,  and  forward  executed  copies  to  both 
the  Washington  and  Duplicate  Dockets,  and  one  copy  to  the  Chief  Underwriter 
for  use  of  the  Mortgftg^  Credit  Section.  (It  should  be  note<1  that  it  !.<«  then 
the  responsibility  of  the  mortgagee  to  submit,  in  accordance  with  the  Certificate 
of  Mortgage  Insurance,  a  completed  Form  202.*{-W,  "iieqnest  for  Final  Endorse- 
ment of  the  Credit  Instrument",  together  with  the  credit  instrument  and  any 
ne<-essary  escrow  deposit  agreement.  (See  subparagraph  i\  hereafter.))  The 
Certificate  of  Mortgage  Insurance  on  Form  2403-W  is  so  qualifiefl  as  to  require 
this  action  of  the  mortgagee  but  it  is  desirable  that  the  Director  in  forwarding 
the  completefl  form  to  the  mortgjigee  call  to  the  mortgagee's  attention  snieh 
additional  submissions  as  are  required  of  the  mortgagee.  Forward  to  the 
Mortgagee  copies  of  FHA  Forms  2()23-W  and  24r)(>-W  when  ne<'essar.v. 

6.  "Application  for  Final  Endorsement  (Jf  Credit  In«trumenr\  Form  2023-^.— 
Th's  form.  coin[>leted  and  executed  by  the  mortgagee  and  mort£:agor.  must  l»e 
submitted  by  the  mortgagee  in  duplicate,  together  with  the  original  credit  instru- 
ment, and  duplicated  executed  copies  of  "Escrow  Deposit  Agreement".  Form 
245G-W,  if  required,  subsequent  to  receipt  by  the  mortgagee  of  approval  of  a 
final  advance  of  mortgage  proceeds  on  Form  2403-W.  The  receipt  of  Form 
2023-W  and  final  endorsement  of  the  credit  instrument  will  be  in  order  at  such 
time  as  the  r>i rector  is  prepared  to  endorse  the  credit  instrument  finally  in  an 
amount  equal  to  the  full  amount  of  all  advances  to  which  the  mortgagor  will  he 
entitled.  If  an  escrow  is  required  for  the  completion  of  incomplete  items,  the 
Director  will  require  that  duplicate  executed  copies  of  such  escrow  be  submitted 
on  Form  2456-W.  The  establishment  of  the  time  required  for  completion  of 
incomplete  items  and  the  completion  and  consummation  of  such  escrow  agree- 
ment at  the  time  of  final  endorsement  of  the  credit  instrument  is  the  responsibil- 
ity of  the  Director,  who  may  call  upon  the  Closing  Attorney  for  advice.  Follow- 
ing receipt  of  properly  executed  Form  202,3-W  (and  Form  245(V-W.  if  reqnired 
in  connection  therewith)  final  endorsement  of  the  credit  instrument  will  he  to 
order.    The  date  of  final  endorsement  of  the  credit  instrument  will  be  the  date 
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Director  or  his  agent  affixes  his  siimature  to  the  credit  instrument.  The 
nal  of  Form  2)023-W  Is  to  be  filed  in  the  Duplicate  docket  and  one  copy  In 
Washington  docket.    Executed  copies  of  Form  2456-W,  If  any,  will  be  filed 

t  b  e  Wa  s  h  i  n  J,'  1 0  0  and  Dupl  k'u  t  e  d  ocke ta . 

T.  Cash  Working  Cupital—Vpon  final  endorsement  of  the  credit  Inatrument  it 

11  be  tn  order  for  the  Director  to  recommend^  if  requested,  a  disbtirsement  to 
mortgagor  of  the  entire  balance  of  working  capital  remaining  in  tbe  hands 

the  mortgrage^  not  allocated  to  accimals  under  the  mortgage. 

8.  Avf^Hrance  of  Completion, — Upon  tinai  endorsement  of  the  credit  instrument 
.s{ deration  must  be  given  to  tbe  type  of  assurance  of  completion  of  construc- 
tion which  was  provided  at  closing.  The  general  conditions  of  the  construcilon 
rotitrn  1,  contain  a  provision  pimrantcejng  against  latent  defects*  and  faulty  work- 
^nanship  and  material  for  one  year  from  date  of  completion.  Tbe  date  of  com- 
pletion for  this  purpose  is  determined  by  tbe  date  upon  which  all  items  of  con- 
etraction  caUed  for  in  tbe  drawings  and  specifications  are  coiupleted  and  tbe 
mortgagor  maites  final  payment  to  the  contractor.  Defects  in  material  and  faulty 
-workmansbip  discovered  within  one  year  following  such  date  are  covered  by  tbe 
contractor's  gmirantee.  It  is  necessary,  therefore,  that  no  representative  of 
ttia  Federal  Housing  Adniinistration  take  any  action  which  might  jeopardize  this 
guarantee  and  tbe  Director  will  be  guided  by  tbe  following  instmctions  i 

(«)  In  eases  where  the  insured  mortgage  is  in  excess  of  |200»{>(N)  and  when 
tlie  assfturance  of  comuietirni  is  in  escrow  of  cash  or  i^ecurltics  tbe  Director  will 
agree  following  final  endorBcment  of  tbe  credit  instrument  to  a  release  of  all 
estrrf>w  funds  except  an  amount  t^puii  of  2Vi  percent  of  the  total  amiiunt  of  the 
construction  contract,  tbe  retained  percentage  being  provided  for  in  the  escrow 
**^re+^ment  and  being  ft»r  the  puriiose  of  guaranteeing  against  latent  defects  and 
faulty  workmanship  and  material  discovered  within  tbe  one-year  gtiarantee 
period. 

In  cases  where  the  insured  mortgage  is  not  in  esce^ss  of  $200,000,  th6  entire 
escrow  deiJosil:  will  be  returned  to  the  depositor  upon  completion. 

(b)  In  causes  in  which  the  construction  contract  hrts  been  gijaranteed  by  a  per- 
formance blind  no  action  is  I'cqnired.  It  is  not  unusual,  howevert  for  a  surety 
to  request  from  the  Administration  a  statement  as  to  whetlier  a  particular  project 
hfts  tteen  emu  pie  ted  and  accn^pted,  and  in  some  instanci's  sureties  request  a  release 
of  obliKation.H  t^vident^ed  by  their  bonds.  These  requests  are  ugsualiy  in  tlie  form  of 
letters  asking  for  information  as  to  (1)  casb  payments  io  the  contractor  to  date, 
r2l  earned  retajuage  with  held  to  date.  Hi)  whether  the  work  has  been  completed 
und  accepted,  (4)  what  claims,  assignments  or  liens  have  been  tiled,  (5)  the 
periled  of  maintenance  required  after  i*onipietlou,  ami  (tU  the  final  contract  price. 
Fince  tlie  Administration  is  not  a  signatory  to  the  contract  iniaranteed  by  the 
bond.  Directors  must  eicercise  caution  in  replying  to  such  requests  and  should 
lefraln  from  indicating  acceptaijiiity  or  nonaccept ability  of  construction  or  com- 
pliance with  drawings  and  specifications^  Under  no  circumstances  should  tbe 
Adminlstratirm  consent  to  release  of  any  surety.  All  bonds  required  by  the 
Administration  contain  automatic  expirations.  Therefore,  upon  reteipt  of 
requests  of  this  nature  where  there  is  no  escrow  for  incomi^lete  items,  the  Director 
will  merely  notify  the  surety  of  the  date  u|xm  which  the  Administration  approved 
for  mortgage  insurance  the  final  disluirsemcnt  of  the  proceeds  of  tlie  mortgage. 
Wl*ere  there  is  siicb  an  escrow  the  nirei*tor  will  advise  the  surety  of  the  date  upon 
which  the  entire  esii-row  was  released*  lu  the  event  fiiml  advance  af  mortgage 
proceeds  has  not  been  approved  or  the  escrow  not  released*  an  answ^er  to  that 
,  ^ffget  will  suffice. 

^^h/*  DiMprimfifm  of  dockeU  umier  form  2432-W 

^^nminediatety  upon  final  endorsement  of  cre<lit  instrument  (regardless  of 
^^^Mher  any  funds  are  escrowed)  the  Director  will  require  the  preparation  of 
P^Bpfomanent  binrier  to  l>e  known  as  the  Wa#^hingt<m  Docket.  Tbe  material 
r  mentioned  in  ^iuljparagraph  1  hereafter  will  be  nbtalned  from  the  Washington 
I    flnd  Duplicate  Dockets,  as  may  be  necessary,  and  tlie  material  not  to  l>e  includeil 

in    tlie  Washington   DfH^ket  or  otherwise   rransmitte*!    to  Washington   will   he 

retuiiind  in  the  Insuring  Otfice  as  provideil  in  laubparagraph  4  hereafter.  (Each 
I  Section  i\OH  case  requires  individual  preiM ration  of  the  amortization  schedule 
'  by  the  CimiptroiJer's  office  aiui  also  requires  calculations  in  adjusting  the  mort- 
1   g'ag«^  insuraur-e  premiujus.     The  C*impt roller's  office  is  unable  to  prepare  tbe 

aoiorti'/atiou  scheflnle  or  calculate  the  adjusti^l  prcmNim  prior  to  receipt  of  the 
I  Washington  Docket.    Delays  in  handling  these  matters  result  in  misunderstand- 

lus  on  the  part  of  the  mortgagees.    It  is,  therefore,  essential  that  the  preparation 
44750—54 4fi 
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aad  forwavdiiigtof  tiie  WaidiliigtoB  DodBet  aa  iMtelmflar  x<eQ^ied  be  e^editei) 
1.  Cof^etU^  «/  ^ft6  WouMnaUm  i>oofce«.'-n«r  faUowluc  papers  wiU  ba  iM 
omieaeli,  in  tiia otdar Indieatad,  the  applicatioii  en  tlia t>otfeoin. 
AppUcation  Sectiton: 

AppUcatioa  for  Mdrlsage  Inaoraiice;  Fdni^  (O) 

-ifortgagdr^  Gerttfieati(Mi  of  Occupancy  Piefereiioe#  Form  aoide.    (0) 
'     Project  InccMile  Analjflls  and  Appraisal,  Foraa  ^aOi^W.     (€) 
Commitment  for  Insaraaee,  Form  2482^W.    (C>  : 

Aasighment  of  Ck>mmitaQ!eBt  and  AcceptaBce,  if  any.    {Of.  - 
^     A|q[»licatiolis  f or  Insnrance  of  Adt^anee of  Mort^gaga  ProVcedta,  Ftaa2l0MI^ 
(BO)  . 

Application  for  Final  Bhidorsement  of  Credit  Instrument,  FOrm  2Q2S-W.  (0> 
Contract  Section: 
^   Bnllding  Loaik  Agreement,  Form  2441-Wi.    (BO) 
Aiddtect's  Agreement     {EQ) 
Bnilding  Permits;    (C) 
Oonstmctien  Contract,  Form  24^-^W.    (BC) 

Bond'<A.i.A.iDrmof  F&AFoftn24fi2)  (DO)  / 

^^  or       ■    '  '     =>'  "  ^'^     ,        :    - 

Ck)mpleti:on  AsBdrance  Agreement,  Foiaa  2408*-W.    (BO) 

Bwrow  Agreement  f6r  Ofbite  Facilities,  BVirm  ai4#-W,  if  anj,  (BG)  ) 

!'r-    ■       or 

M    Assurance  from  Public  Authorities  Or  PnlilicUtUity  Oompaniss for Mtft"    ^ 
tlon  of  OfCslte  Facilities,  if  any.  <BC) 

//'.;  -.       or  -,'  '■'  ^    i 

III     Ckmtract  for  lastHBation  of  Offislte  FaeOlties*  (BO) 
--and  ■■     -     -.^  :       .  '  •     ; 
Bond  for  such  contract,  if  any.    (DO) 
ii  Collateral  Agreement,  if  any.    (BC) 

Bscrow  Deposit  Ai^reement,  Form  24M-W,  if  any. .  {^tBiQ) 
Ontle Section:  f  D 

l^tle  Bvldence,  as  accepted  at  closing.    (DO) 
Certified  Survey  of  Property,    (Survey  with  Form  2457-W  attached.)  W    I> 
Zoning  Ordinances,  if  any.    (0)  ^ 

Mortgage  Section: 

Mortgage  Bond  or  Note.      (FHA  Form.)      (The  above  item  must  be  i 

conformed  copy  as  finally  endorsed.)     (C) 
Mortgage  or  Deed  of  Trust.     (FHA  Form.)     (C) 
Mortgagee's  Certificate,  Form  2434-W.     (O) 
Mortgagor's  Certificate,  Form  2433-W.     (O) 
Hazard  Insurance  Schedule,  Form    2445-W     (with    any    correspondfiD* 

regarding  same).     (C) 
Hazard  Insurance  Requirements,  Form  2447-W.     (BC)  I 

Chattel  Mortgage  (CC)  ' 

or 
Certificate  of  Mortgagee's  Attorney.     (O) 
Comprehensive  Attorney's  Opinion.     (O) 
Corporation  Section : 

Certificate  of  Incorporatipn  of  Mortgagor.     (C50) 
Bylaws  of  Mortgagor  Corporation.     (C5C) 
Stock  Supbscription  Agreements.     (CJC) 

Minutes  of  Meetings,  Organization,  etc.,  of  Directors  and  Shar^olders  of 
Mortgagor.     (CC) 

(C  =  Copy.     CC=Certifled  Copy.     DO=Dupllcate  Original.     EC=Bxeciited  Copj.   0= 

Original.) 

(o)  Following  assembly  of  material  in  the  Washington  Docket  as  abo^ 
provided  and  immediately  prior  to  transmission  of  the  Docket  as  required  in  sob- 
paragraph  3  hereafter  there  will  be  inserted  (original  and  duplicate  executd 
copies  of)  "Requisition  for  Amortization  Schedule",  Form  2409-W  the  datilB 
S!J^  ^^^  *^  ^  obtained  directly  from  the  copy  of  the  note  and  mortgage.  FW 
2^^W  is  for  the  use  of  the  Comptroller  upon  receipt  of  the  Washiogtoi 

2.  Material  not  included  in  the  Washington  Docfce*.— It  will  be  noted  tint  t 
^^J^^^^^P^  1  above  no  reference  has  been  made  to  (a)  master  set  of  dnwtQi 
nm  specifications,  (6)  preferred  stock  certificate  or  other  evidence  <rf  1 
interest.    These  documents  are  disposed  of  as  follows : 
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(a)  MaMor  Set  of  Druwingr«  and  Spedfimtions  ami  t'oplt^s  of  all  approval 
ftpge^:  To  be  retained  in  the  InsnilniEr  Office  until  expiration  of  the  one  year 
Hfeantee  iK»Tiod  nnder  the  consttmction  contract,  when  they  will  be  finally 
Hewed  for  conipl«iteness  nnd  certlflcatlon  as  required  in  transmittal  letter 
K  102400  after  which  each  set  of  plane^^  fit>ecifi cations  and  change  orders  is 
he  tii:ht!y  rolled  as  a  nnit  with  the  plans  on  the  outglde  and  securely  tied  with 
ine  (Heavy  India  Finished— 21  T  648)  at  each  end;  the  gummed  label  No. 
1386  must  he  prepared  by  lndl4*atlng  the  year  completed.  Section  of  the  Act 

well  as  the  FFIA  Project  serial  number  and  atlixed  to  the  end  of  the  rolK 
le  project  name  and  sf^rinl  numher  shall  al«Q  be  written  or  printed  in  crayon 
,  the  outside  of  the  rolL  Transmittal  Letter  No.  102400  is  to  be  signed  in 
I  plicate  by  the  Director  and  enclosed  in  an  envelope  which  will  be  securely 
tached  to  the  outside  of  the  roll  with  Scotch  tape  and  thereafter  forwarded  to 
#  Director  of  AdmlnistratiTe  Services  Division,  Attention;  Piles  and  Records 
nit,  1001  Vermont  Avenue  NW.,  Washington  25,  D.  C. 

(J»  Preferred  stock  certificate  or  other  evidence  of  beneficial  Interest:  This 
Ul  have  been  previously  forwarded  with  executed  voncher  iu  accordance  with 
r— 10  above- 

3,  Mailing  of  Wa»hin{;fon  Docket, — Immediately  following  preprtratloQ  of  the 
'"asihington  Docket  it  will  he  forwarded  to  tht  Cloning  Attorney  with  jurisdiction 
ay  registered  mail,  If  mailed).  It  will  be  the  duty  of  the  Closing  Attorney  to 
leek  the  Docket  to  determine  that  It  contains  the  instruments  to  be  Inelnded 
lerein  in  accordance  with  subparagnrph  1  above  and  to  determine  that  such 
istrument^  are  In  proper  legal  form.  Upon  determination  that  the  Docket 
>ntalns  all  required  ine^truments  and  that  snid  instruments  are  in  proper  form 
le  Closing  Attorney  will  insert  in  the  Docket  his  certificate  stating  that  he  has 
aeeked  tlie  Docket  and  that  It  complies  with  that  iiaragrapb.  One  copy  of 
ich  certificate  will  be  forwarded  immediately  to  the  Chief  Counsel,  Rental 
lousing,  Washington.  The  Attorney  will  then  forwTird  the  Docket  by  regis- 
»red  mail  to  the  Comptroller,  Federal  Housing  Administ ration,  Washington  25, 
K  C,  Attenti<in  :  Project  Audit  Section,  with  a  suitable  letter  of  trausmlttalj 
ne  copy  of  whlcb  letter  shall  Im?  went  to  the  Injuring  Office  from  which  the 
kjcket  was  received  and  one  copy  to  the  Assistant  Commissioner,  Rental 
lotipfng  and  Proiierty  Managem^mt.  The  Comptroller's  office  will  he  responsl- 
le  for  recordation  and  safekeeping. 

4*  Material  to  be  Retained  in  the  fnnnrinff  Offlee. — All  remaining  original  and 
uplicate  material,  underwriting  and  processing  forma,  corresp^mdence,  etc», 
emaining  In  the  insuring  Office  following  preparation  of  the  Washington  Docket 
irill  t>e  retained  In  the  Insuring  Office  in  a  binder  to  be  known  as  the  Field 
Iffice  Docket.  The  contents  of  the  Field  Ofl!ce  Docket  are  to  remain  in  cbrono- 
OfCical  order.  Correspondence  may  be  fastened  to  the  left  hand  side  of  the 
ilnder.  When  a  project  Is  of  such  size  as  to  make  arrangement  In  one  binder 
mlky^  auxiliary  binders  will  be  made  but  in  the  event  of  use  of  anxlllary  binders, 
be  binders  will  be  designated  No,  1,  No.  2,  No.  3,  etc.,  and  the  No,  1  binder 
tbonld  indicate  the  total  number  of  binders,  Nnnp  of  these  binders  or  their  con- 
en  ts  may  be  destroyed  prior  to  termination  of  mortgage  insurance,  nor  reeora* 
nendatton  be  made  to  the  National  Archiveii  for  their  destruction  without  prior 
ipprovai  having  iieen  obtained  from  the  Assistant  Coramiseloner,  Rental  Housing 
tnd  Property  Management 

eOMMITMEWT  TO  INBUHE  TJFO^  OOMPLBTTOJT 

nil.  I»9uance  of  a  "Cf>fn4tiitment  to  Insure  Upon  €ompl€iion"t  Fomt  24SS-W 

Inifolves  no  change  whatever  in  procedure  !n  receiving  an  application  for  In- 
lurance  as  provided  for  In  Part  1  above,  including  collection  of  a  commitment 
*ee.  Where  the  Application  for  Mortgage  Insurance,  Form  201S-W,  indicates 
:hftt  a  Commitment  to  Insure  Upon  Completion  is  desired,  Form  2453- W  shall  be 
ised  and  dlstrll>uted  as  hereinafter  provided. 

1,  Vommrm^i^mrvt  of  VonHtravium, — In  cases  involving  '^Commitment  to  In- 
nire  Upon  Completion"  con  struct  I  on  must  not  commence  until  eaiecuHon  by  all 
mrties  of  Form  2453- W.  The  Director  shall  make  Immediate  arrangement  tor 
aspe<*tlon  of  construction  of  the  project. 

2.  Drawings  and  SpeiHfifotiong.—lJn^eT  no  cireiimfltances  will  a  commitment 
ie  tsmied  on  Form  24riS-W  until  the  Director  has  received  for  retention  in  his 
iffice  a  master  set  of  the  applicable  drawings  and  specifications,  complete  In  all 
e«pe«*ts  for  all  onsite  construction,  and  one  duplicate  set  and  one  linen  set  of 
ueh  drawings  and  specifications  as  required  In  Paragraph  1    (a)   of  Form 


^ 
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2453-W.  The  master  set  of  such  drawings  and  specifications  must  be  identified 
on  each  imge  thereof  and  initialed  on  the  reverse  side  of  each  page  by  aathoriied 
representatives  of  the  mortgagor,  the  mortgagee,  the  architect,  and  the  Commi*- 
sioner.  (Identification  for  the  Commissioner  will  be  evidenced  by  signatore 
of  the  Chief  Architect.)  Prior  to  acceptance  of  such  drawings  and  spedficatiooi 
as  complete  the  Director  will  determine  that  the  specifications  contain  tba 
"American  Institute  of  Architects  General  Conditions  of  the  Contract"  and  re- 
quired "Supplemental  General  Conditions".  The  Director  must  also  determine 
through  the  Chief  Underwriter  that  construction  of  the  project  will  involve  no 
violations  of  the  applicable  zoning  laws  and  regulations. 

3.  Title. — The  Administration  will  not  approve  title  upon  issuance  of  Form 
2453-W.  Paragraph  3  of  the  Form  requires  clear  title  at  the  time  of  endorse- 
ment of  the  credit  instrument  for  mortgage  insurance,  and  such  endorsemeit 
will  not  take  place  until  the  project  is  completed  and  the  entire  mortgage  money 
advanced.  If,  however,  the  mortgagee  requests  assurances  with  respect  to  anj 
questions  arising  in  connection  with  title,  the  mortgagee  must  submit  to  tbe 
Director  a  preliminary  title  report  showing  all  exceptions  then  existing.  Tbe 
Director  will  forward  such  preliminary  report  to  the  Closing  Attorney  with 
Jurisdiction,  who  will  notify  the  Director  of  the  exceptions  which  must  be 
removed  before  the  basic  title  will  be  considered  eligible  for  mortgage  insurance, 
and  the  Director  in  turn  will  so  notify  the  mortgagee. 

4.  '^Commitment  to  Insure  Upon  Completion'',  Form  24oS-W, — This  form  iB 
largely  self-explanatory,  and  the  Director  will  be  guided  by  the  following 
Instructions : 

(a)  The  name  and  address  of  the  mortgagee,  the  project  number,  and  tbe 
name  and  address  of  the  mortgagor  will  be  inserted  at  the  head  of  the  form  in 
spaces  provided. 

(6)  In  the  first  paragraph  of  the  form  will  be  inserted  the  name  of  the  pn- 
posed  mortgagor,  the  amount  of  the  mortgage  to  be  insured,  the  location  of  rbe 
project,  the  name  of  the  architect,  and  the  exact  title  of  drawings  and  specifi- 
cations for  onsite  improvements  as  revealed  by  the  master  set  of  such  drawings 
and  specifications. 

(c)  In  Condition  2  there  will  be  inserted  the  inspection  fee  which  will  be  an 
amount  equal  to  one-half  of  1%  of  the  face  amount  of  the  mortgage  to  be  insured. 

{d)   In  Condition  4  in  the  spaces  provided  will  be  inserted : 

(1)  The  interest  rate  as  revealed  in  Item  2  (b)  of  the  applicable  Form 
2438-W. 

(2)  The  number  of  monthly  payments  to  principal  and  interest  and  the 
amount  of  the  level  annuity  or  declining  annuity  payment,  as  the  case  re- 
quires.    (See  II-3-c-above.) 

(c)  In  Condition  6,  where  the  insured  mortgage  is  in  excess  of  $200,000,  in 
the  space  provided,  will  be  inserted  the  total  annual  requirement  for  replace- 
ments as  determined  from  Page  1  of  Form  2264-W. 

(/)  In  Condition  14  will  be  inserted  the  number  of  days  subsequent  to  Issuance 
of  the  commitment  in  which  construction  must  commence  and  the  number  of 
months  in  whicli  the  commitment  will  expire.  In  cases  of  this  nature  construc- 
tion should  commence  in  not  more  than  15  days  after  tlie  date  of  the  commitment, 
but  in  no  event  shall  such  period  exceed  80  days.  The  number  of  months  in 
which  the  commitment  will  expire  is  a  matter  for  determination  by  the  Director 
who  will  determine  the  period  by  estimating  the  length  of  time  required  for 
<ompletion  of  construction  and  for  expiration  of  the  applicable  lien  i)eriod 
followinjr  constructiim.  In  cases  involving  niortjrapes  not  in  excess  of  .^LHXMWO 
the  expiration  i)criod  of  tlie  commitment  shall  not  exceed  11  months  aud  in 
cases  involving  mortgages  in  excess  of  $200,000  such  i»eriod  shall  not  exceed  l7 
months. 

Within  the.se  limitations  the  Director  will  bear  in  mind  the  re<.'ommendation 
of  the  Chief  Underwriter  and  will  endeavor  to  establish  a  date  which  will  fi^€ 
the  mort^'agor  sufficient  time  to  complete  the  project  and  obtain  occupancy. 

(//)  "Special  Conditions"  Subsection  (a)  will  be  completed  as  outlined  in 
Part  11-10  above.  L'nder  "Special  Conditions"  (as  subsections  (&),  (cK  id), 
etc.,)  will  be  inserted  as  conditions  of  the  commitment  any  specific  conditions, 
siu-U  as  planning  rHpiircnitMits  and  oflPsite  improvements  and  other  requirements 
not  covered  by  the  commitment,  as  revealed  in  the  applicable  Forms  2438-^' 
and  2411-\V  or  as  recommended  by  the  Chief  Underwriter,  or  as  determined  b.v 
the  Director.  In  the  case  of  re<iuirements  for  offsite  facilities  the  re<iuirementB 
should  be  in  suflScient  detail  to  avoid  any  misunderstanding  as  to  their  exact 
nature.    In  the  event  that  drawings  and  specifications  are  necessary  for  ofcite 


Digitized  by  VjOOQ IC 


HOUSING   ACT    OF    1964  2017 

its  they  should  be  properly  Identified  under  "Specific  Condi tlona." 
'nt  space  provided  on  the  commitment  for  these  conditions  is  not 
here  will  be  attached  and  stapled  to  the  commitment  as  "Exhibit  B*' 
on  of  all  requirements. 

re  will  be  attached  and  stapled  to  the  commitment  in  all  cases,  to  be 
IS  "Exhibit  A,"  a  survey  or  plat  and  legal  description  of  the  property 
ded  under  the  Insured  mortgage. 

1  preparation  of  the  commitment  In  accordance  with  the  above  the 
ill  execute  it  at  the  point  provided  for  his  signature  and  will  date  the 
It  as  of  the  date  of  actual  issuance. 

he  time  of  issuance  of  tlie  commitment  the  terms  thereof  must  have 
wledged  and  agreed  to  by  the  mortgagor  and  mortgagee,  such  acknow- 
and  agreement  to  be  evidenced  by  appropriate  signatures  of  their 
representatives  at  the  point  provided  for  such  signatures  on  the  last 
e  form.  Prior  to  his  signing  the  commitment  the  Director  may,  if 
mail  five  copies  of  the  commitment  to  the  mortgagee  for  execution 
rtgagee  and  mortgagor.  Retain  one  copy  for  the  office  files.  The 
on  proper  execution  will  return  all  copies  for  the  Director's  signa- 
ribution  will  then  be  as  outlined  below. 
m  2453-W  will  be  prepared  in  sextuple  and  will  be  distrlbutefl  an 

Original  and  one  copy  to  Mortgagee,  together  with  copy  of  Form 
V  and  Form  2419-W. 

One  copy  to  the  Closing  Attorney,  together  with  copy  of  Form  ^SMr-Vf, 
One  copy  to  the  As.sistant  Commissioner,  Rentiil  Housing  and  Proi>- 
ianagement,  together  with  copy  of  Form  2264-W  and  Form  2419-W. 
One  copy  to  Washington  Docket  (Executed  by  the  Mortgagor  and 
igee.) 

One  copy  to  Duplicate  Docket.  (Executed  by  the  >fortgagr/r  and 
igee.) 

?:  FHA  Form  2419-W  will  be  forwarded  in  accordance  with  (1)  and 
Kjve  only  when  the  mortgage  hi  in  excewj  of  $2^10,000. 
vision  of  Form  24'^S-W  without  prior  appror^il. — Subsequent  to  imn' 
»rm  24.ja-W,  and  execution  thereof  by  the  mortgagor  and  mortgstgetf 
\  of  the  terms  and  conditions  of  the  commitment  that  will  r^^^mlt  In 
e  in  the  original  amount  of  the  mortgage  to  be  imnired  will  be  per- 
hout  prior  approval  of  the  Ai^rfstant  Commimiioner,  JUmtBl  Ur/turfng 
ty  Management. 

lenjfion  of  expiratirm  date  on  Form  245$-W  wHthout  prior  approval, — 
nent  to  Insure  Upon  Completion  reprej«**ntii  a  firm  i:fmtrfL<rt  to  whUih 
istration  is  a  party  and  In  which  the  Admlnl^ratkm  \m  httf^etftf^  lo 
obligations.  Therefore,  if  during  the  course  of  cofwrtroctloD  ft  be- 
»i5i?ary  to  extend  the  expiration  date  of  the  cr/inmltro*Tit  tJ*e  rer|ae«t 
tgagee  for  such  extension,  along  with  the  comments  and  rer-omm^nda- 
je  Director,  shall  be  forwared  to  the  Zone  Cornmlsirion^T  with  jnrith 
transinitta]  to  the  Aifsiitant  Commbwioiier,  R^^jtal  H^m^ing  atttd  Prop- 
eement.  for  decision, 

'MCtion  period  under  Form  tk^y^^-W 

tioo  miwt  not  ^-ommecice  in  caiiei!  inrfArint;  a  '*<ymmHmfmt  to  %wmr*T 
pIcDon"  prior  to  vmuaLitef^  of  Form  2ATA-W.  fymstrwt^m  will  utart 
within  the  time  limit  pr^rrlth^  for  is  tbe  OwunitXDtfiTit.  Xntfimt^  fk^ 
ori.«tnK-tion  no  adran^Te  of  mortize  proe^-^^lff  will  be  toiFored  by  FHA, 
rharjgf*  may  be  inrolred,  in  acrordary*  with  PanMgrapb  1  thf  *4  Y«Mnm 
^  Tx^fttfaaptr  may  re^iuejft  ^frmvi^^m  for  o^-apaaicy-  %oA  tfe^  viffctipif;^ 
ItiiBed  of  i^Tmanefit  \%»zstrA  imniraDce  reifQlremefitiL  Witb  f»*i^«t  Up 
en?  the  r^r*<:tor  wUI  be  guided  by  the  foOowiJk^: 
r<^#. — Pr*j^**5iire  for  chanjSf-K  win  l^  tbe  «aiffle  at*  prori^Vf!  Iw  fa  T-^ 
%pt  that  x\0T  Tfir^^f^  wil!  feaiT*.  iy>  r^^^'ta^/Hitj  »o  'Vr^rmrssifr  dtett 
arailab^  f^/r  ifter***^  coff  '*r  -"iTb  re*|^^^  ro  3i/.4i5j*rjar  tbe  l^mAkfj^ 
f  ^-baiM&^,  f^fr'^0»\Y,  bo'«'#-r*T-  if  *t^  J^rei^y^  f**?t*  'Iskt  a  f^txs:^ 
m  an  i&^T»at«e  ift  ^^^  wfcV-b  tfee  zsjffnzM^/^  atay  !yi<t  *«^  asfj^ie*  V/  i^^rtj 
fukll  tbe  maiitJfT  U*  tbf  ati?^«tioc  of  tk**-  3yj*f*3Big^*».  •■aair**'  as  tbe  tlii 
Ias?  e*u*o«rweBBi^«t  of  *±se  'T»*fit  i&«irr5H6etJ  •V-  sfi^jrixaapw  nraix  a^^c 

4  sort^aup^*  and  tbe  mtmtBttgkt?  t»  nti«T<eMi!d  n  ba^tadr  ^be*  |ir^)|^^?^ 
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2.  PermiMiifon  to  Orcupy. — The  mi«rt;:aji>r  i*  required  to  obtain  the  consent 
of  the  Feileral  Housiofc  Administration  prit^r  to  permitting  occupancj*  in  onfcr 
that  the  Federal  Hoiisini;  A<IministratiMU  may  have  ample  opportunity  to  iii9Kt 
the  project  prior  to  occupancy  and  thus  av.jir!  incunvenieuce  to  both  tbelWenl 
Housing  Admini:<tration  and  the  tenants.     Since  portions  of  the  project  m? 
be  ready  for  occujMincy  prior  to  cumi-leri*  -n  of  the  entire  project  it  mv  fce 
necessary  that  the  mortgagor  submit  more  than  one  request  for  permissions 
occupy.     The  Director  will  als^.i  notify  the  Chief  Underwriter  of  receipt  of  reqiHt 
for  permission  to  occupy  in  orUer  that  necessary  inspections  may  be  m* 
prior  to  occupancy.     Upon  receipt  ..f  inf->rmation  from  the  Chief  Cnderwriw 
that  there  are  no  objections  to  such  ix-cupancy  the  E»irector  may  consent  to  sici 
occupancy.     At  this  time  it  i<  Lr^.vssary  f^r  the  L'irector  to  require  sabmisM 
to  him  of  evidence  that  public  au:.h'.'rities  with  jurisdiction  have  granted  iwl 
occup;incy  permits  as  may  ^»e  necessary. 

3.  Rental  Schedule. — S«>  !onz  as  the  maximum  rents  are  resrulated  tlirongl»(« 
the  Unite<l  States  and  its  p-'ssess;.  ns  by  any  azency  of  the  United  State*  Go*- 
emment  expressly  establishei  f-.^r  p-irj-.-ses  •:■'  ci.intrMlling  maximum  rents,  otte 
than  the  Federal  Housing  Co iLm isaii*.  ner.  the  approval  of  rent  schednles  by  ttt 
Administration  will  nni  N»  re«;u.re'l.  Maximum  rentals  established  by  a* 
agency  or  agencies  of  the  Ur^tei  S:a:es  will  b*-  a^.-vvpted  by  this  Administnti* 
as  the  approved  rental  sirh^e-'.-i.-r.  Ur«n  :he  exi-iratioii  of  the  authority  of  my 
.such  agency  of  the  United  S:a:e<  :••  r-cu*.ate  an-l  fix  maximum  rental*, u* 
where  the  insured  m-.-rtzaze  is  iz  tx  ess  ..f  »■•.«>■>.  the  then  existing  wbei* 
in  force  with  respect  to  the  pp.je.-:  sha'.L  tie  the  approved  rental  scbednk 
Upon  the  expiratit»n  of  5"- h  a::I:«  rl:y  a^d  wLrre  the  insured  mortgage  i« a 
exce.ss  of  $2«;«).«">«>>.  provisior.  wi-h  re-jir-:  :o  the  approval  of  tlie  rental  sdieto 
is  included  in  the  Miiiel  F  rrj  of  *  Vr::5c;i:e  •'»f  Iriix-^rp-oration. 

4.  Hazard  Injtunj^w:  RKf^ttr^^nte^i:.'*. — Wr.en  construction  onsite  Is  80  pw* 
complete,  and  in  ai-y  e^rL:  ;t-  -r  :■>  inicial-nnal  en«iors^meut  of  the  credit  i"^ 
ment.  the  EdrectMr  wi;:  -tra  •::  fr'.-ci  tie  I'^ief  Underwriter  in  quadmplicatj* 
completed  and  appIl.a'Tle  Form  --l+>-V\'.  -Hazani  Insnrance  Schedule"  » 
obtaining  such  hazar-l  :n<"T-.i::«>r  suiie- :■:'.•?  the  T'lrev'ti^r  will  escertain  iTWB * 
Chi^-f  T'lider.vri'r-r  :i  ■.:  <  ■.  <*.  ii-r-l  ■'.r  .i:  :':.  -r.  ":r.>*  '■•■* r '/•.<•* I y  reveals  tli*" iii>5^^ 
'  ii\\w  «"'f  The  1^  '^\  1-.  >"l  •  :■  ;-•  ".  >  I'.-r*  :  ■  .:  .--..y  ..  l:;i:.i:es  in  est  t.H-currinc  r.^ 
•j':t-i;:  :  ■  ::.-  :>.-■:.■-.-  i  '  -  •  •■."  -■  -:.:.  Thv  l':r»>«>t.»r  will  then  prepare* 
'I-i.i'ir-;:  "i'  av-  I-'  r  .  i:^'-  w  ^i  :  ■.:.  -  =  :■  <:-a:  .v  Reiv.iiremeuts  I'l^n  O:* 
ri-n  ■  f  Pr.:^::,*"  ..::  :  :.i:.i>  is  :  ":  -^s  : 

.'-'••<    "•   -    ■  ■"-     '    :> :  TvTViirarion. 
J.  il :•: ><  ■  f  : !: -  v.    r - « a j-. -: .  : he  i t-. ■  .-ect  m iml>er.  pri^ject :tf 
<*■->•■'  .1-  :    :  -  V     **  ■"-  '  ■■--  *■-  --•*?'  si^;ii'e<  provided. 
;     ■:  -■-.-  >'...  »:   •:■■:-"..  will  t->  inserted  the  uatr''* 
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ar.i:.   :.     -'  r'  -..    --:'4-''V.  ;;<  r:Nv»*  pr.»vided.  il.err '■--* 

.-!  -■■  -i  ■     •  ;■      ^.  ■:-   1  -    -•      V     i  ::.r   i:  r^li  :ib>  F..rm  244^-^  ^ 

:  r  '.V  ::  :,:-•   -x-  ■.--  V   t".   ::-' — '.v    -   :"..-  ^-w  v  :  r--v:de<l  t»*T  siensr.:?!]^ 

\7-l   'I?     :•..::..■.'.      :.  :     :>■       ■.  ;■     '  ^-:".--  ^-i^:-.   :i:t;ii?li!nents.  ^*^ '-'^ 

T'  t*  rv-.:*..-.' •.-  ^   '      -<   tX-  ■■:-■•'.   "  •...  :-  r"  •-:  ■  :>:■  e:ii'h  in  the  ^'-^'-r^ 

V  .  T  -  •  :   -  '^- -.  ■  :v  A k ►    . -■  r : a i  n  that  o >nie?  ■  ■ - 
r.:--   .::  ::  -   w..>:-:.^   -  and  Duplicatr  I*'** 


T:..-f  -   '.V  • 

.& 

The  naii.r  a:: 

.-r.l  : 

:-  ;i:i  :\  w  ::  '► 

I-   rarA^-i: 

•-:  I  -i" 

;:-Me  K.  :::: -4: 

"  .• 

I::  r:iri;^7:i 

:-:n-': 

:■■  >  F  r:::  ::4^ 

Forr/.<  : 

.--i-\V 

•>    •     k*    T«i 

-'.V 

corrt^I- 

- .  .1 

n  .V 

■;:  rtv:<-. 

r.s 

A.  '  '   . 

■    ■ 

.   .-  ■* 

•  ."     ■     J 

r 

T:  - 

<.. 

-  :* 

r:..  «•"." 

'.\ 

!:•:::>* 

-"  _ . . 

will  .  ■ 

r 

:'  V 

'vir.j 

•  ;. 

men:  •  : 

.:^ 

- 

,:;. .. ;: 

.:.. 

t  .  :!.- 

-    -■  .     •  - 

.•_ 

the  '"-■ 
Inf-:::. 
Cb-i:.-: 

A" 

.* 

' '    •*:   .: 

A- 

ir.sir.:* 
I  hem  :■■ 

"-' 

'\'         "": 

iire  ID 
tl-e  Din 

:.'• 

:  -' ' 

■ .'.  a  ■ »  r*: 

.5.   . 

'.  amoipaiio'^: 
:"  I'onsrriK'ii" 
■St  casos  it  ' 

1...  :i:jie  -f  :: 


\  -.  :v.  .1 :  ei y  t  hirty  li-.  ■*  J; 

I  '.7»  •'t«»r  w;!".  :"  ^'^j 

<      r'.  :-iu   No.  'r--''  "' 

•:.[^lereiy  r." 

■ :.:.:.  T  and  ::.       ^^ 

-   •   a  K-  t-nr  ii:-'  '"'■   ,^ 
ti-.  I  .-311' 

\\  I..  II   tl'.i-r'  -"   -'.y 

...l  .n..'  *^'vy   -  y^ 
.:..'  ::k  may  '"•  -  ■  • 


Digitized  by  VjOOQ IC 


I 


I 


!nsTaran<*e  upon  the  *»xe<Titlon  of  tbe  closing  pa  pern  in  the  form  appro  Fed  by  him^ 
In  the  event  some  nnforeeeen  legal  difficulty  should  arise  ftt  the  time  of  the  eo- 
donsement  of  the  credit  instrument  the  Director  may  telephone  the  Closing 
Attornej  and  if  the  question  cannot  be  disposed  of  by  telephone,  he  should 
adjourn  the  closing  until  the  attorney  ean  be  preseot  and  resolve  the  difficulty. 
In  UD usual  cases  where  the  Director  has  reason  to  believe  that  complications 
may  develop  with  respect  to  the  ciosiing»  he  should  request  the  Closing  Attorney 
to  tie  personally  present  at  the  closing  giving  tiltu  ample  notice  to  make  arrange' 
tnents  to  l>e  present.  Hereafter  is  a  des<:ription  of  the  steps  involved  in  closing 
with  instructions  as  to  the  reap<nigtbllity  of  the  Director  with  respect  thereto, 

1.  Rf^quesi  for  Endor^emettt  of  Credit  InMrument — CerHfieate  of  Mortgagee 
and  Mortftagor,  Form  2^55-W. —Vpon  completion  of  the  project  and  at  such  time, 
witbin  the  term  of  the  commitment,  as  the  mortis ^ee  dedres,  endorsement  of  the 
credit  instrument  for  mortgage  insurance.  Form  2455- W»  must  be  executed  by 
tile  mort^^a^^or,  the  mortgagee,  and  tlie  contractor*  and  must  he  submitted  by  the 
mortgagee  in  duplicate  accompanied  by  the  original  credit  instrument.  The  form 
is  larsjely  «elf -explanatory.  Hosvever.  upon  re<!eipt  of  an  exe<.'Uted  Form  2455-W 
the  Director  must  determine  whether  closing  is  in  order,  and  the  Director  will  be 
^ided  by  the  instructions  set  forth  hereafter. 

2.  Hazard  Inauratice  Hequireftteniii.-^Th^  Director  will  make  certain  that 
hazard  insurance  requirements  have  l>een  forwarded  the  mortgagee  In  accord- 
ance with  IX-A  above.  If  such  notice  of  requirements  has  not  been  given  the 
DiJ^eetor  will  Immediately  prepare  Form  2454- W  in  accordance  with  IX-4  and 
will  notify  the  mortgagee  of  snch  reqttiremeota  in  advance  of  initial-flual  in- 
dorsement of  the  credit  instrument  ■ 

3.  Adjustment  in  Mortgage  AmoMnt. —  {a)  Cases  in  which  a  mortgage  in  form  ■ 
required  by  the  Federal  Housing  Administration  for  a  principal  sura  e<iual  to  ■ 
the  amount  of  the  comujitment  has  l>een  placed  of  record  prior  to  closing: 
These  eases  may  involve  an  increase  or  decrease  in  the  amonut  of  the  mortgage 
to  be  insured.  If  ao  inereasf!,  the  mortgage  and  credit  instrument  will  have  to  be 
modified  so  as  to  coincide  with  the  exact  amount  (in  multiples  of  $100)  insured. 
If  It  appears  that  an  increase  will  be  necessary,  the  matter  should  be  referred 
by  the  Director  to  the  Assistant  Camraissioner*  Rental  Housing  and  Property 
Management,  so  he  can  see  that  the  proi>er  lepal  steps  are  taken.  A  mi  nor  de* 
crea.se  in  tiie  amount  to  be  insured  will  be  reflected  in  the  initial-final  endorse- 
ment for  mort^^age  iusuraace  and  the  eitact  amount  of  mortgage  principal  ad* 
vanced  and  insured  will  appear  in  the  endorsement  on  the  credit  instrument 
No  change  will  be  made  in  the  tenui  or  conditions  of  the  mortgage  inwtruments. 
It  It  appears  that  a  major  decrease  of  over  $1,000  will  lie  necessary,  a  modifica- 
tion of  the  mortgage  may  tie  In  order  and  the  matter  shonld  be  referred  with 
recommendations  to  the  Assistant  Commissioner,  Rental  Housing  and  Property 
Management,  In  all  cases  the  amortiaation  schedule  preijared  by  the  Comp- 
troUer  will  reflect  the  transaction  as  finally  cons u ma  ted* 

ib)  Cams  in  which  the  projtet  itt  compit'ttd  and  a  mortgage  in  fortn  saii9~ 
faetorg  to  the  Federal  HouMng  Administration  in  to  be  placed  of  record  OM 
closing:  In  these  cases>  since  a  mortgage  In  form  satisfactory  to  the  Federal 
Housing  Administration  Is  yet  to  be  placed  of  re^-ord,  the  stated  principal  amount 
of  the  mortgage  will  be  made  to  coincide  exactly  with  the  amount  which  is  to  be 
approved  for  mortgage  insurance  and  the  required  payments  to  principal  and 
Interest  will  be  adjusted  accordingly, 

4.  Chtarantce  against  l^ent  defects  and  fault jf  workmanship. — ^Form  2453-- W, 
Paragraph  13,  provides  that  where  the  insured  mortgage  is  in  excess  of  $200,000, 
prior  to  endorsement  of  the  credit  Instrument  the  mortgagor  will  furnish  satis- 
factory evidence  that  the  work  of  the  contractor  is  covered  by  a  guarantee^ 
running  for  a  period  of  at  lea.st  one  year,  against  latent  defects  and  faulty  work* 
man^hip  and  defective  materials,  which  guarantee  will  be  assured  by  a  irurety 
bond,  or  retention  in  escrow  of  mortgage  funds  in  an  amount  equal  lo  2% 
percent  of  the  face  amount  ot  the  mortgage.  It  is  the  duty  of  the  Director 
prior  to  endorsement  of  the  credit  instrument  to  determine  that  such  assistance 
ifi  provided,  and  the  Director  will  be  gnided  by  the  following  instructioMS : 

(a)  In  case  a  surety  bond  is  provided  such  bond  must  be  either  1 1 )  iu  Aroeri* 
can  Institute  of  Architects  standard  construction  form  or  (2)  on  Federal  Hous- 

I  ing  Administration  Form  '24ri2,  or  (3)  a  special  iiond,  the  legal  adequacy  of  which 
!s  the  responsibility  of  the  Closing  Attorney,  guaranteeing  speclflcally  against 

'  latent  defect's,  faulty  workmanship  and  material.  All  bonds  must  be  for  an 
amount  not  less  than  10  percent  of  the  construction  cost,  as  estimated  by  the 
Fffciierai  Housing  Administration.     All  bonds  must  incladethemortgagee  as  an 
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obligee  and  in  addition  must  be  assignable  to  the  Commissioner,  and  the  mort- 
gagor's interest  in  such  bond  must  be  assigned  to  the  Commissiuer  prior  to  ea- 
dorsement  of  the  credit  instrument.  The  surety  and  amount  of  the  bond  is  tbe 
responsibility  of  the  Director  and  the  form  and  legal  adequacy  of  the  bond  it 
the  responsibility  of  the  Closing  Attorney. 

(6)  In  the  event  no  bond  is  provided  the  Director  will  require  that  2^ 
percent  of  the  face  amount  of  the  mortgage  be  retained  in  escrow  by  the  mort- 
gagee for  a  period  of  one  year  to  assure  correction  of  latent  defects,  fault; 
material  and  workmanship.  No  Federal  Housing  Administration  form  of  escrov 
is  required  in  this  instance.  Form  2455-W,  Paragraph  4  (b),  contains  a  repre- 
sentation from  the  mortgagee  that  it  has  retained  this  2^2  percent  in  such  cases, 
and  the  responsibility  for  the  proper  handling  of  such  escrow  is  that  of  the 
mortgagee. 

5.  Title  Evidence. — ^Title  evidence  to  be  provided  by  the  mortgagee  at  dosing 
under  Form  2463-W  will  be  the  same  as  provided  for  in  IV--4  above,  such  evidence 
to  be  continued  to  the  date  of  endorsement  of  the  credit  instrument  or  recordi- 
tion  of  the  mortgage,  whichever  is  later,  and  the  Director  and  Closing  Attorney 
will  be  guided  accordingly. 

6.  Unpaid  Obligations. — Form  2453-W  provides  that  the  mortgagor  shall  f^^ 
nish  at  closing  satisfactory  evidence  that  there  exists  no  impaid  obligations  in 
connection  with  the  mortgage  transaction,  the  purchase  of  the  mortgaged  prop- 
erty, or  the  construction  of  the  improvements,  except  obligations  secured  by 
property  or  collateral  owned  by  the  mortgagor  independently  of  the  mortgaged 
property.  Form  2455-W  contains  a  representation  by  the  mortgagor  that  there 
do  not  exist  such  unpaid  obligations.  If  the  Director  has  any  reason  to  beliere 
that  the  certificate  of  the  mortgagor  in  this  respect  is  incorrect,  he  will  require 
submission  of  such  additional  evidence  as  in  his  opinion  is  necessary  and,  in  the 
event  of  discovery  of  unpaid  obligations  contrary  to  the  representation  of  the 
mortgagor,  the  Director  will  withhold  endorsement  of  the  credit  instrument  until 
such  obligations  are  liquidated  or  until  he  is  provided  with  evidence  satisfactory 
to  him  that  such  obligations  are  secured  with  adaquate  collateral  owned  by  the 
mortgagor  Independently  of  the  mortgaged  property. 

7.  Incomplete  Onsite  Construction. — The  requirements  with  respect  to  com- 
pletion of  onsite  construction  will  be  the  same  as  provided  for  in  VI-2  above, 
in  that  the  Director  will  reiiuire  an  escrow  under  the  terms  of  Form  2456-W  to 
assure  completion  of  onsite  construction  and  such  escrow  will  be  acceptable  only 
under  the  conditions  mentioned  in  VI-2  above. 

8.  Incomplete  Of/site  Facilities. — All  offsite  sewer,  water,  electric,  and  gas 
facilities  must  be  completely  installed  and  properly  connected.  Other  offsite 
facilities,  such  as  streets,  walks,  curbs,  and  gutters  may  be  incomplete  but  neces- 
sary facilities  for  ingress  and  egress  must  be  adequate  and  safe.  In  all  cases 
involving  such  incomplete  facilities  the  certifications  of  completion  will  be  ac- 
cepted only  if  there  is  presented  with  the  certifications  assurances  satisfactory 
to  the  Director  that  the  incomplete  facilities  will  be  completed  within  a  reason- 
able time  after  endorsement  of  the  credit  instrument.  Such  assurances  shall 
be  ( a )  assurance  from  the  proper  public  authority  or  public  utility  company,  as 
the  case  may  be,  that  such  public  authority  or  public  utility  company  will  com- 
plete the  facilities  without  cost  to  the  mortgagor,  or  (6)  a  cash  escrow  held  by 
or  placed  under  the  control  of  the  mortgagee  in  an  amount  equal  to  the  Federal 
Housing  Administration  estimate  of  the  cost  of  completion  of  such  incomplete 
facilities.  The  terms  of  the  escrow,  if  accepted,  must  provide  that  the  funds 
cannot  be  released  to  the  mortgagor  except  upon  completion  of  the  facilities  to 
the  satisfaction  of  the  Federal  Housing  Administration.  It  must  further  pro- 
Tide  that  the  mortgagee  has  the  right  to  exix»nd  the  funds  to  the  extent  available 
for  compleion  of  such  facilities  or  to  apply  such  funds  to  reduction  of  the  princi- 
pal amount  of  the  insured  mortgage  by  application  of  the  funds  to  the  last 
maturing  installments  of  principal  upon  receipt  from  the  Federal  Housing  Ad- 
ministration of  notice  to  do  so  at  such  time  as  in  the  opinion  of  the  Federal 
Housing  Administration  completion  of  the  facilities  is  being  unreasonably  de- 
layed. The  adequacy  (»f  the  assurances  from  the  public  authority  is  the  res)M»nsi- 
hility  of  the  Director,  but  such  assurances  must  be  in  writing  in  form  acceptable 
to  the  Closing  Attorney.  The  amount  of  any  escrow  for  assurances  of  comple- 
tion of  incomplete  offsite  facilities  is  the  responsibility  of  the  Director:  the  form 
and  legal  adequacy  of  any  such  escrow  agreement  is  the  responsibility  of  the 
Closing  Attorney. 

9.  Buildiuij  Pvrmita  and  Public  Approval. — Form  245.3-W  requires  submission 
•*or  to  "*  '  nt  of  the  creilit  instrument  of  written  evidence  that  the  build- 

^ing,  plumbing,  gas,  and  other  appliances  therein,  have  been  in- 
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^nbted  and  api>roved  by  all  deiiartmeDts,  boards,  and  agencies  of  ttie  munlelpat- 
"  county  or  state  or  other  government  bureaus  or  departmeiita  haring  Juria- 
lictiou  thereof  and  by  the  Board  of  Ftre  Underwirters  or  any  bureau  or  body 
performing  similar  functions.  At  eUming  all  such  nec't»f?8ary  evi deuce  must  be 
(nbmitted.  llie  siifficienc)'  of  such  evidence  is  the  rt^siiKitiKihility  of  the  Dlrei^tor. 
tt  having  bei^n  UetermineU  prior  to  lss<uance  of  Form  2-i.>,*i-AV  that  the  proiioaed 
;>roject  will  not  violate  ?xmlng  liiwa  or  re^lation^  <8ee  VI 11-2  above) ,  it  will  not 
>e  necessary"  that  further  evidence  of  compliance  with  zoniug  laws4  and  rCKUia- 
^ons  be  submitted,  unless  prior  to  endorsement  of  the  credit  instrument  there 
iftve  arlseu  questions  in  connection  ^^-Ith  xoiiiui;  laws  or  resrulatlons  or  litiRation 
Ji  connection  therewith*  in  which  event  the  Director  will  re<iuire  gsutmilsston  of 
mch  additional  evitleuce  as  in  his  opinon  may  be  necet^aary  that  no  volatious  of 
tonitii:  laws  or  rcKtiJatiua^  are  involved. 

10.  Special  Conditions. — At  closing:  the  iMrector  must  ascertain  prior  to  Initial- 
Snal  €*ndorj?ement  of  the  credit  iustnunent  that  nil  si>ecial  conditions  of  Form 
£453- W  have  been  complied  with  fully,  and  executed  duiilicate  copies  of  any 
locmnents  in  conue<  tion  therewith  iruist  lie  submitted  by  the  uiorttjagar  at  cloft- 
Jif,  The  resp<insibility  for  compliance  with  the  special  coudittons  is  that  of 
:he  Director,  The  le^al  adequacy  of  documents  in  connection  therewith  is  the 
pe^onsibility  of  the  Closing  Attorney.  In  addition,  if  any  collateral  agreements 
ire  necessary  with  respect  to  any  unusuai  conditions  encountererl  at  closing,  exe- 
:;uted  duplicate  copies  of  any  document's  iu  cunne<'tion  therewith  must  be  sub- 
mitted by  the  mort;:agc»r.  The  propriety  of  such  documents  la  the  respon^^lbillty 
jf  tiie  E»irei*tor.  The  legal  ade(iuacy  of  such  documents  is  the  resiMDiisihility 
}f  the  Closing  Attorney. 

11.  Crtdit  IttMtntmpnt.^The  credit  Instrumtmt  will  be  on  Federal  Housing  Ad* 
Cinl^tration  printed  form.  The  acceptability  aud  proiier  execution  of  the  credit 
nstrument  is  the  resjM.>iisibilify  of  the  Closinir  Attorney. 

12.  MQrtuav^\ — Tlie  inorlg?ige  will  be  on  the  Federal  Housing  Administration 
(printed  form,  and  requliemenus  with  respei^t  thereto  will  l»e  as  provided  in  IV-3 
ibove.  The  afreptnbllity  and  proper  exetnitiiin  of  the  mortgage  iia  the  responsl* 
nility  of  the  Closi ng  Attorney.     !  Bee  1 V-3  above.  > 

i:i.  Vhaitri  Morffjitf/e  or  Attornt'u'n  Verti^etite. — At  cioslng:  there  must  be  ob- 
tainetl  a  chattel  tnortgatce  or  similar  instrument  on  all  movable  pi^operty  pur- 
chased with  m<irigage  prcK-etHls  or  the  certificate  of  the  mortgagee's  attorney 
Hb&l  such  propei'ty  Is  covered  by  the  lien  of  the  insured  mortsrtge.  The  furnishing 
>f  information  to  the  Closing  Attorney  as  to  movable  property  purchased  with 
mortgage  prot-eeds  is  the  resimnsibiiity  of  the  Director,  The  legal  adequacy  of 
the  instrument  or  opini<m  acc^epted  Is  that  of  the  Closing  Attorneys, 

14.  CerHtiC4it€  of  In^wporatian  of  J/or*j?affor.^Where  the  insured  mortgage 
Is  in  excess  of  liiOQ.tKM)  tlie  requiremeuts  for  the  certificate  of  incorporation 
If  the  mortgagor  in  cases  closed  under  Form  2453-W  will  l>e  the  same  as  in 
he  case  in  w^hich  mortgage  proceeds  are  advanced  during  the  course  of  con- 
struction.    (See  IV-6  above.) 

lo*  '*8urV€i/  Jn$tnwtiofi^  and  Vcrtificate,^'  Form  2^B*1^W. — The  requirements 
or  a  survey  and  certificate  will  be  the  saaie  as  outlined  in  IV-5  ab*jve.  The 
Tjrvey  shall  include  the  exact  location  of  buildings^  w^ater^  sewer,  gas  aud  electric 
ciAfnSf  and  all  easements. 

16.  Minuter  of  Meeting»  of  Stockkoldf^a  and  Directors  of  Morigaffor^^-The 
equirements  for  suhmlsslon  of  minutes  of  ujeetlngs  of  corporate  bodies  will  be 
he  sanie  as  provided  for  in  JV-7  above. 

17-  Bi/l^ws  of  Mortffftffor  (Corpora  Hon  a— The  requirements  respecting  the 
ylaw^s  of  the  n^ortgupor  will  t>e  the  same  as  provided  for  in  IV-S  above. 

18.  Stot*k  Subscription  AgreementM. — ^The  requirements  for  stock  subscription 
g^reements  will  lie  tbe  same a.s^  provided  for  in  IV-f>  utKUp. 

til.  Evidfnve  of  ('ommi^^ionf'r'it  BcttifiHal  Interest  in  Mortfiafion^The  re- 
uirement??  for  submission  and  procedure  for  hundlinjr  the  evidence  of  the  Com- 
ilssioner's  beneficial  interest  will  \m  the  same  as  provided  for  in  IV-lll  alwive, 
nd  although  the  evidence  of  the  Commissioner's  beneficial  interest  In  f!ases  of 
ti\H  nature  will  he  ret^elved  immediately  prior  to  preparation  of  the  Washington 
locket  <s*.*e  XI  hereafter),  the  Dire^^tor  will  fon^^ard  llie  evidence  of  the  t'om- 
iis*?iiineKs  beneficial  interest  directly  to  the  Comptroller  in  accordance  with 
V'lO  abov«». 

20,  CofuprehenJiive  Attomctl's  Ofdnion. — The  mortgagor's  attorney  will  suh- 
ait  at  closing  to  fbe  Closing  Attorney*  addressed  to  the  mortgagee  nnd  the 
ral  Houslug  Administration*  his  comprehensive  opinion  as  to  the  legality 
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&t  the  entire  transaction  and  the  iegiility  aud  adequacy  of  contractual 
ments.     The  naiure  ajid  scope  of  xM^  <ii>mion  is  the  responsibilitj  of  the  i 
Attorney* 

21.  Iniiial  Final  Endorsement  ©/  Credit  Instrument  and  Collection  oj 
Morfffoffe  Iitsuraptce  Preinium,— Upon  receipt  of  a  certification  from  the  ( 
Atiorney  that  the  Instruments  are  in  order,  the  Director  will  initiall 
finally  endorse  the  credit  instrument  and  simultaneously  therewith  reqalr 
ment  hy  the  mortgagee  of  the  first  mortgage  iiisnraiice  premium. 

22.  Copies  of  Ifuimmtrnts. — If  the  Closing  Attorney  is  not  present  at  d 
the  Director  wUi  retain  three  copies  of  all  closing  Instruments,  one  set  t 
local  LDJSuriug  office,  one  set  for  the  Washingtoci  D<icJtet  for  forwardi 
WaBhfngton  a^  provided  in  XI-1  hereafter,  and  the  third  for  the  Cloaii 
torney,  to  whom  a  set  should  be  mailed  Immediately  after  closing  for  hts  re 
In  addition,  the  Director  will  deliver  the  original  insured  credit  instri 
ajid  the  original  mortgager  or  deed  of  trust,  to  the  mortgagee.  If  there  is  i 
cover! nt^'  latent  defects  only,  the  original  should  he  furnished  to  the  mort 
and  a  c<iuf<^^rmed  copy  retained  for  the  Federal  Houfiiug  Admin Istratlan. 
original  iioiicy  of  titie  insurance,  or  title  binder,  should  be  delivered  I 
niorti^ftgee  and  a  dui>licateH>riglnai  inserted  In  tlie  WaKhmi^ton  Docket.  ) 
Closing  Attorney  is  present  at  the  closing,  he  will  at  lead  to  the  diistribiltl 
the  closing  Instruments. 

23.  ReviJtimi  of  Itbuinimetitn. — Subsequent  to  Initial-final  endorsement  i 
credit  instruiaent  no  revision  of  the  terms  or  conditions  of  the  insured  mor 
or  of  any  of  the  contractual  Insirumeiits  will  be  permitted  without  prior  api 
of  the  Assistant  Commissioner,  Rental  Housing  and  Pr<:^perty  Mana^emei 

Xf.  Di^potfiiim  of  Dockets  Under  Form  i463-W 

immediately  following  inJtial-final  endorsement  of  the  cf^it  Inatnilli 
cases  closed  under  Form  2453- W  the  Director  will  require  tbe  prepamUim 
permanent  binder  to  be  known  as  the  Washington  Docket.  The  materfll 
tloned  in  subparagraph  1  hereafter  will  be  obtained  from  the  Washiiigioi 
Duplicate  Dockets,  as  may  l>e  necessary,  and  the  material  not  indnded  I 
Washington  Docket  or  otherwise  transmitted  to  Washington  will  be  retaia 

1.  Contents  of  the  Washington  Docket. — The  following  papers  will  be 
on  each,  in  the  order  indicated,  the  ai^lication  on  the  bottom : 
Application  Section: 

Application  for  Mortgage  Insurance,  Form  2013~W.     (O) 
Mortgagor's  Certificate  of  Occupancy  Preference,  Form  2013e.     (O) 
Project  Income  Analysis  and  Appraisal,  Form  2264- W.     (C) 
Commitment  to  Insure  Upon  Completion,  Form  2453-W.     (C) 
Assignment  of  Commitment  and  Acceptance,  If  any.     (O) 
Bluest  for  Endorsement  of  Credit  Instrument — Certificate  of  Mortg 
and  Mortgagor,  Form  2455-W.     (O) 
Contract  Section : 

Bond   (A.  I.  A.  form,  or  FHA  Form  2452  or  special  form)  guarantc 

against  latent  defects,  etc.,  if  any.     (DO) 
Building  Permits.     (C) 

Escrow  Deposit  Agreement,  Form  2456- W^  if  any.     (EC) 
Escrow  Deposit  Agreement  to  Insure  Installation  of  OffSlte  Facilities,  f 
2446-W,  If  any.     (EC) 
or 
Assurance  of  Public  Authorities  or  Public  Utility  Companies  for  Ihsti 

tion  of  Offslte  Facilities,  If  any.     (EC) 
Collateral  Agreements,  if  any.     (EC) 
Title  Section : 

Title  Evidence,  as  accepted  at  closing.     (DO) 

Certified  Survey  of  Property  (Survey  with  Form  2457-W  attached). 
Zoning  Ordinances.     (C) 
Mortgage  Section : 

Mortgage  Bond  or  Note  (FHA  Form). 

(The  above  Item   must  be  a   conformed   copy   as   initially  and  fiw 
endorsed).     (C) 

Mortgage  or  Deed  of  Trust  (FHA  Form).     (C) 
Hazard  Insurance  Schedule,  Form  2445-W.     (C) 

Hazard    Insurance    Requirements    Upon    Completion    of    Project,  Fo 
24M-W.     (EC) 
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Chattel  Mortgage,     { CC ) 
or 

Certl^cate  of  Mortgagee's  Attorney.     (O) 

C*:imprehenstive  Attorney's  Opinion.     (O) 
^brporti  \ ion  Section : 

Certificate  of  Incorporation  of  Mortgagor. 

B5"law8  of  Mort^:iigor  Corporation.     (CO) 

StOL'k  Subsorii»tkm  Agreements.     (CC) 

Minutes  of  Meetings,  Organisation,  etc.*  of  Directors  and  Shareholders  of 
Mortgagor,     (CC) 
<*s=Copj.     CC=Certtfietl   Copy,     DO^DapUcaU   OrSglnaL     EC  =  Executed   Copy     0  = 


<<i)  Following  assembJy  of  material  in  tlie  Washington  Docket  as  flbove  pro- 
Ided  tJiere  will  be  inserted  a  completed  "Requisition  for  Auiurtlzation  Scbed* 
le".  Form  24rK^W,  tlie  datii  in  such  form  to  be  obtained  directly  from  the 
0py  of  the  note  and  mortgage, 

2.  Matitial  Not  Invhid*:d  in  the  Waghmflt*yn  Docket. — Subparagraph  No.  1 
liove  makes  no  reference  to  (a J  ma.«!ter  set  of  drawings  and  ^peiiUcalions,  or 
^>    pretcrred  stin^k  cert  i  lira  te.     Thewt*  documents  are  dlsi>o^d  of  as  follows. 

itB}  Ma.ster  Set  of  Drawings  and  Speciticutlana  and  coiJlee  of  all  approved 
banges:  To  be  retained  In  tbe  Insuring  Office  nntil  expiration  of  one  year 
allowing  jnitial-^nal  endorsement  of  the  credit  Ingtrument,  when  tliey  will  be 
lually  reviewed  for  completeneas  and  certification  as  required  in  transmittal 
ttter  102400  after  which  each  set  of  plans*  specifications^  and  change  orders  Is 
o  tie  ti^hUy  rolled  aa  a  unit  with  the  plans  on  the  outside  and  securely  tied  with 
w^ine  (Heavy  India  Finished— 21  T  648)  at  each  end;  the  gumme£l  label  No, 
.01386  nuist  be  prepared  by  Indicating  the  year  completed.  Section  of  the  Act  as 
iftil  a!^  tbe  FHA  Project  serial  number  and  affixed  to  the  end  of  the  roIL  The 
■Pi^t  name  and  serial  number  shall  also  be  written  or  printed  in  crayon  on 
K^<mtmde  of  the  rolL  Transmittal  I.etrer  No.  1024t^  is  to  be  aignetl  in  tripli- 
late  hj  the  Director  and  enclosed  In  an  envelope  which  will  be  securely  attached 
)o  the  ontside  of  the  roll  with  Scotch  tape  and  thereafter  forwarded  to  the 
director  of  Administrative  Services  Division*  Attention :  Files  and  Eecords  Unit^ 
iOCn  Vermont  Avenue  NW.,  Washington  25,  D.  C. 

( & )  Preferred  Stock  Certificate  or  other  evidence  of  beneficial  interest :  This 
Irill  bave  been  previously  forwarded  to  the  Comptroller  in  accordance  with 
iBtablif^hed  proceffure. 

3.  UaiUnff  of  Washington  Docket, — Immediately  following  the  preparation  of 
the  Washington  Docket*  it  will  be  forwarded  to  the  Closlnfy:  Attorney  with  juris* 
iiction  (by  registered  mail.  If  mailed).  It  will  he  the  dnty  of' the  Closing 
Attorney  to  check  the  Dorket  to  determine  that  it  includes  ihe  in^^trumenis  to  be 
Ineiuded  therein  in  accordance  with  subparagraph  1  above  and  t4>  determine  that 
HM»h  instmments  are  in  proper  legal  form.  Upon  determination  Uiat  the  Docket 
^ntalns  all  required  instrnment"^  and  that  Raid  instruments  are  in  proper  form 
the  Closing  Attorney  will  Insert  In  the  Docket  Ms  certificate  stating  that  be  has 
ehecked  the  Docket  and  that  it  complies  witli  this  paragraph.  One  copy  of  such 
certificate  will  be  forwarded  to  the  Chief  Counsel,  Rentiil  Housing.  Washington, 
D,  C  The  attorney  will  then  forward  the  Docket  hy  registered  mail  to  the 
Comptroller,  Fe^teral  Housing  Administration,  Washington.  D.  C*  Attention : 
Project  Audit  Sectlont  with  suitable  letter  of  transmittal,  one  copy  of  which 
letter  shall  be  sent  to  the  Insuring  Office  from  which  the  Docket  was  received 
•Jid  one  copy  to  the  Assistant  Commissioner,  Rental  Housing. 

4.  Jfafcrial  tn  he  retained  in  the  Insurinff  O^^e.—AH  remaining  original  and 
anplicate  material  will  remain  In  the  Insuring  Office  as  provided  for  In  Vll-t 
above. 

rise  AX  INSTRUCTIONS 

JW.  The  personnel  deitiffnated  m  rejspomihle  hu  the  Director  bJuiU  &€  guided 
in  the  ootlection  and  refund  of  fecu  and  premiums  hi;  the  followHnff  para- 
graphM 

JTo  ehargeft  or  refunds  other  ihnn  those  listed  in  this  section  moff  he  made. 
**ieept  as  Indicated  otherwise  hereunder,  the  general  fiscal  procedures  of  Volnme 

Jl  of  the  Field  Operating  Manual  will  control, 

L  Tffpes  of  CoUeeiion  and  Aceonntmg  Co^c*.— Tlie  various  types  of  C^ollec- 
tlE>as  Tinder  Section  mn  w^blcb  should  be  received  In  a  Field  Office  are  as  Indi- 
cated bel<iw.   They  will  be  entered  under  ^'Classifications'*  on  the  Ofl^cial  Receipt 
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and  Schedule  of  Collections  by  nae  of  the  "Ckxie"  indicated  opposite  eadi  mm 
designation. 

(a)  EaaminatUm  Fee — Ood€  1. — ^The  requirement  to  collect  a  full 
Fee  of  Three  Dollars  ($3.00)  per  Thousand  Dollars  <|1/M)0)  of  the 
plied  for  with  certain  initial  applications  was  discontinued  on  Oeoember  H  WB 
efTectiYe  with  revision  in  Section  008  AdministratlYe  Boies  on  that  date.  Cl 
and  after  that  date  this  fee  became  collectible  in  two  parts  for  all 
in  accordance  with  provisions  of  paragraphs  (b)  and  (c)  below. 

The  balance  of  an  Examination  Fee  (code  B-1)  is  required  whoiever 
in  amount  is  involved  in  connection  with  all  commitments  reopened  within  M4qi 
of  expiration  or  termination  and  with  all  refinanced  mortgages,  as  provMedte, 
respectively,  in  paragraphs  if)  (8)  and  iff)  below;  and  also  In  cioaswtia 
with  increases  in  the  amount  of  commitments  and  mortgages  as  Indicated  wim 
(h)  below. 

(b)  Application  Fee--Code  /a.— An  AMOicatlon  Fee  at  the  rate  of  One  Dote 
and  Fifty  Gents  ($1.60)  per  Thousand  Dollars  ($1,000)  of  the  amount  appM 
for,  shall  accompany  each  a]w»lication  when  initially  presented  and,  alM^  m 
directed  under  (/)  (1)  (2)  and  (4)  below. 

(0)  Cammitmeni  Fee^-^ode  Ic. — ^A  Oommitment  Fee  at  the  rate  oC 
Dollars   ($3,.00)  per  Thousand  Dollars  ($1,000)  of  the  largest  aiUNni 
mitted — ^less  credit  for  the  amount  of  the  Application  Fee  (and 
Fee,  tf  any)  previously  collected  and  retained  in  the  case — ^will  be  dae  ipi 
delivery  of  the  commitment  to  the  mortgagee. 

(d)  Ituuranoe  Premium — Code  2. — ^An  Insurance  Premium  at  the  rite  4 
Five  Dollars  ($5.00)  per  Thousand  Dollars  ($1,000)  of  the  face  amoont  of  the 
mortgage  loan  will  be  collected  at  the  time  of  initial  insurance  eadonmMiL 
AU  Insurance  Premiums  due  subsequent  to  insurance  end<Hrseaient  will  be  col- 
lected by  the  Ck)mptroller*s  Division  at  Washington. 

(e)  Inspection  Fee — Code  6. — An  Inspection  Fee  at  the  rate  of  Five  DoUan 
<$5.00)  per  Thousand  Dollars  ($1,000)  of  amount  of  commitm^it  Is  oHlectibie 
upon  the  acceptance  of  a  Conunitmait  to  Insure  Upon  €k>mpletion.  Form  a45^W, 
or  upon  initial  endorsement  for  insurance  where  a  Commitment  for  Insoran», 
Form  2432-W,  has  been  issued.  €k)de  6  will  apply  also  to  any  addltkNal 
Inspection  Fee  which  may  be  required  by  the  Administration  as  provided  in  tbe 
Commitment  to  Insure  Upon  Completion. 

(f)  Reopening  Applications  and  Commitments — Reopening  Fee — Code  tfa.- 
Applications  which  have  been  rejected  or  withdrawn  and  commitments  whicb 
have  expired  or  been  terminated  may  be  reoi)eDed  as  indicated  under  (1)  throoili 
(4)  below.  The  Reopening  Fee  (code  6a)  will  be  collected  only  for  a  commit- 
ment reopened  within  90  days  of  its  expiration  or  termination.  No  reopening  Ut 
will  be  charged  for  reopening  applications  whicli  have  been  rejected  or  with- 
drawn. 

(1)  Applications  Reopened  WITHIN  90  Days  of  Rejection  or  Wiihdraufol- 
An  application  reopened  within  90  days  of  its  rejection  or  withdrawal  shall  be 
accompanied  by  an  Application  Fee  less  credit  for  any  Application  (or  Sxamint* 
tion )  Fee  previously  collected  and  retained  in  the  case.  There  will  be  no  change 
in  project  number.    There  will  be  no  Reopening  Fee  Chargeable. 

(2)  Application  Reopened  AFTER  90  Days  of  Rejection  or  Withdrawal,'-An 
application  reopened  after  90  days  of  its  rejection  or  withdrawal  shall  be  treated 
as  a  new  application.  It  shall  be  given  a  new  project  number  and  it  shall  be 
accompanied  by  an  Application  Fee  in  full  without  any  credit  allowance  for 
fee(s)  under  the  former  project  number.  There  will  be  no  Reopening  T» 
chargeable. 

(3)  Cotnmitment  Reopened  WITHIN  90  Days  of  Its  Expiration  or  TermiMr 
tion, — A  Reopening  Fee  (code  6a)  at  the  rate  of  Fifty  Cents  (50^)  per  Thousand 
Dollars  ($1.0(X»,  based  upon  the  face  amount  of  the  expired  or  terminated  com- 
mitment, shall  accompany  the  request  for  reopening.  If  termination  is  due  to 
nonpayment  of  commitment  fee,  reopening  may  be  considered  only  when  tbe 
remittance  covers  the  reopening  fee  plus  the  commitment  fee  specified  in  the 
commitment. 

If  the  reopened  commitmnt  is  for  an  increased  face  amount,  there  shall  be 
coUected  Three  Dollars  ($3.00)  per  Thousand  Dollars  ($1,000)  (Code  B-1)  based 
on  sucb  excess.  If  amount  of  commitment  is  reduced,  there  shall  be  no  r^ond 
of  any  portion  of  the  fees  collected. 

(4)  Commitment  Reopened  AFTER  90  Days  of  Its  Expiration  or  TermisS' 
tion. — ^A  request  to  reopen  a  commitment  more  than  90  days  after  its  expiratl«B 
or  termination  must  take  the  form  of  a  new  application.    It  shall  be  given  a  oew 
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[Toject  numljpr  and  it  shall  be  accompanied  by  an  Application  Fee  in  full  withoui; 
tty  credit  nnowance  for  fee(s)  under  the  former  numlw^r.  There  will  be  no 
lei>r«»nin^r  Pee  rharKeable. 

*  iff)  H^jflfianclnff  an  I  nan  red  Morifftigc — Rt^pnaJteinfr  F^r — Cotfr  6a. — When  a 
fe^v  infftir€^!  niort^ape  Is  .snbstltutert  ff»r  ii  prejmi^l  Injured  mortpa?;e,  a  ReHnanetng 
fee  (code  nil)  at  the  rate  of  Fifty  Cents  (TiO^*)  per  Tlmusarnl  Dnllar??  f $1,000) 
fill  be  tine*  Tlii^  fee  j^tiall  be  based  m^m  tbe  imtstandln^r  balance  of  the  prepaid 
lortEnee  or  the  face  amount  of  tbe  new  mortgagee  fwhk'heTer  is  the  Rmaller) 
pd  shall  be  eullecte<l  nt  the  time  of  endorsement  of  the  new  mortgage, 
.In  addition^  if  tbe  face  amount  of  tbe  new  mortjjaire  e^cceedK  the  ha  la  nee 
pt^tandlng  under  the  previaid  mnrt^a^e.  nn  additional  Eitaminatlon  Fee  of  Three 
lolliirs  ($^iXK))  per  Tbousand  Dollars  ($l,f)00)  (code  B-1)  basetl  ux>on  such 
mvcsx  shall  be  col  let*  ted  at  tbe  lime  of  endorsement  of  the  new  mortgage.  Assign 
I  new  project  number  and  schedule  fees  thereunder, 

<h)  part  or  B alanine  of  Fcea  or  Premiums — Code  P-  or  B-. — Initial  snhmlS' 
|aD9  of  less  than  tbe  required  amounts  of  fees  or  premiums  as  indicflted  under 
be  foregoing  p*iraf^raphii  {a)  tbrou^b  ie),  (f)  (3)  and  (^1  will  have  tJieir 
ppli cable  code  numbers  prefixed  with  'T-'*.  Inrrrfjitf\H  iv  oma^iitfii  of  appllca- 
lon^,  comnritn)eiits,  and  Inmired  mortfrages  will  call  for  additional  charges  of 
(le  tjT^eij!  indicated  above  and  their  code  numbers  wll!  be  prefixed  "B-*\  This 
l^flr  will  be  tised  also  for  any  balance  of  fee  or  premium  received  when  through 
rror  mdy  prirt  of  the  amount  due  was  submitted  initially. 
J  2,  Earnvd   CoUf^ctifmff   utftl   PvrminMihIe   Refundn. —  («)    Bamfd   Collevtions: 

(1)  Ernmimifiov  Pee  Ct^Ucctifm^  Heforc  Bvccmbcr  J 9,  /3-^7. — An  Exam- 
ination Fee  collected  in  connection  with  an  application  for  Two  Hundred 
Thousand  Dollars  <$2C)0,000)  or  less  received  in  an  office  prior  to  December 
10,  1947*  who  11  be  considered  earned  in  full  upon  tbe  issuance  of  the  commit- 
iTient.  There  will  l)e  no  adjusting  refund  when  the  amount  of  any  commit- 
ment is  less  tban  tbe  amount  applie<l  for  but  there  will  be  no  cbarge  for  any 
later  increase  in  such  commitment  up  to  the  full  amount  orlffinnlly  applied 
for. 

One  Dollar  and  Fifty  Cents  ($1.50)  per  Thousand  Dollars  ($1,000)  of  any 
mieh  Eiamlnation  Fee  shall  be  considered  earned  if  the  application  Is 
rejected  or  withdrawn  at  any  time  after  the  estima te  of  cost  is  completed 
and  before  the  commitment  is  issued^  Exception:  See  paragraph  (&)  (3) 
below. 

KoTK. — With  an  application  received  on  and  after  December  19,  iBiJ.  any 
overpayment  of  tbe  Apr>licntlon  Fee  (see  iwiragrapb  1  (&)  above)  such  nn 
when  a  full  Eitaminatlon  Fee  is  received  In  error  with  an  appiicatiou  which 
should  have  been  accompanied  only  by  an  Application  Fee  will  be  treated  as 
an  **orer payment"  of  Application  Fee  (code  la>  and  refunded  or  adjusted 
fis  provided  for  under  paraii^raph  2  (&)  (6)  below, 

(2)  Application  Fee^^Xny  collected  Application  Fee  shall  he  considered 
earned  uiion  completion  of  estimate  of  cost  under  any  project,  except  as 
provided  under  paragraph  (S)    (3)  below\ 

<[3)  .4  ComTtiitttunt  Fee  sbaM  be  considered  earned  after  the  issuance  of  the 
commitment  ami  ui>on  the  ref.'cipt  ijf  the  fee  in  an  uffice  and  any  later  reduc- 
tion in  amount  of  couimitraent  will  call  for  no  reduction  or  refund  of  such 
fee. 
'  (4)  An  In«urunce  Frmntum  shall  be  considered  earned  upon  the  endorse- 

Kent  of  the  credit  instrument  for  insurance. 
(5)  The  InApfCtion  Fre  shall  be  considere+l  earned  where  a  Oommltment 
ir  Insurance*  Form  2432-W,  has  been  l8sue<l  when  the  mortiiage  Is  initially 
idorsf^d  for  insurance  and  con-fit ructinn  hfjj^  fontmcftccd^ 
When  the  Ci>mmilment  to  Insure  Upon  Completion,  Foi*u»  34r»3-W,  is  usee!, 
the  Inspection  Fee  ^ball  t>e  considered  earned  uixm  the  acceptamx^  of  such 
commitment  by  the  mortgagee  and  mortgagor  and  construction  hnn  cont- 
menti'd, 

(fl)  The  Reopening  or  Refinancing  Fcca  shall  l>e  considered  earned,  resi>cc:"- 

lively,  {a}  when  expired  vr  ternii anted  ctimmitment  is  reopened  and  accepted 

for  further  processing  and    (&J    when  the  new  mortgage  is  endorsed  for 

intiu  ranee, 

(&}  Refund  Vouchers. — The  field  ofllce  shall  initiate  all  vouchera  to  cover  per- 

kiM*ible  refund*  In  conne<.tion  with  Se<'tiou  608  projects.     When  refunds  are  to  be 

Hade  imder  two  or  more  items  per  project  at  the  same  time  tiiey  shall  be  Included 

Q  one  refiuid  voucher. 
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Closing  audit  time  will  be  when  a  project  is  rejected,  withdrawn,  expired,  ter- 
minated, or  insured  by  final  endorsement ;  however,  if  it  appears  from  pendiiv 
negotiations  that  a  noninsured  project  may  be  reopened  in  the  near  future,  tbt 
closing  audit  may  be  deferred  if  found  to  be  desirable  not  to  exceed  90  days,  it 
closing  audit  time  the  Closing  Audit  Sheet,  Form  20T7d,  bearing  the  Project 
Number  and  with  the  Fiscal  grid  completed  shall  be  prepared  in  duplicate  andtte 
original  Included  In  any  Washington  Docket  sent  to  Washington. 

A  letter  of  ewplanation  to  the  Assistant  Commissioner,  Rental  Housing  9si 
Property  Management,  shall  accompany  each  refund  voucher  giving  amouni  af 
work  done,  status  of  case,  and  an  elaboration  of  the  reason  for  making  the  refunl 

Refund  vouchers  should  be  prepared  at  closing  audit  time  (unless  requested 
earlier  by  remitter  or  as  Indicated  for  "overpayments"  see  (6)  below)  in  the 
manner  prescribed  In  paragraph  633  of  the  FOM  In  the  following  situations  only: 

(1)  Rejected  PRIOR  to  Completion  of  Estimate  of  Cost. — When  an  applicatioi 
is  rejected  for  any  reason  at  any  time  prior  to  completion  thereunder  of  u 
estimate  of  cost,  any  collected  fees  shall  be  refunded  at  closing  audit  time. 

(2)  Withdrawn  PRIOR  to  Completion  of  Estimate  of  Cost. — ^When  an  api^tt- 
tlon  Is  withdrawn  for  any  reason  at  any  time  prior  to  completion  thereunder  rf 
an  estimate  of  cost,  any  collected  fees  shall  be  refunded  at  closing  audit  time. 

(8)  Should  Have  Been  Rejected  PRIOR  to  Completion  of  Estimate  of  Cott.- 
When  after  completion  of  estimate  of  cost  a  project  Is  found  to  be  of  a  type  wlnA 
should  have  been  rejected  prior  to  completion  of  estimate  of  cost,  any  collectrf 
fees  shall  be  refunded  at  closing  audit  time. 

(4)  Rejected  or  Withdraton  AFTER  completion  of  Estimate  of  Co**.— Wba 
after  completion  of  estimate  of  cost  (and  before  commitment  is  issued)  an  appfr 
cation  is  rejected  or  withdrawn  for  any  reason  except  that  covered  In  (3)  aboie, 
the  amount  of  fee  collected  which  is  in  excess  of  One  and  One-Half  DoUais 
($1.50)  per  Thousand  Dollars  ($1,000)  of  face  amount  of  mortgage  loan  appl^ 
for  shall  be  refunded  at  closing  audit  time. 

(5)  Construction  Not  Commenced. — If  construction  has  not  started,  any  col- 
lected Inspection  fee  may  be  refunded  at  withdrawal  time  provided  any  Commtt- 
ment  to  Insure  Upon  Completion  or  any  endorsed  instrument  are  returned  to 
this  Administration  for  cancellation  of  sijmatures  of  the  authorized  agent 

(6)  Overpayment  of  Fee. — Any  overpayment  of  fee  (including  duplication  o^ 
fee  or  fee  remitted  in  error)  will  be  refunded  at  closing  audit  time  with  the 
following;  exceptions:  (a)  Any  minor  ovcrpainnevt  of  Application  Fee  will  be 
adjusted  in  the  collection  of  the  Commitment  Fee;  (NB:  A  material  overpaf 
ment  of  Application  Fee  should  be  refunded  without  delay  after  receipt  in  tiK 
ofllce)  ;  (b)  any  overpayment  under  a  Commitment  to  Insure,  Form  2432-W, 
will  be  refunded  at  time  of  initial  endorsement  for  insurance ;  and  (c)  any  orrr- 
payment  under  a  Commitment  to  Insure  Upon  Completion,  Form  2453-W,  will  I* 
refimded  when  commitment  is  issued  and  accepted. 

(7)  Construction  Prevented. — Subject  to  the  approval  of  the  Assistant  Ohb* 
missioner,  Rental  Housing  and  Property  Management,  any  fees  collected  under 
an  active  commitment  may  be  refunded,  provided  the  commitment  is  surrendered 
when  construction  is  prevented  due  to  causes  beyond  the  control  of  the  mortfl- 
gor  or  mortgagee. 

(8)  Lack  of  Need  for  Housing. — When  a  Director  determines  there  i?co 
need  for  the  additional  housing  represented  by  an  active  commitment.  ^ 
may  refund  by  means  of  refund  voucher  any  collected  fees  thereunder  ni^^ 
surrender  of  the  commitment  involved. 

(9)  Insurance  Cannot  be  Made  Effective. — When  insurance  endorsement i* 
prevented  by  noncompliance  with  commitment,  expiration,  or  withdravr^L 
etc.,  any  collected  initial  mortgage  insurance  premium  shall  be  refunded  sf 
closing  audit  time. 

Any  ot-erpayment  of  mortgage  insurance  premium  will  not  be  refnndf^ 
as  adjustment  will  be  made  after  insurance,  by  the  Comptroller. 

(10)  Reopening  Refund. — If  reopening  is  refused  before  further  pm'e?*'^^ 
any  collected  reopening  fee  will  be  refunded. 

(c)  Reasons  for  Refunds:  The  refund  vouchers  shall  indicate  the  "rem'''' 
for  refund  by  use  of  the  underscored  subject  caption  only,  of  the  applicable  S# 
l)aragraphs  (1)  through  (10)  under   (b)  above.  ,. 

3.  Scheduling  Collect  ions. —Follow  the  Fiscal  Chart,  Paragraph  621  of  the^e^ 
Operating  Manual,  in  preparation  of  Schedules  of  Collections,  ^^•hen  reixrtiw 
any  collection,  besides  showing  the  accounting  code  applicable  thereto.  &}^^ 
show  the  amount  of  the  mortgage  in  the  "Amount  of  Mortgage"  column.  ^"^^ 
reporting  any  change  show  the  (new)  total  amount  of  the  mortgage.    In  the^^ 
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yf  a  change  In  amoimt  In  a  snperseding  mcirti^ge,  ehow  the  amount  of  the  out- 
$ta tiding  balance  under  the  old  mortgage  and  Immediately  therennder  the  amount 
>f  the  superseding  mortRage. 

4.  Section  BOS  Cases  Fursnani  to  Set^Hon  610. — The  charges  and  their  account- 
ing codes  set  forth  under  pavaRraph  1  above  will  apply  to  applications  for  in- 
torance  under  Section  COS  pursuant  to  Section  610,  except  for  the  Inspection  Fee 
irhieh  applies  oniy  to  new  construction. 

Very  truly  youra, 
^m  CLYnE  U  Powell, 

^^^^  Assist  ant  Crnnmission^r. 


National  HoTJBTTio  Agknct, 

FEnKBAL  H0TTai?fG  ABKlNieTRATION, 

Washington  '15,  fJ.  V.,  Uecefnb^E^,  1946. 


To  z  Directors  of  all  field  offices. 

Itihijeet:  Review  of  insured  mortgage  transHCtioiis  under  section  608  for  the  pur- 
ptise  of  increai^ing  the  mortgage  where  such  increase  ts  just! fled. 

In  order  to  stimulate  the  immedlnte  production  of  rental  housing  projects 
ander  section  008  of  title  VI  of  the  National  Hou^siuK  Act,  it  has  been  decided  as 
I  matter  of  general  policy  to  give  consideration  to  increasing  the  amount  of  an 
jusured  mortgage  where  a  firm  commitment  (FHA  Form  2^32-W)  has  been 
is^oed.  the  transaction  closed,  and  the  mortgage  initially  endorsed  for  insurance, 
jut  during  tlie  constructtoD  period  and  prior  to  final  completion,  construction 
^8ts  have  risen  for  reasons  beyond  the  control  of  the  mortga^'or. 

In  such  caf^s  it  will  l>e  necesattry  for  the  mortgagee  and  the  mortgagor  to 
;jresent  detailed  evidence  isupporting  such  excess  costs  and  if.  In  the  opinion  of 
;he  director,  the  mortgagor's  claims  can  be  substantiated,  tlie  case  may  be 
feriewed  by  the  underwriting  section  of  the  insurinfr  office*  a  new  project  analysis 
(FHA  Form  22<14-'W)  prepared,  together  with  an  adequate  analysis  of  the  in- 
:Teased  costs,  and  forwarded  to  this  office  with  the  director*s  recommendation. 

It  it  understood,  of  course,  that  all  legal  limitations  under  the  National  Housing 
Vet  and  administrative  rules  and  refill  at  ions  must  be  observed  and  the  tinal 
imount  of  the  mortgage  to  be  insured  neceBsarily  will  have  to  be  supported  by 
adequate  rental  income.  If  it  is  necessary  to  increase  the  rentals  established 
in  the  initial  processing  of  the  case  in  order  to  support  an  increase  In  the 
nortgage,  this  must  he  done  prior  to  occupancy  of  the  units  and  auch  rentala 
nust  fall  within  established  rental  ceilings. 

Upon  ret:reipt  in  Washington  of  your  recommendation  and  the  supporting  data 
ibove  referred  to.  ymi  will  be  supplied  with  the  proper  supplemenial  commit- 
nent  letter  authoristing  such  incrense  and  instructionH  on  the  procedure  to  he  used 
ly  the  mortgagee  and  the  mortKagor  in  amending  the  Contract  Do(*uments  and 
egal  instruments  to  accomplish  .«uch  increttse. 

The  same  re?lew  procedure  wilt  be  followed  where  a  commitment  to  insure 
ipon  completion  (FHA  Form  245;^WJ  has  been  Issued  and  you  will  be  advised 
low  to  amend  such  commitment. 

In  giving  consideration  to  transactions  of  this  kind  and  agreeing  to  review 
!fta€8  where  the  mortgage  has  been  initially  endorsed  f(ir  insurance,  or  where 
I  coinmitment  to  insure  upon  conipletion  has  lieeri  Issued,  you  will  base  such 
-evi^w  on  the  costs  of  labor  and  Uiaterinl  at  the  time  they  were  actually  furnished 
for  the  construction  of  the  project. 

It  la  thought  this  change  in  policy  will  result  in  the  immediate  production  of 
rental  housing  projects  by  taking  into  consideration  necessary  construction  costs 
n  bringing  such  projects  to  completion, 

L Sincerely  yours, 
Cr.TnB  L,  PowiGLL,  A9sUt(tnt  Commissions. 
H  Fei>fj?ai:  Housing  AnMixisTBATroN, 

"  Washington  2$,  D.  C,  November  23, 1918, 

fn :  Directors  of  alt  field  offices, 

Subject:  Section  608  procedure  for  IncreaBtng  insured  mortgages  and  commit- 
ments to  insure  upon  completion  prior  to  flnal  endorsement. 

This  letter  cancels  and  supersedes  section  606  rental  housing  letter  117  out- 
ing procedure  on  the  same  subject* 
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This  A&ntnistratioii  will  tsontimie  ta  give  consideration  to  rea^eets  frondt 
mortgagor  and  mortgagee  for  an  inerease  in  the  amouut  of  an  insured  mortpfiii 
a  commitment  to  insure  upon  comi^etion  if,  during  the  coui^trnctton  pefM  nI 
prlcnr  to  final  endorsement  <^  the  credit  instrument,  the  L^o&t  of  ooiMriicSlii tti 
jpeojeet  has  risen  above  the  original  estimates  by  cAuses  beyond  the  ecmfitilil 
the  mortgagor. 

A  mortgage  which  has  been  initially  and  finally  endorse  for  InsamiiDe  b  i 
closed  case  and  cannot  be  reopened  for  this  purpose^ 

It  wiU  be  necessary,  as  heretofore,  for  the  mortgagor  to  pre^tit  detalLeAi^ 
denee  supporting  the  increase  in  the  overall  cost  of  couKtruetinf;  the  projed 
if  in  the  opinion  of  the  Director  the  mortgagor's  iluim  i^  ^uttstantiated, 
project  may  be  reviewed  by  the  underwriting  section  or  tlie  iDsurlug  ofHoe. 
mortgagor  must  establish  by  concrete  evidence  its  actual  iocre:!^'  in 
Merely  recognizing  a  rise  in  the  cost  ind^c  will  not  be  finfHcletit. 

ne  final  amount  of  the  mortgage  to  be  insured  mum  be  srupported  by  jtd««Tniti 
rental  income.  If  it  is  necessary  to  increase  the  rentals  e8tabliKh^  hi  the  Iniriil 
processing  of  the  project  in  order  to  support  an  borrea^^  in  th«>  mort^ngf^T  thb 
shdtad  be  done  prior  to  occupancy  of  the  units  and  Siich  reDtais  Khali  ui>e  Lti  m 
event  exceed  an  amount  necessary  to  show  a  net  t^iurn  of  GVi  percent  on  ti* 
repiacement  cost  of  the  property. 

A  Bfew  project  analysis^  FHA  Form  22d4~W,  will  be  prepared,  loK«'tber  i^itfa  id 
Mialysis  of  tl»e  iacieaae  In  the  total  cost  of  eonstruction.  The  reeen  t  amenduifiitf 
to  tile  act  of  August  10, 1948,  make  it  necessary  to  prepiiro  the  project  anal?^ 
cm  tlie  basis  of  sock  amendments,  ucAng  in  addition  to  other  criteria,  t  he  Deeemlw 
SI,  1M7,  or  cmrrent  costs,  whichever  is  lesser,  and  the  $8>100  per  family  Ufilt 
The  purpose  of  the  project  analysis  is  to  arrive  at  the  mnximam  In^itr^bit 
ttortgage  based  on  said  limitations  and  the  other  criteria. 

The  amount  of  allowable  increase  wiU  be  the  actual  increase  in  the  oveftU 
eoirt  of  constructing  the  project  as  substantiated  by  the  mort^nf^or'ii  eTjdencf>  at 
the  maximum  insurable  mortgage  as  shown  on  the  project  analj!i^L«t.  wbleheFET 
is  the  lesser.  A  request  based  solely  on  an  iBcrettse  due  to  the  per  \mit  liiuitatiQs 
rather  than  the  per  room  liihitation  will  not  be  considered. 

In  considering  increases  in  cost  due  to  approved  change  orders  escaminttiiB 
should  be  made  as  to  the  nature  and  necessity  of  such  ehangefi.  Chanj^es  whirfa 
are  merely  embellishments  or  ornamentation  which  do  at>t  enhance  the  renUblMt; 
or  habitability  of  the  project  should  not  be  considered. 

In  order  to  reduce  the  reprocessing  of  projects  as  miK^h  as  po^ible  the  Iesw- 
ing  office  shall  not  consider  such  requests  where  only  a  mnall  iticreas^e  in  costs  bti 
been  encountered  which  does  not  work  a  definite  hnrdsihip  nn  the  halldert  mi 
which  would  result  in  only  a  slight  increase  in  the  insured  mortq:a^e. 

In  approving  the  increased  mortgage  for  insurance  it  must  be  determined  thAt 
the  administrative  rules  in  force  at  the  time  of  such  approval  have  beea  c<tjp- 
plied  with,  except  that  if  such  increased  mortgage  Is  not  In  excels  of  |2O&,000 
any  change  In  the  nature- and  extent  of  the  supervision  by  the  Commissioner 
which  would  be  required  by  section  V,  subsection  4  is  hereby  waived-  PartftTiliT 
attention  is  called  to  the  certificate  required  by  section  IV,  sijl)secticm  2,  whfctt 
must  be  obtained. 

The  revised  FHA  Form  2264-W  together  with  an  adequate  analygils  of  the  in- 
creased costs,  shall  be  forwarded  to  this  office  with  the  Director's  recominffldi' 
tion.  If  the  request  for  increase  is  approved,  you  will  he  suppUf^d  witli  tbi 
proper  supplemental  commitment  letter  and  instructlotiB  on  the  procedure  U  te 
used  by  the  mortgagee  and  mortgagor  to  accomplish  the  lucres ee:  A  \etttf 
will  be  furnished  also  in  the  case  of  a  commitment  to  Injure  upon  ci>m|)JHJ'>Q 
containing  instructions  as  to  what  amendments  are  necesisary  to  the  oatatandfoe 
commitment. 

Very  truly  yours. 


\ 
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Federal  Housing  Administration, 
Washington  2Sy  D.  (7.,  May  16, 1950. 
rectors  of  all  field  offices. 

:  Procedure  to  be  followed  when  mortgages  are  increased  at  final  endorse- 
nt 

action  608,  rental  housing  letter  167,  dated  November  24,  1948,  specific 
ire  was  established  with  respect  to  conditions  required  for  final  endorse- 
i  cases  of  insured  construction  advances  and  initial  final  endorsement  in 
asured  upon  completion.  Those  procedures  must  be  appropriately  com- 
Q  cases  of  insured  construction  advances  where  a  supplemental  commlt- 
is  been  issued  for  an  increased  mortgage  amount  to  be  advanced  only  upon 
:ion  of  construction  of  the  project  and  final  disbursement  of  the  original 
ge  proceeds. 

I  insured  mortgages  are  Increased,  the  increased  amount  which  has  been 
id  will  be  treated  exactly'  the  same  as  a  commitment  to  insure  upon  com- 
insofar  as  the  increase  in  the  amount  of  the  mortgage  is  concerned,  that 
Administration's  liability  for  insurance  of  the  increase  would  date  from 
e  that  the  Director  endorses  the  increased  amount  of  insurance.  In  all 
ses  the  request  for  initial  and  final  endorsement  of  the  credit  instrument 
Ing  the  increase  will  be  made  on  FHA  Form  No.  2455-W. 
)mply  with  the  above  procedure,  please  note  that  the  Form  No.  2023-W 
!  used  to  request  final  endorsement  of  the  credit  instrument  for  the  amount 
J  disbursed  and  insured  under  the  original  mortgage  amount  In  addition 
Form  2023-W,  there  shall  be  submitted  an  appropriately  executed  Form 
55-W  covering  the  amount  of  the  mortgage  increase.  If  the  Form 
5-W  is  submitted  after  the  date  of  the  first  principal  payment  called  for 
Tedit  instrument  evidencing  the  mortgage  increase,  the  amount  requested 
ial  final  endorsement  in  that  form  shall  not  be  in  a  greater  amount  than 
Dcipal  which  should  have  been  outstanding  at  the  date  of  such  request 
ial  final  endorsement.  This  is  explained  in  detail  in  the  paragraph  dis- 
"Cases  involving  insurance  upon  completion"  in  the  aforementioned 
fo.  167. 

•ence  is  made  to  section  608,  rental  housing  letter  166,  dated  November  15,^ 
Qd  emphasis  is  placed  on  the  necessity  of  following  the  instructions  set 
I  that  letter.  The  copies  of  Form  No.  2403-W  must  be  completely  executed 
aspects  and  each  copy  must  bear  its  date  of  approval  by  the  Administration, 
ginal  of  Form  2023-W  must  be  audited  to  determine  that  the  individual 
38  listed  in  such  form  aggregate  the  total  shown  upon  such  form  and  do 
eed  the  aggregate  of  the  amounts  approved  for  insurance  as  revealed  by 
iflcates  of  mortgage  insurance  on  the  applicable  Forms  No.  2403-W.  In 
3  determine  the  effective  date  of  mortgage  insurance  of  each  advance,  it 
jsted  that  each  Form  2023-W  be  carefully  reviewed  to  determine  that  the 
e,  that  is,  day,  month,  and  year  of  each  and  every  disbursement,  is  shown. 
Washington  docket  submitted  must  contain  all  of  the  above-mentioned 

procedure  set  forth  hereinabove  shall  apply  to  all  mortgage  increases 
•d  for  insurance  subsequent  to  the  receipt  of  this  letter,  without  regard 
ate  when  such  increase  was  committed. 

particular  letter  does  not  alter  in  any  way  the  procedure  for  increasing 
mortgages  and  commitments  to  insure  upon  completion  prior  to  final 
tment  as  outlined  in  section  608,  rental  housing  letters  168,  184,  188,  and 
:  is  to  be  considered  in  addition  to  the  instructions  contained  therein, 
^ery  truly  yours, 

Clyde  L.  Powell, 
Assistant  Commissioner, 
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